For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art.  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Panal  Cod*  of  California 
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The  management  secrets 
of  the  best-run  company 
in  technology  (p.  7© 
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Demand  IT  solutions  that  exist  not  just  in  the 
realms  of  theory  or  the  brains  of  marketers  but  in 
the  real  world.  Demand  pragmatic  solutions  that 
are  ready  to  go  to  work  in  your  business — today. 

ueeze  every  last  penny  out 
nts  you've  already  made.  Work 
with  IT  architects  who  are  expert  in  all  platforms 
and  all  architectures. 

Prepare  for  the  unexpected, 
ry  second  of  every  day  is 


IT  consolidation. 


Utility  computing. 
Management. 


Demand  the  real  thing; 
nd  it  works. 

emand  greater  efficiency  and 
.  your  processes.  Manage  complex 
networks  from  a  central  location  with  HP 
OpenView,  just  as  99  of  the  Fortune  100  do. 

Insist  upon  working  with  partners 
jly  strategic  and  honestly  collaborative. 
Tap  the  talents  of  a  Services  force  65,000  strong, 
who  offer  the  world's  broadest  and  deepest 
IT  expertise. 

To  demand  more  and  get  more  from  IT, 
visit  www.hp.com/go/demandmore. 


HP  Services. 
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Confessions  of  the  World's  Most  Demanding  ClOs. 


and  a 
T  better 


"CIBC  requires  rock-solid  reliability.  Our  customers  trust  us  with 
tillions  in  assets,  which  fuel  both  their  business  and  personal  ambitions. 
)ur  IT  has  to  ensure  their  money  is  secure  and  always  available. 

"We're  always  looking  for  ways  to  push  harder  and  get  more  out  of 
T.  We  have  a  mixed  environment  — from  handhelds  to  mainframes  — 

fnd  we  require  a  strategic  partner  to  make  it  all  work  together,  to 
»ake  it  invincible. 

"HP  Services  came  in,  looked  at  our  entire  IT  environment,  and 
ogether,  we  designed  the  right  outsourcing  solution  that  cut  costs, 
limited  risk  and  has  ultimately  made  us  more  flexible." 


=  everything  is  possible 


www.hp.com/go/demandmore 
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Food  companies  are  always  searching  for  the  next 
great  new  product.  One  juice  maker  decided  their  key 


M 


to  success  was  making  a  better-tasting  orange  juice. 
Working  with  Cargill  led  to  an  important  discovery. 
Much   like  grapevines,   orange  trees  of  a  certain 


age  produce  more  flavorful  juice.  Cargill  found  a  way 
to  source  oranges  only  from  those  trees,  process 
them  and  ship  them  in  a  separate  supply  chain.  Now 
the  company  is  marketing  a  better-tasting  juice  made 
from  specially  selected  oranges,  and  toasting  its 
success.  This  is  how  Cargill  works  with  customers. 
collaborate     >     crhate    >     succeed 

Ass? 


Cargill 


Nourishing  Ideas.  Nourishing  People: 


www.cargill.com 
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THE  GIN  CATEGORY" . 

-  THE  WALL  STREET  JOURNAL 

TIE  WALL 
STREET  JOURNAL. 

W3  Dow  Jones  ^Cempany    ill  ftujhn  Auwtd 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

^Hendrick's 

43T£750ml 

Most^^ 
FlavorfulJ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


DusinesisvveeK  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/03  44/online.htm 


Finding  Common  Ground 

Vodafone  is  moving  to  impose  order  on  the 
jumble  of  incompatible  wireless 
standards— a  move  the  telecom  industry 
badly  needs  if  it  is  to  grow 


Diving  into  Health-Care  Pools 

In  theory,  small  businesses  banding  together  to  lower 
premiums  and  administrative  costs  makes  sense.  In 
practice,  legal  constraints  and  limited  bargaining  powt 
are  big  obstacles 

Market  Insights 
From  S&P 

Keep  abreast  of  the  markets  each  day  with 
our  coverage  from  S&P  analysts,  regular 
market  updates,  and  stock  picks  and  pans 

Keeping  Cancer  Survivors  Going 

A  new  class  of  "maintenance"  therapies  with  low  side 
effects  is  showing  promise  in  keeping  patients  from 
suffering  relapses— and  may  one  day  help  doctors  treat 
cancer  as  a  chronic  disease 


What  Price  Online 
Music? 

While  the  recording  industry  is  finally 
adapting  to  the  Digital  Age,  it  won't  win  the 
download  war  until  it  cuts  the  price  of  tunes 


-1,-,,            , 

3~ -^ 

»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»  NEWSLETTERS 

Sign  up  for  our  free 
newsletters.  Go  to  business- 
week.com/hewsletters.htm 


Tune  in  This  Weekend  for: 

I  Jobs:  The  Turning  Point?l  Air-Travel  Deals  I  Back  to  School  for  Adults 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.com 
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DO  YOU  HAVL 
AN  ESTATE  PLAN 
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THINK  ABOUT  HOW  MUCH  YOUR  L 


NGED  OVER  THE  PAST  FEW  Y 


HAS  YOUR  ESTATE  PLAN  KEPT  UP? 


nith  Barney  Financial  Consultants  know  that  an  estate  plan  is  really  a  plan  for  life.  That  s  why  we  challenge  you. 
lestion  you.  Get  to  know  you.  Because  your  estate  plan  needs  to: 

Reflect  every  stage  of  your  life,  from  marriage,  children  and  health  to  second  homes  and  second  careers. 

iBe  managed  proactively  so  that  you're  prepared  for  a  wide  range  of  needs,  from  asset  protection  to  wealth 
transfer,  from  tax  laws  to  charitable  giving. 

IBe  flexible  and  as  individual  as  you  are. 
r 

IALL  1-800-EARNS-IT,  EXT.  3126  FOR  YOUR  FREE  COPY  OF 
3ERSPECTIVES  IN  ESTATE  PLANNING." 


/our  estate  plan  isn't  evolving  with  your  life,  it's  time  to  make  a  change. 
fke  the  first  important  step  today. 


in  Estate 
Planning 
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citiqroup 


THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.1 


SMITHBARNEYA 
citigroupj 


03  Citigroup  Global  Markets  Inc  All  rights  reserved  Member  SIPC  Smith  Barney  is  a  division  and  service  mark  o(  Citigroup  Global  Markets  Inc  and  its  alliliates  and  is  used  and  registered  throughout  the  wortd.  CITIGROUP  and  the 
ella  Device  are  trademarks  and  service  marks  ol  Citicorp  or  its  alliliates  and  are  used  and  registered  throughout  the  world  THIS  IS  WHO  WE  ARE  THIS  IS  HOW  WE  E  ARN  IT  is  .1  service  mark  ol  Citigroup  Global  Markets  inc  Smith  Barney 
not  provide  tax  or  legal  advice  You  must  consult  your  own  tan  or  legal  advisor 


Over  6,000,000  boater 
don't  know  ITT  Industries  helps 
keep  them  on  an  even  keel. 
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UIOMAND  FtOW  CONTROL     Jabsco  •  Rule  ■  Flojet  ■  Danf 
ENSE  ELECTRONI.C%AND  SERVICES 
..-CfROfJlC  COMPONENTS 
'FLUlO.  tECHNOLQlfiY 


Nestled  in  the  hulls  of  runabouts, 
commercial  vessels  and  ocean-going  yachts,     1 
Jabsco  and  Rule  bilge  pumps  continuously      J 
return  lake  and  sea  to  their  proper  homes, 
while  our  pressurized  water  systems  tirelessly  | 
meet  onboard  supply  needs. 

ITT  believes  technology  should  be 
imperceptible.  Here,  fluid  management  keeps 
water  safely  at  arm's  length  or  comfortably 
within  reach. 

Right  where  you  want  it. 

■ 


HT  Industries 

Engineered  for  life 

www.itt.com 


"Were  investing 
outside  California, 
[ts  workers' comp 

system  and  taxes 
are  a  disaster." 


CrauR.  Boned 
JiuaCorp  CEO 


|ADIO  WAVES 

EEPING 
LOSER TRACK 

F  K-RATIONS 


IVE  OVER.  WAL-MART:  The 

i  litary  is  rolling  in.  On  Oct. 

|  he  Defense  Dept.  told  its 
,000  suppliers  that  by 
05  it  will  require  them  to 


' :  radio  frequency  IDs,  or 
i  nart  tags,"  which  are  the 
•  :cessor  to  bar  codes.  These 
i  y  chips  send  out  signals 

it  help  keep  tabs  on 

•rything  from  tank  engines 


-ANETALK 

0 SANTA 
HIS  YEAR, 
IRGINIA 

OU'VE  GOTTEN  used  to 

gain  airfares,  brace 
irself  for  sticker  shock  this 
iday  season.  During  peak 
vel  times,  even  the 
;apest  fares  might 
1 10%  to  20%  more 
n  a  year  ago.  That's 
to  strong  demand 
1  limited  seats. 
DAG  data,  which 
:ks  airline 
edules, 


ik        Flc 

•3 


to  packaged  meals.  Defense's 
policy  will  give  a  big  push  to 
the  fledgling  wireless 
technology,  which  got  a  boost 
from  Wal-  Mart,  too.  In  June, 
the  retailer  asked  its  top  100 
suppliers  to  start  using  smart 
tags  by  2005. 

Why  the  switch?  The 
technology  instantly  locates 
items  in  the  supply  chain  and 
helps  make  certain  they  are 
delivered  on  time.  The 
stamp-size  tags  can  be 
slapped  on  most  anything. 

With  megabuyers  like 
Defense  and  Wal-Mart  on 
board,  the  volume  of  smart 
tags  will  rise,  heading  lower 
their  cost  from  around  30<t  to 
under  5<t  within  two  years. 
While  Defense  hasn't  decided 
whether  to  insist  on  an 
immediate  rollout  or  allow  a 
more  gradual  one,  it  has 
served  notice  that  it  will  be  a 
big  player  in  the  wireless 
world.  -Heather  Green 


calculates  that  U.S.  airlines 
will  add  slightly  more  seats 
each  week  this  holiday 
season  than  last,  but  that's 
still  down  10%  to  18%  from 
the  pre-September  11  days. 
Tom  Parsons,  CEO  of 
Bestfares.com,  an  online  travel 
agency,  says  finding  seats  at 
peak  times  for  flights  to 
Florida,  Mexico,  and  the 
Caribbean  will  be 
especially  tough.  His 
advice:  Save  the  warm- 
weather  trips  until  after 
the  holidays  and  head 
to  Europe,  where 
there  are  still 
bargains. 

-Wendy  Zellner 


SHOW  BIZ 


A  Game  of 
Cat  and  Mouse 


WALT  DISNEY  IS  BANKING  on  its  latest  direct-to-DVD  movie, 
George  of  the  Jungle  2,  to  gross  $47  million.  But  heavy- 
equipment  giant  Caterpillar  says  those  sales  will  come  at  the 
expense  of  its  reputation,  so  Cat  is  hauling  Disney  into  court. 

In  the  movie,  which  debuted  on  Oct.  21,  George  battles  evil 
industrialists  intent  on  destroying  the  jungle.  And  the  "deadly 
dozers"  are— you  guessed  it— Caterpillars.  In  its  suit,  Cat  says 
the  equipment  is  clearly  identified  by  name  and  logo.  It  claims 
the  movie  infringes  on  its  trademark  and  harms  its  image, 
especially  among  impressionable  children.  If  so,  counters 
Disney,  Cat  has  only  itself  to  blame.  In  its  response,  Disney 
says  it  rented  six  wheel-loaders  from  a  Cat  dealer  in  Australia. 
Disney  says  the  dealer  had  seen  the  script  and  even  provided  a 
driver  for  some  scenes.  It  also  says  the  dealer  was  paid— in 
beer  and  wine  for  the  dealership's  annual  Christmas  party. 

After  hearing  Disney's  case  on  Oct.  20,  a  judge  in  Cat's 
home  town  of  Peoria,  111.,  declined  to  block  the  movie's  release 
but  turned  the  suit  over  to  a  magistrate  for  trial.  No  date  has 
been  set.  Maybe  Cat  shouldn't  get  its  hopes  up:  On  the  screen, 
the  mouse  always  wins.  -Michael  Arndt 
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PAY  PACKETS 

MORE THAN 
ONE  WAY  TO 
FEED  A  FAT  CAT 

WITH  REGULATORS  poised  to 
mandate  the  expensing  of 
stock  options,  compensation 
committees  are  starting  to  cut 
grants  to  top  execs.  But 
they're  making  up  for  most  of 
the  shortfall  with  restricted 
stock,  generous  long-term 
incentives,  and  cash. 

Median  CEO  option  grants 
were  down  $1.5  million  for  69 
companies  whose  fiscal  year 
ended  in  the  first  half  of  2003, 
says  pay  consultant  Equilar. 
But  restricted  stock  grants 
were  up  $1  million.  Salary  and 
bonuses  rose  $161,000. 


THE  LIST 


The  six  B-schools 
that  are  top-ranked 
in  teaching  social 
and  environmental 
responsibility: 

GEORGE  WASHINGTON 

Faculty  active  in  social  and 
environmental  research 

MICHIGAN  Features 

corporate  environmental 
management  program 

NORTH  CAROLINA  Requires 

students  to  study  globalization 

STANFORD  Home  to  new 
journal,  Stanford  Social 
Innovation  Review 

YALE  Lecture  series  and 
numerous  clubs  on  social  and 
environmental  issues 

YORK  Canadian  university 
runs  a  corporate  governance 
training  program  in  Russia 

Data:  World  Resources  Institute. 

The  Aspen  Institute 


DIETING  FOR  DOLLARS 

CORPORATE  TRIMMING  Twenty  tons  is  a  lot: 
four  elephants,  or  17  Mazda  Miatas,  or  5,797 
Apple  PowerBook  computers.  It's  also  how 
much  weight  the  7,000  employees  at  casino 
operator  Park  Place  Entertainment  shed  in  t : 
years,  thanks  to  an  annual  weight-loss  cont 
Park  Place  has  a  lot  to  gain  by  losing  weight 
average  employee  was  obese,  ballooning 
health-care  costs.  The  company  spent  $13,3 
a  year  on  drugs  for  each  diabetic.  And  one 
worker's  lung  condition  ran  $100,000  a  year. 
After  the  contest,  12  diabetics  were  able  to  go  | 
medication,  as  did  the  worker  with  lung  troubl 
Absenteeism  is  down,  productivity  is  up.  And 
should  the  pounds  creep  back,  the  contest 
begins  anew  next  spring.  -Jessi  Hem/ 


Fairly  typical  was  the  2003 
comp  for  Procter  &  Gamble  CEO 
Alan  Lafley.  The  board  cut  his 
option  grant  by  100,000 
shares— nearly  $2  million.  But 
it  tripled  his  restricted  stock 
award  to  $4.5  million.  Includ- 
ing option  exercises,  Laity's 
pay  package  jumped  $3.4 
million,  or  38%— in  a  year 
when  P&G  shares  were  up  less 
than  2%.  A  P&G  spokesperson 
says  the  stock  is  up  68%  since 
Lafley  took  the  helm  in  June, 
2000,  vs.  15%  for  its  peer  group. 

Total  compensation  for 
CEOs  receiving  restricted 
stock  and  long-term 
incentives  fell  some  $332,000, 
or  3.9%.  But  save  your  tears 
for  shareholders  who  saw 
their  returns  drop  16%. 

-Louis  Lavelle 
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HITACHI 


Originality  is  born  of  information.  For  without 


Microdrive" 


highly  organized  and  intelligently  processed 
information,  progress  is  simply  not  possible. 
With  the  acquisition  of  IBM's  Hard  Disk  Drive 
^^^^^^^^^™  (HDD)  division  and  the  establishment  of 
Hitachi  Global  Storage  Technologies,  Hitachi  now  leads  the 
industry  in  number  of  patents,  R&D,  full-product  lines,  and 
advanced  technologies.  Hitachi  HDD  has  immediate  application  in 
the  fields  of  information  technology,  mobile  computing  and 
consumer  electronics.  And,  leveraging  the  power  of  Hitachi's 
other  technologies,  Hitachi  HDD  will  ultimately  spearhead  the 
development  of  the  ubiquitous  networked  society  —  a  world 
where  you'll  be  connected  to  all  people  and  all  things,  anytime  and 
anyplace.  Visit  us  on  the  web  for  more  information  on  Hitachi  HDD. 
And  see  how  we  are  Inspiring  the  Next. 


ww.hitachi.com/hdd/ 


HITACHI 

Inspire  the  IMext 
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FACE  TIME 


NANCY  HIGGINS 
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TEACHING 
MCI  RIGHT 
FROM  WRONG 

Embattled  MCI  has  a  new 
CEO-chief  ethics  officer,  that 
is.  Nancy  Higgins  has  the 
unenviable  task  of  righting 
corporate  governance  at  the 
former  WorldCom,  which 
plunged  into  bankruptcy  after 
fraud  revelations  and  record- 
setting  earnings  restatements. 

Higgins,  52,  will  report  to 
CEO  Michael  Capellas  and 
will  lead  MCl's  ethics 
program,  including 
everything  from  training  to 
enforcing  a  revamped  honor 
code.  The  University  of 
Virginia  and  New  York 
University  have  been 
providing  ethics  education  to 
all  55,000  MCI  employees  for 
several  months.  "We  help 
them  understand  the  line 
between  aggressive  business 
practice  and  improper 
activity,"  says  Virginia 
professor  Brandt  Allen. 

Higgins,  who  oversaw  ethics 
for  Lockheed  Martin,  plans  to 
appoint  regional  "ethics 
advisers"  to  solve  problems 
quickly.  She  says  she  won't 
write  rules  for  every  situation 
but  will  "set  a  tone  at  the  top." 
That's  critical  as  MCI  emerges 
from  financial— and  ethical- 
bankruptcy.   -Brian  Hindo 


GLOBAL  TfcADE 

OVERSEAS 
ADVENTURE 
FOR  U.S.  TOYS 

TRADITIONALLY,  the  U.S.  toy 
industry  hasn't  been  much  for 
globetrotting.  G.I.Joe  didn't 
appeal  to  kids  in  other 
countries,  and  the  higher- 
voltage  electrical  systems 
overseas  would  roast  an  Easy- 
Bake  Oven.  But  as  Hollywood 
continues  to  spread  American 
culture  and  retailers  such  as 
Toys  'R'  Us  go  global, 
toymakers  are  finding  that 
international  markets  are  no 
longer  a  never-never  land  for 
their  products. 

Mattel  and  Hasbro  are 
starting  to  see  the  results  of  an 
overseas  sales  push.  On  Oct. 
20,  Hasbro  reported  that 
international  sales  for  its  third 
quarter  jumped  22%,  to  $328 
million.  Three  days  earlier, 
Mattel  said  its  overseas  reven- 
ue for  the  period  was  up  16%, 
to  $715  million.  International 
sales  of  Mattel's  Barbie  rose 
19%.  Good  thing— for  the  first 


REAL  ESTATE 

A  SPANISH 
BUBBLE  ABOUT 
TO 


SPAIN'S  LOVE  AFFAIR  with  real 
estate  may  be  too  hot.  In 
2002,  ground 
was  broken  for 
more  new 
houses  in  Spain 
than  in  France 
and  Britain 
combined. 
Over  the  past 
10  years,  the  average  cost  per 
square  meter  has  jumped 
92%,  says  the  Bank  of  Spain, 
while  salaries  there  have  risen 
just  41%.  "Prices  are  near- 
unreachable  for  the  average 


nine  months,  U.S.  sales  at 
Mattel  fell  7%,  while  they  rose 
just  6%  at  Hasbro. 

Now,  the  two  companies 
are  after  an  even  bigger  slice 
of  the  $30  billion  internation- 
al toy  market.  "Probably  75% 
of  what  we  do  should  be 
global,"  says  Hasbro  Chair- 


Spaniard,"  says  University  of 
Granada  professor  Santiago 
Carbo.  On  Oct.  2,  the  bank 
warned  that  prices  are  beyond 
a  "balanced  level." 

Why  the  boom?  A  robust 
economy  and  low  interest 
rates,  for  starters.  And  now, 
Spaniards  born  in  the  '70s 
baby  boom  are 
buying  houses. 
Policymakers 
and  most 
lenders  expect  a 
gradual  market 
correction.  But 
they're  taking 
no  chances.  Roberto  Higuera, 
cfo  of  top  lender  Banco 
Popular,  says  his  loan  officers 
are  "increasingly  prudent." 
And  with  any  luck,  prudent 
enough.  -Paulo  Prada 


man  Alan  Hassenfeld.  Hast 
is  pushing  such  toys  as  Tra 
formers  and  Playskool.  Andl 
Mattel's  Fisher-Price  unit  haj 
relaunched  its  Little  People 
line.  Looks  like  Santa  shoulc 
stock  up  on  U.S.  toys  for  kic 
abroad.  -Faith  Arner  and 
Christopher  Palmeri 


THE  STAT 


The  percentage  of 
finance  executives  at 
large  companies  who | 
say  they  have  not 
taken  steps  to 
comply  with  the 
disclosure 
requirements  of 
Sarbanes-Oxley. 

Data:  Hyperion  Solutions  survey  of 
364  finance  execs 
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J  IS  THE  WALKING  ACROSS  THE  ROOM  LIKE  YOU 
<WN  IT  SWEEPING  A  BOMBSHELL  OFF  HER  FEET  AND 
HADING  HER  WHEREVER  THE  MOOD  TAKES  YOU  LIFE 
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The  biggest 
impediment 
to  protecting 
American  jobs  is 
our  tax  system." 

-Edward  Golden 
Everett,  Wash. 


IS  IT 

CHINAS 

FAULT? 


CHINA'S  TRADE  EDGE  AND 
AMERICA'S  WEAKNESS 

CHINA'S  ECONOMIC  development  has 
many  laudable  aspects,  but  its  currency 
policy  and  the  impact  of  that  policy  on 
U.S.  jobs  are  not  among  them  ("Is  it  Chi- 
na's fault?"  News:  Analysis  &  Commen- 
tary, Oct.  13).  There  is  one,  and  only  one, 
explanation  of  what's  going  on  when  a 
country  amasses  more  than  $300  billion 
in  foreign-exchange  reserves:  This  is  cur- 
rency intervention  on  a  massive  scale  to 
depress  the  value  of  the  currency— to  fa- 
vor exports  and  restrict  imports.  These  ef- 
fects are  identical  to  a  tariff  on  imports 
and  a  subsidy  to  exports.  I  yield  enthusi- 
asm for  free  trade  to  no  one,  but  this  is 
not  free  trade.  It  is  explicit  government 
intervention  in  trade  by  the  back  door. 

-Lawrence  G.  Franko 

University  of  Massachusetts 

Boston 

Editor's  note:  The  writer  is  a  professor  of 

international  financial  management. 

WE  SHOULD  BLAME  neither  China  nor 
the  European  Union  for  our  lack  of  com- 
petitiveness in  the  global  economy.  The 
biggest  impediment  to  protecting  Ameri- 
can jobs  is  our  tax  system.  We  are  the  only 


major  economy  that  exports  our  ta:  | 
with  our  products.  Payroll  taxes  are  e 
bedded  in  our  products  as  a  cost.  Our  n 
jor  trading  partners  rely  largely  on' 
Value  Added  Tax  for  their  revenues.  Th 
exempt  their  exports  from  the  VAT.  In  i 
dition,  they  are  permitted  under  Woi 
Trade  Organization  rules  to  charge 
"border  tax"  equivalent  to  their  VAT  on 
imports.  With  the  average  VAT  appro: 
mating  20%,  if  s  a  wonder  that  we 
compete  on  anything  at  all. 

-Edward  Gold 
Everett,  Wdi 

IS  THE  JOB  DRAIN  China's  fault?  No,  n 
entirely,  but  it  is  most  certainly  Chim 
good  fortune.  Twenty  years  ago,  the  U.  | 
punished  Toshiba  Machinery  Co.  with 
seven-year  moratorium  on  exportii 
equipment  to  the  U.S.— because  Toshil 
sold  a  five-axis  milling  machine  to  the  S 
viet  Union,  thereby  helping  to  impro 
the  stealth  of  its  submarine  fleet.  Toda 
U.S.  companies  are  spending  billions  <  __ 
dollars  to  build  the  most  modern  mam 
factoring  facilities  producing  some  of  oi 
most  (and  least)  technologically  a( 
vanced  products,  and  training  their  cit 
zens  to  operate,  engineer,  and  manag 
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Biometrics  brings  the  highest 
level  of  security  within  reach. 
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Proven  Source.  Proven  Solutions. 
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IR's  Recognition  Systems'  HandKey  HandReader  is  the  proven,  cost-effective 
biometric  that  outdates  all  other  access  control  systems.  In  less  than  a  second, 
the  HandReader  measures  the  unique  shape  of  a  user's  hand,  providing 
positive  identification  and  unparalleled  accuracy  to  grant  or  deny  access. 
IR's  Recognition  Systems  biometric  HandReaders  protect  thousands  of 
high-security  facilities  like  San  Francisco  International  Airport  and  U.S. 
nuclear  power  plants. 

IR  Security  &  Safety,  known  for  more  than  75  years  for  its  leading  brands,  is  the 
only  company  that  offers  the  full  spectrum  of  key  management,  from  mechanical 
and  patented  key  systems  to  electronic  key  control,  biometrics  and  software 
network  integration. 
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To  learn  more  about  IR  Security  &  Safety  solutions,  visit  irsecurityandsafety.com 
orcall  1-877-840-3621  to  contact  one  of  our  22  Security  &  Safety  Consultant  ■"  offices. 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "A  new  oxymoron:  Hip  minivan" 
(Personal  Business,  Oct.  20),  the  photo- 
graph of  the  Toyota  Sienna  depicted  the 
2002  model  instead  of  the  2004  model  in 
the  story.  Here  is  the  correct  photo: 


Last  week's  editorial  "It's  hybrid  time. 
Where's  Detroit?"  (Oct.  27)  should  have 
made  clear  that  Ford  Motor  Co.  delayed  the 
launch  of  its  hybrid-powered  SUV  by  just 
one  year.  The  2005  model  will  be  available 
in  the  summer  of  2004. 

"Something's  got  to  give"  (News:  Analysis  & 
Commentary,  Oct.  20)  incorrectly  stated 
that  Wyse  Technology  Inc.  was  moving.  CEO 
John  Stringer  says  the  company  will 
eventually  move  its  last  California-based 
manufacturing  facility  but  has  no  plans  to 
move  its  headquarters  from  San  Jose,  Calif. 

"Do-not-call:  Waiting"  (In  Business  This 
Week,  Oct.  13)  erred  in  describing  the 
Federal  Communication  Commission's 
jurisdiction.  The  agency  has  enforcement 
authority  over  all  telemarketers. 


these  plants.  The  reason?  To  increase  the 
bottom  line  of  the  companies  that  are  sell- 
ing the  products. 

-JeffMock 
Compton,  Calif. 

A  REBUTTAL  FROM 
THE  CHICAGO  MERC 

THE  CHICAGO  Mercantile  Exchange  has 
transparent  and  effective  governance 
("Red  flags  rising  at  the  Merc,"  Finance, 
Oct.  20).  We  fully  disclose  information 
about  executive  compensation,  board 
structure,  committee  responsibilities,  po- 
tential conflicts,  and  financial  perform- 
ance. The  reason  is  simple:  The  CME  was 
the  first  U.S.  exchange  to  move  from  a 
closed,  membership-owned  structure  to 
today's  status  as  a  listed,  open,  publicly 
traded  company.  On  our  Web  site,  in  our 
public  announcements,  and  in  our  regular 
filings  with  government  agencies,  your 
readers  will  find  a  very  high  level  of  dis- 
closure and  transparency.  (Indeed,  all  the 
information  Joseph  Weber  cited  was  dis- 
closed many  months  ago  in  public  docu- 
ments, in  some  cases  more  than  once.) 
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Our  market  capitalization  has  in- 
creased more  than  100%  since  our  initial 
public  offering,  and  trading  volume  on 
our  exchange  for  the  first  nine  months  of 
this  year  increased  17%  from  a  year  ago. 
Electronic  trading  went  from  4%  of  trad- 
ing in  1998  to  45%  in  the  third  quarter 
this  year.  These  are  strong  votes  of  confi- 
dence in  our  marketplace  by  the  public 
and  leading  institutions.  We're  deter- 
mined to  keep  that  confidence. 

Red  flags?  Quite  the  opposite.  The 
green  flag  has  dropped  on  competition  in 
our  industry,  and  the  CME  has  the  pole 
position  when  it  comes  to  good  gover- 
nance and  market  integrity. 

-Craig  S.  Donohue 

Chicago  Mercantile  Exchange 

Chicago 

Editor's  note:  The  writer  will  become 

CEO  in  January. 

BIG  PHARMA: 'STILL  SINGING 
THE  SAME  TUNE' 

JOHN  CAREY'S  ARTICLE  "Drug  R&D: 
Must  Americans  always  pay?"  News: 
Analysis  &  Commentary,  Oct.  13)  was 
deja  vu.  Mark  B.  McClellan,  commission- 


er of  the  Food  &  Drug  Administrati<   .  - 
was  in  elementary  school  when  I  and  < 
er  health-care  advocates  originally  I 
came   concerned   about  mushroomi 
drug-price  disparity.  The  pharmaceuti    Its 
industry  convinced  the  FDA  and  poli 
cians  that  "there  is  a  trade-off  of  toe    K 
against  tomorrow."   As   Ian   D.   Sp< 
demonstrated,  they  are  still  singing  t  i» 
same  tune  today.  In  the  past,  the  pharn 
ceutical  industry's  modus  operandi  h 
been  to  let  the  latest  wave  of  public  oi 
rage  pass  while  continuing  to  penali 
Americans  for  the  bulk  of  their  R&  : 
physician  gratuity  expenses,  advertisir  rot 
and  lobbying  contribution  budget. 

-MaryEr  p 
Fripp  Island,  S  p 
,  $  ivl 
I  AM  A  PHYSICIAN  and  educator  who  te  L 
tified  before  former  Senator  Gaylord  N<  unple 
son's  subcommittee  investigating  comp  for 
tition  in  the  pharmaceutical  industry  )itn 
1967.  Nothing  much  has  changed.  The  p 
claim  is  that  R&D  costs  are  15%  to  17%  pop 
income  (not  including  tax  deductions  at 
credits).  They  also  claim  that  the  cost  p 
drug  brought  to  market  is  $802  millio 


i  lis  figure  Includes  only  68  new  medical 
')t  itities  (NMKs)  developed  entirely  with- 
•  the  companies,  which  constitute  a 
in  lull  minority  of  drugs  marketed  and  in- 
ti  ules  the  opportunity  cost  had  the  r&p 
I  .liars  been  invested  in  a  highflier  stock. 
«1  hile  the  average  U.S.  industry  experi- 
ces  a  net  return  of  3.3%,  the  top  10  U.S. 
tl.  larmaceutical  companies  reap  a  net  re- 

I     rill)fl8.5%. 

-Melvin  D.  Small,  M.D. 
Palm  Beach  Gardens,  Fla. 

(M  :FORE  FDA  Commissioner  McClellan 
\s  other  rich  nations  to  raise  drug 
ices"  in  order  to  fund  the  world's  basic 

M  miedical  research,  he  ought  to  ask  the 

Si  rarities  &  Exchange  Commission  to  ex- 
un  why  the  pharmaceutical  industry 

ittj  i  spend  so  much  on  stock  options.  For 
unple:  Pfizer's  latest  annual  report  says 

i;  it  for  the  three  years  ending  Dec.  31, 
02,  they  spent  $14-3  billion  for  R&D  ex- 
nses  and  in  the  same  period,  $9.7  bil- 
n  to  purchase  their  own  common  stock 

: an  offset  their  stock  options. 

-R.W.Glenn 
Greensboro,  N.C. 
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AN  ARCHITECT'S  ROLE: 
A  PRIMER 

VOUK   AKTK  ll       I  rank   Gchry's   high- 
tech  secret"  (People,  Oct  6)  perpetuates 

the  myths  about  architects  and  the  con 
struction  process.  The  architect's  role 
iluring  construction  is  to  review  complet- 
ed work  for  conformance  with  contract 
documents  and  building  and  safety 
codes.  State  licensing  requires  architects 
to  perform  this  function  or  lose  their  li- 
cense. Contractors  who  claim  to  thwart 
this  professional  duty  are  in  violation  of 
state  laws  and  the  terms  of  most  con- 
struction contracts.  The  architect  has  little 
interest  in  increasing  the  cost  of  a  project; 
the  major  benefactor  of  increased  con- 
struction cost  is  the  contractor.  Changes 
in  construction  cost  must  be  approved  by 
the  owner  as  well  as  the  architect. 

-Robert  N.  Hesseltine 

CSI/AIA  emeritus  architect 

Portland,  Ore. 

GE'SJEFFIMMELT 
GAINS  A  FAN 

AS  A  COMMISSIONED  sales  person,  I  was 
skeptical  of  General  Electric  Co.'s  new 


i\  have  .in  iih  ii'ilihly  Hlu  it'iil  <  ommiiiin  .ilion  network     youi  ptOplt.  HI  (  an  ollei  you 

iur ■,  solutions  in  mi  he-. ii. itr  ih. it  natural  potential  in  yum  business.  We  work 


e-.  .nut  h.i\e  more 


.in-,  t tl.it  we  rMVt  Hie  e\|>eneili  e  bill  ynu  have  .111  inl'iiill  mil. I-. t r lit  lute  t tl.it  I-. 

I  tore  valuable    people  Because  we  understand  that  In  business, 
.iiiiin  i-.  everything 


r 


BT', 


itrat  ■■■  ■  of  otii-i 

suiting    with    oui    any    Up  fri  "i 

agreements  ("Will  Jeff  Immelf  i  h 

payofl  forGE?    I  he  I  i   poration,<  tat  13). 
I  thought:  "li  suredidn  I  taki  Imn 
to  undo  Jack  Welch's  competitive 
tages  —  what  an  idiot!" 

Then,  not  five  minutes  after  reading  the 
article,  I  turned  on  the  6  p.m.  local  ncv. 
learn  that  General  Electric  had  referred 
the  Indiana  Heart  Hospital  in  Indianapo- 
lis for  a  Chinese  cardiologist/CEO  to  visit, 
see  a  clinical  setting  with  80%  GE  Medical 
Systems  equipment,  and  talk  to  his  Indi- 
ana peers  regarding  satisfaction,  efficien- 
cy, and  return  on  investment. 

Nothing  could  have  increased  the  com- 
fort level  and  reduced  risk  more  effective- 
ly! Immelt's  "free  knowledge  sharing"  is  a 
win-win  tactic  that  may  save  lives  and  im- 
prove the  quality  of  life  for  millions  of  peo- 
ple in  China. 

I've  changed  my  mind.  Go  for  it,  GE. 
-Carey  Helmuth 
Noblesville,  Ind. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 

SUBSCRIBER  SERVICES 

Web  site  for  address  changes,  renewals,  invoice  payments, 

and  account  status:  http://businessweek.com/service.htm 

(click  "Manage  Your  Account")  For  individual  subscriptions, 

corporate  subscriptions,  and  other  inquiries. 

Phone:  (800)  635-1200  Fax:  (641)  842-6101 

E-mail:  bwcustomerservice@neodata.com 

Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 

Website:  www.resourcecenter.businessweek.com 

E-mail:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1.000) 

Phone:  (212)  512-3148  Fax:  (212)  512-2337 

E-mail:  reprints@businessweek.com 

Web  Site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use: 

$1.50  per  copy  for  classroom  use) 

Copyright  Clearance  Center  (www.copyright.com) 

Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 

E-mail:  permissions@businessweek.com 

Web  Site:  www.businessweek.com/info/permis.htm 


BusinessWeek  online 


www.businessweek.com 

The  full  text  of  BusinessWeek,  the  BusinessWeek  Daily  Briefing, 
and  access  to  BusinessWeek  archives  starting  in  1991  are 
available  on  the  World  Wide  Web  at:  www.businessweek.com 
and  on  America  Online  at  Keyword:  BW 


November  3.  2003  I  BusinessWeek    17 


Books 
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HARDCOVER  BUSINESS  BOOKS 


LAST       MONTH* 
MONTH      ON  LIST 


PAPERBACK  BUSINESS  BOOKS 


LAST        MONTI 
MONTH 


THE  GREAT  UNRAVELING  Paul  Krugman  (Norton  •  $25.95)4    - 
Princeton  University  economist  vs.  the  Bi  ;h  Administration. 


6 


GOOD  TO  GREAT  Jim  Collins  (HarperBusiness 

•  $27.50)  How  run-of-the-mill  companies  make  the 
leap  to  excellence. 

TOTAL  MONEY  MAKEOVER  Dave  Ramsey  (Thomas 
Nelson  •  $24.99)  Getting  out  of  debt  and  building  up 
your  reserves. 

EXECUTION  Larry  Bossidy,  Ram  Charan  (Crown 
Business  •  $27.50)  Translating  business  strategies 
into  results. 

THE  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni 
(Jossey-Bass  •  $22)  Ending  behavior  that  blocks  teamwork. 

DOUBLE-DIGIT  GROWTH  Michael  Treacy  (Portfolio 

•  $27.95)  The  five  basic  principles  for  corporate 
success. 
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10 
11 

12 

13 
14 

15 


HUG  YOUR  CUSTOMERS  Jack  Mitchell  (Hyperion  •  $19.95) 
It's  the  personal  touch  that  counts,  says  this  apparel 
industry  executive. 


1 


r-j  THE  LEADERSHIP  PILL  Ken  Blanchard,  Marc  Muchnick  (Free     - 
/  Press  •  $19.95)  In  management,  there  is  no  quick  fix. 

PURPLE  COW  Seth  Godin  (Portfolio  •  $19.95)  7 

Astonish  your  customers,  says  this  marketing  guru. 

HOW  WOULD  YOU  MOVE  MOUNT  FUJI?  William  Poundstone  - 

(Little,  Brown  •  $22.95)  The  logic  puzzles  used  in  high-tech 
job  interviews. 

THE  5  PATTERNS  OF  EXTRAORDINARY  CAREERS  James  M.     13 
Citrin,  Richard  A.  Smith  (Crown  Business  •  $22.95)  Tips  on 
managing  your  work  life,  from  two  executive  recruiters. 

WHAT  SHOULD  I  DO  WITH  MY  LIFE?  Po  Branson  3 

(Random  House  •  $24.95)  Overcoming  confusion  to  find 
your  true  calling. 

THE  ONE  MINUTE  MILLIONAIRE  Mark  Victor  Hansen,  Robert  8 

G.  Allen  (Harmony  Books  •  $19.95)  Chicken  soup  for 
the  investor. 

AUTHENTIC  LEADERSHIP  Bill  George  (Wiley  •  $27.95)  A 
former  CEO  of  Medtronic  offers  a  case  for  integrity. 

YOUR  MARKETING  SUCKS  Mark  Stevens  (Crown  Business  •  - 

$24)  Making  sure  that  you  get  a  bang  for  your  marketing 
bucks. 
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LONG-RUNNING  BEST-SELLERS 


HARDCOVER  BUSINESS  BOOKS 
WHO  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 
FISH!  Stephen  C.  Lundin,  Harry  Paul,  John  Christensen 
(Hyperion  •  $19.95) 

NOW.  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 
Donald  0.  Clifton  (Free  Press  •  $27) 

FIRST,  BREAK  ALL  THE  RULES  Marcus  Buckingham,  Curt 
Coffman  (Simon  &  Schuster  •  $27) 
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NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  Books  •  $13) 
How  the  working  poor  struggle  to  make  ends  meet. 

FAST  FOOD  NATION  Eric  Schlosser  (HarperCollins 

•  $13.95)  The  bad  news  on  burgers  and  fries,  by  an  Atlantic 
Monthly  writer. 

THE  INTELLIGENT  INVESTOR,  REVISED  EDITION  Benjamin 
Graham,  with  Jason  Zweig  (HarperBusiness  •  $19.95)  The 
classic  explanation  of  "value  investing." 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  • 
$14.95)  What  turns  an  idea  into  a  hot  trend,  by  a 
New  Yorker  writer. 

THE  e-myth  REVISITED  Michael  E.  Gerber  (HarperBusiness  • 
$16) /A  sysfems  approach  for  small-business  success. 

THE  SUCCESSFUL  INVESTOR  William  J.  O'Neil  (McGraw-Hill 

•  $10.95)  Avoiding  investing  mistakes,  by  the  publisher  of 
Investor's  Business  Daily. 

THE  SALES  BIBLE  Jeffrey  Gitomer  (Wiley  •  $19.95)  Read  this, 
Willy  Loman. 

REAL  ESTATE  LOOPHOLES  Diane  Kennedy,  C.P.A.,  Garrett 
Sutton,  Esq.  (Warner  •  $16.95)  Tax  and  legal  knowhow. 

EFFECTIVE  PHRASES  FOR  PERFORMANCE 
APPRAISALS  James  E.  Neal  Jr.  (Neal  Publications  •  $10.95) 
How  about:  "attaboy"? 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard  Nelson 
Bolles  (Ten  Speed  •  $17.95)  The  2003  edition  of  the  enduring 
job-search  bible. 

REAL  ESTATE  RICHES  Dolf  de  Roos  (Warner  •  $17.95) 
Why  it's  better  to  invest  in  buildings  than  to  stash  your  funds 
in  stocks. 

MAKING  BIG  MONEY  INVESTING  IN  FORECLOSURES  Peter 
Conti,  David  Finkel  (Dearborn  •  $18.95)  Cutting  deals  with 
troubled  sellers. 

THE  LEADERSHIP  CHALLENGE  James  M.  Kouzes,  Barry  Z. 
Posner  (Wiley  •  $19.95)  The  core  concepts  of  leadership. 

THE  RICHEST  MAN  IN  BABYLON  George  S.  Clason 
(Signet  •  $6.99)  Save  10%  of  what  you  earn,  then  pay 
your  bills. 

RICH  DAD'S  RETIRE  YOUNG  RETIRE  RICH  Robert  T 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  •  $17.95) 
Plan  ahead. 


RAVING  FANS  Ken  Blanchard,  Sheldon  Bowles  (Morrow  •  $20) 

THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  John  C.  Maxwell 
(Thomas  Nelson  •  $22.99) 

PAPERBACK  BUSINESS  BOOKS 

RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki,  with  Sharon  L. 
Lechter  (Warner  •  $15.95) 

THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,  Spencer 
Johnson  (Berkley -$12.95) 
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GETTING  TO  YES  Roger  Fisher,  William  Ury, 
Bruce  Patton  (Penguin  •  $14) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R. 
Covey  (Fireside  •  $14) 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki, 
with  Sharon  L.  Lechter  (Warner  •  $17.95) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter  (Warner  •  $17.95) 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 
on  a  weighted  analysis  of  unit  sales  in  September.  Titles  that  have  been  on  the  Best-Seller  List  for  more  than  two  years  appear  as  Long-Running  Best-Sellers. 


Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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Looks  good  in  black  tie 
and  white  tees. 


The  Concord  Saratoga  Chronograph. 


Bailey  Banks  &  Biddle 

800  651  4222 


Organizing  you* 

network  shouldn't 

leave  you  wired. 


That's  why  you 
need  P-toucIf     ' 
Electronic  Labeling 
Systems 

Thanks  to  their  ability  to  create  laminated  adhnsivc 
labels  in  dozens  of  sizes,  styles,  and  colors,  P-touch 
Electronic  Labeling  Systems  M  ideal  tor  adding 
order  to  disorganized  cables,  wires,  and  servers. 

And  with  a  full  range  of  models  to  choose  from 
including  handheld,  desktop,  and  PC/Mac 
compatible  labelers,  you're  bound  to  find  the  perfect 
P-touch"-  for  organizing  your  telecommunications 
network,  which  will  give  you  more  time  to  network 
yourself  and  grow  your  business. 

■  Wrap  or  flag  cables  and  wiring 

■  Mark  racks,  patch  panels,  and  all  your 
networking  equipment 
Label  faceplates,  work  L 
and  all  your  computer  e 


cflK**1" 


Available  at  Staples,  ONimMw.  Office  Depot  and  other  line  retailers. 

wvwu.brother.com  1-877-4PT0UCH 


_  ■     ■      At  your  side. 

Dfocner 


O  ?tW3  Ibrth*  IfttCTfWlforMl  CorpoMliwt.  Hrlitfpwster,  NJ 
drnthtf  \wkAUiK  Ltd.,  PUgoya.  Japan 


Books 


Rockefeller's  Baby: 
Mass  and  Class 

GREAT  FORTUNE  The  Epic  of  Rockefeller  Center 

By  Daniel  Okrent;  Viking;  512pp;  $29i95 
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The  redevelopment  of  the  World  Trade  Center  site  in 
lower  Manhattan  continues  to  preoccupy  many  of  the 
world's  leading  architects  and  city  planners.  There 
remain  many  competing  visions,  but  they  share  a 
common  aspiration:  to  create  the  21st  century 
equivalent  of  Rockefeller  Center.  In  its  felicitous 
combination  of  mass  and  class— of  popular  accessibility  W 
and  patrician  refinement— Rockefeller  Center  has 
towered  over  the  American  landscape  as  the  ultimate 


ten 
kaling  Juni 
bprietorsl 
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urban  amenity  ever  since  it 
arose  in  the  1930s  on  11 
acres  of  midtown 
Manhattan. 

Initially,  this  great  icon  of 
urbanism  was  an  object  of 
scorn  and  derision.  If 
Rockefeller  Center  "is  the 
best  our  architects  can  do 
with  freedom,  they 
deserve  to  remain 
in  chains,"  sneered  the 
critic  Lewis  Mumford 
when  the  plans  were 
unveiled  in  1931.  Yet  by  the  time  John  D. 
Rockefeller  Jr.  famously  drove  in  the  last 
rivet  of  the  project's  first  phase  before  a 
national  radio  audience  in  1939, 
Rockefeller  Center  had  surpassed  the 
Statue  of  Liberty  to  become  New  York's 
biggest  tourist  attraction,  and  even 
Mumford  had  recanted.  Ira  Gershwin 
said  it  best,  in  a  1937  lyric:  "They  all 
laughed  at  Rockefeller  Center/Now 
they're  fighting  to  get  in." 

The  story  of  Rockefeller  Center's 
genesis  and  commercial  triumph  is 
authoritatively  told  by  Daniel  Okrent  in 
Great  Fortune:  The  Epic  of  Rockefeller 
Center.  The  book  suffers  a  bit  from  lack 
of  big-picture  context.  Okrent,  a 
longtime  Time  Inc.  editor,  makes  little 
effort  to  assess  Rockefeller  Center's  role 
in  New  York  City's  evolution,  or  its 
influence  on  urban  planning  and  design 
generally.  But  as  narrative  history,  Great 
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Fortune  is  compelling.  The  p.j.1 
book  is  peopled  with  man] 
fascinating  personalities, 
deftly  rendered  by  the 
author.  Even  the  most 
familiar  parts  of  the  tale- 
such  as  the  clash  between 
the  ultracapitalist 
Rockefellers  and  the 
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Rivera-are  told  here  with  [wWa 
panache  and  a  precision  tr  lfeefa. 
betokens  deep  research. 
To  this  day,  Rockefeller 
Center  is  mistakenly  associated  in  the 
popular  mind  with  John  D.  Rockefelle 
Sr.,  the  ferocious  monopolist  who 
created  Standard  Oil.  In  reality,  the  15 
building  complex  was  the  handiwork 
the  oil  baron's  pious,  mild-mannered 
son,  John  D.  Rockefeller  Jr.  Known 
virtually  into  his  dotage  as  "Junior,"  tfym 
younger  Rockefeller  dedicated  his  life   CAlY 
what  Okrent  describes  as  "a  long, 
deliberate  campaign  to  change  the  wo 
'Rockefeller'  from  the  signifier  of 
rapacious  greed  to  a  symbol  of 
enlightened  citizenship."  Rockefeller 
Center  was  Junior's  jackpot.  It  not  onl; 
burnished  the  family  image  but  was  al  ^ 
his  one  surpassing  business  triumph. 
The  complex,  which  the  family  finally 
sold  for  $846  million  in  1989,  became 
the  largest  repository  of  Rockefeller 
wealth  in  the  fortune's  transfer  from  tl 
second  to  subsequent  generations 
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If  Rockefeller  had  not  been  the  richesl 
in  in  the  world  when  work  began  on 
ckefeller  Center,  the  project  might 
v'ei  have  been  finished.  Its  timing  was 
.sin  al.  Launched  on  the  eve  of  the 
ck  market  crash  of  19295  Rockefeller 
liter's  development  coincided  almost 
ictly  with  the  Great  Depression.  The 
)ject  caused  Junior  as  much  moral  as 
ineial  discomfort.  To  fill  Rockefeller 
nter's  millions  of  square  feet  of  new 
ice  space  at  a  time  of  economic 
astrophe,  Junior's  leasing  agents 
actively  bribed  potential  tenants  to 
•ak  existing  leases,  inflicting  heavy 
■nage  on  rival  landlords.  In  1934,  The 
w  York  Times  ran  a  front-page  story 
)ut  these  tactics  filled  with  words 
culated  to  make  Junior  cringe: 
>ercion . . .  unfair. . .  monopoly." 
in  a  lighter  vein,  Okrent  needles  the 
totaling  Junior  for  the  hypocrisy  of 
proprietorship  of  the  Rainbow 
:   >m,  the  superswanky  nightclub 
■ched  atop  the  70-story  RCA  Building, 
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■NEW  ECONOMY 

'   at  It  Is,  How  It  Happened, 
i  Why  It  Is  Likely  to  Last 

^oger  Alcaly;  Farrar,  Straus  &  Giroux; 
ego  pp:  $25 

1  t  was  the  dawn  of  World  War  I.  More 
ll:  n  three  decades  had  passed  since  the 
morable  night  in'  1882  when  Thomas 
son's  engineers  lit  up  J.R  Morgan's 
e  dison  Avenue  mansion  with  300 

newfangled  light  bulbs. 
Electricity  was  expected 
quickly  to  transform 
industrial  production. 
But  15  years  into  the  new 
century,  American 
industrialists  were  still 
waiting  for  a  big 
productivity  payoff.  Was 
be  electricity  talk  just  hype? 
vlot  by  a  long  shot.  But  as  Roger  Alcaly 
es  in  The  New  Economy:  What  It  Is, 
v  It  Happened,  and  Why  It  Is  Likely  to 
f,  industrial  revolutions  are 
J':  oriously  slow  out  of  the  gate.  A  former 
ior  economist  at  the  Federal  Reserve 
ik  of  New  York  and  now  principal  of 
Divestment  company  Mount  Lucas 
nagement  Corp.,  Alcaly  argues  that 
irination  technology,  like  electricity 
ire  it,  will  fuel  powerful  economic 
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the  center's  centerpiece.  Rockefeller's 
ownership  of  a  place  "where  society 
would  frolic,  celebrities  would  parade, 
and  great  quantities  of  liquor  would  flow 
night  after  glamorous  night . . .  was 
about  as  likely  as  famous  communists 
being  commissioned  to  paint  Rockefeller 
walls,"  Okrent  writes. 

The  author  reliably  locates  the  fun  in 
his  tale  but  tends  to  skip  lightly  over  its 
dark  side— the  predatory  leasing  tactics, 
the  systematic  chiseling  of  suppliers,  the 
abortive  attempt  to  interest  Hitler's 
government  in  sponsoring  a  German 
building.  On  balance,  though,  Okrent's 
obvious  admiration  for  Rockefeller 
Center  and  its  creators  is  easy  to  forgive. 
The  complex  that  long  has  defined 
midtown  Manhattan's  emotional  and 
geographic  center  was  indeed  a 
momentous  accomplishment, 
dependent  as  much  on  inspired 
improvisation  and  tenacity  as  on  the 
world's  deepest  pockets.  ■ 

-By  Anthony  Bianco 


growth  for  a  generation  ahead.  The  stock 
swindles  and  insider  deals?  They're 
excesses  bred  in  a  frothy  climate,  he 
says— but  nothing  that  will  undo  the 
coming  New  Economy. 

Don't  count  on  Alcaly  for  predictions. 
He  resists  putting  a  number  on  the 
economic  dividends  of  the  New 
Economy,  and  he  says  the  impact  will  be 
difficult  to  gauge  for  at  least  another 
decade  "and  probably  much  longer." 

Still,  if  s  taking  shape.  Alcah/s  model  is 
electricity.  For  decades,  industrialists 
would  electrify  parts  of  their  plants,  but 
only  to  supplement  the  older  steam 
engines.  It  wasn't  until  the  1920s,  when 
new  immigration  laws  slowed  the  arrival 
of  cheap  labor,  that  U.S.  industry  plugged 
fully  into  the  new  grid  and  gained  the 
productivity  windfall. 

Alcaly  suggests  that  a  similar  lag  is 
holding  up  the  computer  revolution.  He 
argues  that  the  full  impact  of  the  New 
Economy  won't  be  felt  until  vast  sectors 
rejigger  basic  processes,  zapping  data 
across  the  Internet  between  suppliers, 
workers,  sales  staffs,  and  customers. 

In  his  broad  survey  of  an  economy  in 
transition,  Alcaly  ranges  from  the  equity 
markets  to  manufacturing  and  the 
Federal  Reserve.  Much  of  this  is  familiar, 
and  he  often  strays  from  his  line  of 
argument.  Still,  he  makes  a  solid  case  that 
a  New  Economy  is  upon  us,  even  if  its 
magic  is  hard  to  measure  and  predict.  ■ 
-By  Stephen  Baker 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


E-mail  That  Blows 
The  Others  Away 


Considering  the  importance  of  e-mail  to  most  computer  users,  it's 
amazing  that  these  programs  are  something  of  a  software  wasteland.  If 
you  want  a  straightforward  way  to  read  Internet  mail,  your  choices  are 
limited  and  not  very  good.  A  startup  called  Stata  Labs  aims  to  change 
that  with  an  e-mail  program  curiously  named  Bloomba. 


Corporate  workers  on  Microsoft 
Exchange  systems  have  just  gotten  an 
impressive  new  version  of  Outlook  (Tech 
&  You,  Oct.  27)  as  part  of  Office  2003. 
But  this  complex  mail,  scheduling,  and 
contact-management  program  is  overkill 
for  many.  Meanwhile,  other  Windows 
mail  programs  seem  to  be  fading  away. 
Microsoft  denies  reports  that  it's  killing 
offOudook  Express,  a  free  component  of 
Windows.  But  the  program  has  not  been 
overhauled  in  two  years,  and  there's  no 
sign  of  a  new  version  in  the  works. 
Netscape  is  barely  hanging  on,  and  Qualcomm's  Eudora  has  a 
minuscule  share  of  the  Windows  market.  Browser-based 
alternatives  to  mail  programs  are  fine  if  you  don't  get  many 
messages.  But  they're  slow,  they  don't  let  you  work  offline, 
and  they  make  it  difficult  to  archive  messages. 

All  current  mail  programs  rely  on  folders  as  the  main  way 
to  organize  messages.  The  folder  is  a  useful  metaphor 
harking  back  to  printed  memos  and  filing  cabinets,  but  it 
may  not  be  the  best  way  to  deal  with  thousands  of  electronic 
messages  that  need  to  be  searched.  Unfortunately,  most  e- 
mail  search  functions  are  pitifully  slow  and  offer  seriously 
inadequate  query  tools. 

SEARCH  IS  THE  ESSENCE  OF  BLOOMBA.  The  Bloomba  e-mail 
program  indexes  content  as  messages  arrive,  which  makes 
subsequent  searches  lightning  fast.  A  search  for  words  in  the 
text  of  hundreds  of  messages  can  be  completed  almost 
instantly.  This  allows  many  conventional  folders  to  be 
replaced  by  what  Bloomba  calls  "views."  A  view  is  simply  the 
results  of  a  search:  Matching  messages  are  saved,  and  the 
contents  are  updated  as  new  matches  arrive  in  your  inbox.  I 
have,  for  example,  set  up  a  view  that  lets  me  see  all  messages 
from  family  members  and  another  view  for  any  messages 
referring  to  a  trade  show.  By  contrast,  folder-stored  messages 
can  only  be  in  one  folder.  But  a  message  can  appear  in  many 
views,  giving  searches  great  flexibility.  For  example,  a  note  on 
a  planned  meeting  with  Microsoft  at  Comdex  would  show  up 
under  "trade  shows"  and  "Microsoft." 
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Bloomba's  search  is  far  more  power 
than  the  lame  search  tool  in  Outlook 
Express.  And  it's  far  easier  to  use  than 
the  Outlook  version,  which  can  require 
dozen  or  more  mouse  clicks  just  to  set 
up  a  straightforward  query.  I  would  lik 
to  see  Bloomba's  search  get  even  bette 
with  features  similar  to  those  found  in 
powerful  text  databases  such  as 
LexisNexis.  It  would,  for  instance,  be  a 
plus  to  look  for  two  words  occurring  nc 
as  a  phrase  but  in  close  proximity  to 
each  other.  > 

Bloomba  can  be  downloadec 
from  bloomba.com  for  $49.99. 
The  price  includes  a  copy  of 
SAproxy  Pro,  an  effective 
and  easily  set-up  version  of 
SpamAssassin,  an  open  source 
mail-filtering  tool.  That's  a  fair 
price,  and  Bloomba  is  attractive 
to  anyone  with  a  standard 
Internet  mail  account,  includinj 
most  ISPs,  premium  Yahoo!  anc 
MSN  services  (but  not  AOL),  am 
many  university  systems. 
The  question  is  whether 
enough  people  will  agree  with  me  to  make  Bloomba 
commercially  viable.  Stata  Labs  was  started  by  its  chief 
technologist,  Raymie  Stata,  and  his  father,  Analog  Devices 
Chairman  Ray  Stata.  It  probably  enjoys  far  more  patient 
capital  than  most  startups,  but  the  history  of  companies 
competing  with  products  that  Microsoft  gives  away,  even  if 
the  free  offerings  aren't  very  good,  is  discouraging.  Bloomb 
is  a  worthy  product,  but  Stata  has  a  tough  business 
challenge  ahead.  ■ 

E-mail:  tech&you@businessweek.cot 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


What' s  in  a  Name 
For  Black  Job  Seekers? 


JAMES  C 

[lit 
sF: 


In  some  respects,  economic  conditions  for  black  Americans  have  improve 
substantially  relative  to  those  for  whites  over  the  past  four  decades.  Rece 
studies  by  University  of  Texas  economist  Finis  Welch  show  that  the  ratio 
black  to  white  wages  for  the  average  employed  male  rose  from  43%  in  19 
to  80%  in  2000  (though  the  surge  in  black  unemployment  over  the  past 


couple  of  years  may  have  eroded  some  of  the  gains). 

On  the  negative  side,  some  of  that  convergence  reflects  the 
withdrawal  of  low-skilled  blacks  from  the  labor  force, 
including  the  large  jump  over  the  past  20  years  in  the  number 
of  black  prison  inmates.  This  rise  in  incarceration,  by 
removing  many  low-wage  black  earners  from  the  labor  force, 
may  account  for  much  of  the  apparent  gains  in  black  wages 
since  1980.  Moreover,  gaps  between  whites  and  blacks 
remain  large  in  schooling,  out-of-wedlock  childbearing, 
health,  and  other  economic  and  social  indicators. 

In  a  new  working  paper  from  the  National  Bureau  of 
Economic  Research,  economists  Roland  G.  Fryer  Jr.  and  Steven 
D.  Levitt  point  out  that  children's  names  are  another  area  with 
a  large  gap  between  blacks  and  whites.  This  research  was 
inspired  by  so-called  audit  studies,  begun  in  Britain  in  1970, 
which  found  that  potential  employers  systematically 
discriminated  against  job  seekers  with  resumes  that  contained 
minority-sounding  names.  But  Fryer  and  Levitt  conclude  that 
in  the  U.S.,  the  black-white  differences  in  naming  are  a 
consequence  of  disparities  in  socioeconomic  conditions  of 
blacks  and  whites,  not  an  independent  cause  of  disparities. 

There's  no  question  that  gaps  in  naming  practices  are 
striking.  As  an  example,  in  California  from  1989  to  2000,  out 
of  457  boys  named  Tyrone,  445  were  black.  Out  of  277  girls 
named  Shanice,  274  were  black.  In  contrast,  out  of  2,328  girls 
named  Molly,  only  6  were  black.  Using  "white"  names  as  the 
comparison  group,  the  tendency  for  distinctive  naming  was 
much  weaker  among  Hispanics  and  nonexistent  for  Asians. 

However,  the  type  of  name  chosen  turns  out  to  reflect  the 
parents'  socioeconomic  status  as  well  as  their  race.  For 
example,  a  distinctive  "black"  name  is  much  more  likely  to  be 
chosen  when  the  mother  is  unmarried,  when  the  mother  has 
other  children,  and  when  the  mother  is  in  poorer  health  (as 
signaled  by  a  lower  birth  weight  of  the  child).  In  data 
available  only  for  the  1990s,  a  more  distinctive  black  name  is 
also  associated  with  lower  parental  education  and  lower  per 
capita  income  in  the  mother's  Zip  Code. 

Using  data  on  all  births  in  California  from  1961  to  2000, 
Fryer  and  Levitt  find  that  black  names  were  similar  to  whites' 
up  to  the  early  '70s.  That  changed  in  the  early  '70s  alongside 
the  Black  Power  movement.  By  contrast,  in  the  '60s,  a  black 
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child's  first  name  was  not  closely  related  to  the  mother's 
socioeconomic  situation. 

Fryer  and  Levitt's  study  shows  that  the  more  black-soun 
a  person's  name,  the  more  likely  the  parents  have  a  lower 
socioeconomic  status.  Employers  thus  might  infer  that  a  job 
seeker  with  a  black-sounding  name  is  more  likely  to  have 
grown  up  in  a  less  educated  and  poorer  family.  If  employers 
believe,  rightly  or  wrongly,  that  such  a  background  lowers  th 
chance  of  job  success,  this  may  help  explain  why  audit  studk  y 
find  that  employers  react  negatively  to  black-sounding 
on  resumes,  which  contain  current  education  but  little  other 
socioeconomic  information.  Thus,  a  recent  NBER  working 
paper  by  Marianne  Bertrand  and  Sendhil  Mullainathan 

that  call-back  rates  on  identical 
(and  made-up)  resumes  were 
substantially  higher  for  white- 
sounding  names  such  as  Emily 
and  Greg. 

True,  employers  could  be 
discriminating.  But  once  Fryer 
Levitt  take  into  account  parents' 
socioeconomic  status,  the 
researchers  find  that  a  person's 
hlTTJl  P*  name  no  longer  predicts  much 

&  about  later  economic  outcomes, 

such  as  whether  he  or  she  winds  i 
living  in  a  rich  or  poor  area.  That 
ultimately  it  matters  whether  your  parents  are  well-educated 
rich  but  not  whether  they  name  you  Shanice  or  Molly.  Despit 
the  apparent  bias  of  employers  against  black  names  on 
resumes,  the  whole  hiring  process  operates  efficiently  enougl 
not  to  give  much  weight  to  names  per  se. 

Thus,  the  key  issue  is  whether  black-white  gaps  in  income 
and  other  economic  and  social  indicators  are  still  narrowing 
rather  than  whether  employers  are  discriminating  against  bla 
names.  It's  the  socioeconomic  status  of  blacks  that  needs 
attention,  ndt  whether  a  child  is  named  Shanice  or  Molly. 
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Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu) 
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'  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


[Tie  Virtuous  Cycle 
s  Finally  Kicking  In 

5  the  recovery  takes  hold,  GDP  growth  may  hit  levels  not  seen  since  2000 


U.S.  ECONOMY 


Forecasting  the  recovery's  third- quarter  growth 
&  te  has  begun  to  resemble  a  game  of  "Can  You  Top  This?" 
ni:onomists  are  jacking  up  their  projections  for  real  gross  domestic 
r  oduct  growth  to  the  range  of  5%  to  6%,  with  a  few  bullish  souls 
41  tiling  for  a  7%  annual  rate.  The  Commerce  Dept.  will  report  its  first 


k  at  third-quarter  real  GDP  on  Oct.  30.  But  more 
oortant  than  the  top-line  number  will  be  how  much 
mentum  the  economy  has.  Executives,  job  seekers, 
I  politicians  want  to  know  if  the  recovery's  summer 

^  wth  spurt  is  sustainable  through  2004. 
n  a  word:  Yes.  After  almost  two  years  of  recovery  that 
more  like  recession,  the  economy  is  finally  entering 
virtuous  cycle  crucial  to  self-sustaining  growth— that 
vhen  increased  demand  triggers  a  pickup  in  output 
I  jobs,  generating  more  income  and  profits,  which  lifts 

':it  nand  even  further.  True,  the  6%  or  7%  pace  of  last 
j-ter  probably  won't  be  repeated,  but  solid  growth  in 
neighborhood  of  4%  for  the  next  couple  of  quarters 
ms  likely,  especially  given  the  powerful  boost  expected 

iim  n  the  need  to  rebuild  inventories. 

)uring  the  past  three  years,  this  virtuous  cycle  has 
n  elusive.  Each  time  the  economy  reached  the  point 
ire  demand  looked  strong  enough  to  justify  expanding 
duction,  stockpiling  goods,  and  adding  workers,  an 
aordinary  shock  triggered  a  new  round  of 

iM  ertainty.  First  came  the  terrorist  attacks,  then  the 

[in  30 rate  scandals,  and  then  the  war.  Barring  any  more 
cks,  this  recovery  will  finally  feel  like  the  real  thing. 


:  CURRENT  MOMENTUM  can  trace  its  roots  back  to 
second  quarter.  Monthly  data  indicated  that 
inesses  and  consumers  resumed  spending  midway 
High  the  spring  after  the  Iraq  war  was  declared  over, 
lough  overall  real  GDP  grew  by  a  moderate  3.3% 
ual  rate  in  the  second  quarter,  domestic  demand 
derated  to  the  fastest  quarterly  pace  in  three  years, 
or  the  third  quarter,  Commerce's  report  will  show  a 

ui|her,  broad  speedup  in  U.S.  demand,  highlighted  by  a 
?e  in  consumer  spending  reminiscent  of  the  late-'90s 
m.  Data  on  store  sales  and  vehicle  purchases  suggest 
advance  in  real  consumer  outlays  could  top  6%  at  an 

ll  i  ual  rate,  after  a  healthy  3.8%  increase  in  the  second 
rter. 

m  the  corporate  side,  trends  in  orders  and  shipments 
K8t  that  business  investment  in  new  equipment  grew 
double-digit  clip,  even  faster  than  the  8.3%  pace  in 
second  quarter,  which  was  the  best  showing  in  three 
s.  Plus,  as  mortgage  rates  stayed  near  historically  low 
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levels,  the  relentless  strength  in  home  demand  and  new 
starts  means  housing  also  may  have  grown  faster  than  its 
6.6%  second-quarter  pace. 

To  be  sure,  several  one-time  boosts  to  growth  were  at 
work  last  quarter.  For  one,  cautious  inventory  buying 
contributed  to  a  drop  in  imports,  while  exports  probably 
grew  for  the  first  time  in  four  quarters.  The  resulting 

narrower  trade  deficit 
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was  a  big  plus  for  real 
GDP  growth.  But  that 
addition  will  turn  into  a 
minus  in  the  fourth 
quarter,  as  booming 
demand  brings  in  more 
imports  at  a  pace  that 
will  swamp  the  further 
gains  in  exports. 

Second,  households 
benefited  gready  last 
quarter  from  the  July  cut 
in  tax  withholding  rates 
and  child-credit  tax  rebates.  Real  pretax  income  grew  at 
an  annual  rate  of  only  about  1.5%  last  quarter,  but 
aftertax  earnings  surged  about  8%,  providing  a  huge  lift 
to  buying  power. 

WHAT'S  IMPORTANT,  THOUGH,  is  where  we  go  from 
here.  On  that  score,  the  supports  to  both  demand  and 
production  are  rock  solid.  In  fact,  the  one  negative  in  the 
third-quarter  GDP  was  actually  a  big  positive  for  future 
activity.  Business  inventories  shrank  for  the  second 
quarter  in  a  row.  A  large  0.4%  drop  in  August  stockpiles, 
the  largest  monthly  decline  in  a  year  and  a  half  (chart), 
suggests  that  last  quarter's  liquidation  was  even  greater 
than  the  $17.6  billion  decrease  in  the  second  quarter.  By 
any  measure,  inventories  are  too  low  to  support  demand. 
That  sets  up  a  powerful  boost  to  output  in  coming 
months,  as  order  rates  pick  up. 

The  turnaround  in  industrial  production  has  already 
begun.  Output  was  up  0.4%  in  September  on  the  strength 
of  autos  and  tech  equipment.  For  the  third  quarter  as  a 
whole,  manufacturing  output  rose  at  an  annual  rate  of 
3.5%,  after  falling  for  three  straight  quarters.  And  when 
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inventory-rebuilding  kicks  in,  factory  output  will  advance 
at  even  faster  rates  in  the  coming  months  (chart). 

U.S.  manufacturers  will  have  to  share  some  of  the  new 
demand  with  importers,  but  the  turnaround  will 
nevertheless  help  stanch  manufacturing  job  losses.  That's 
one  reason  the  job  picture  is  improving:  Simply  halting 
the  decline  in  factory  jobs  will  boost  overall  monthly 
payroll  gains  substantially.  For  example,  excluding 
September's  factory-job  losses,  private-sector  payrolls 
would  have  risen  by  101,000.  The  new  strength  in 
demand  will  broaden  the  nascent  job  recovery. 

BUT  WILL  DEMAND  REMAIN  STRONG?  Fundamentals 
say  yes.  For  households,  look  for  a  second  round  of  tax 
benefits,  as  2004  refund  checks  reflect  lower  tax  rates 
retroactive  to  the  first  half  of  2003.  In  addition,  continued 
stimulus  from  past  mortgage  refinancing  and  increased 
household  net  worth,  thanks  to  the  rising  stock  market 
and  home  prices,  will  bolster  spending  until  job  growth 
gets  on  a  more  solid  track. 

Consumers  no  longer  will  be  the  only  sector  carrying 
demand.  Besides  spending  more  on  inventories, 
businesses  will  also  continue  to  lift  their  capital  spending, 
and  bigger  capital  budgets  always  go  hand  in  hand  with 
new  hiring.  Companies  already  show  a  new  willingness 
to  spend,  and  they  clearly  have  the  means.  Third-quarter 
profits,  now  being  reported,  look  exceptionally  good,  and 
it's  no  longer  just  because  of  cost  cutting.  Top-line 
revenue  gains  are  starting  to  drive  earnings. 

That's  why  the  outlook  for  fourth-quarter  profits  and 


ARGENTINA 


beyond  is  so  positive.  Although  pricing  power  remains  I 
weak,  revenues  are  growing  much  faster  now,  as  peppi| 
demand  allows  businesses  to  sell  more  units  of  their 
products.  Based  on  the  continued  slowing  in  the  core 
consumer  price  index,  which  excludes  energy  and  food| 
through  September,  more  pricing  power  won't  show  u{ 

until  later  in  2004. 


THE  FACTORY  SECTOR 
IS  RECOVERING 


PERCENT  CHANGE  fROM  PREVIOUS  QUARTER, 
ANNUAL  RATE 


MANUFACTURING  OUTPUT 


During  the  past  year,  oj 
consumer  inflation  has 
fallen  from  2.2%  to  1.2* 
while  core  wholesale 
inflation  has  held  at 
essentially  zero.  Even  a 
little  recovery  in  pricing 
power  next  year  will  gr 
revenues  and  profits  a 
further  lift. 

Fatter  corporate  prof 
are  just  one  element  of 
the  virtuous  cycle  that  i 
taking  hold  in  the  U.S.  economy.  It  has  been  a  long  time 
coming.  But  finally  the  positive  supports  far  outweigh  t 
negative  drags  in  the  outlook.  And  while  the  third- 
quarter  gallop  won't  last,  it  finally  looks  as  if  real  GDP  i 
ready  to  string  together  three  quarters  of  growth 
averaging  4%  or  better.  The  economy  has  not  seen 
growth  that  strong  for  that  long  since  mid-2000.  And 
since  the  rate  is  fast  enough  to  boost  both  profits  and 
payrolls  in  coming  months,  it's  a  pace  sure  to  bring  che 
to  both  Wall  Street  and  Main  Street.  ■ 


) 


Data:  Federal  Reserve.  Global  Insight  Inc. 
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Playing  Hardball  with  Creditors 


BONDHOLDERS  MEET  with 

Argentine  officials  in  New  York  and 
six  other  cities  in  the  U.S.,  Europe, 
and  Japan  this  week.  The  talks  will 
revolve  around  Argentina's  call  for  a 
draconian  75%  reduction  in  the 
principal  of  $87  billion  in  defaulted 
bonds.  While  the  languages  spoken 
will  vary,  the  creditors'  ultimatum 
will  be  the  same:  Improve  the  offer,  or 
prepare  to  be  frozen 
out  of  capital  markets 
indefinitely. 

Nobody  expects  a 
breakthrough.  That 
includes  Economy 
Minister  Roberto 
Lavagna,  whose 
hardball  tactics  have 
set  the  stage  for 
protracted 
negotiations  with 
creditors.  Lavagna  has 
every  reason  to  feel 
emboldened. 


A  RAW  DEAL 

FOR  BONDHOLDERS? 


ARGENTINA'S  DEBT 
RESTRUCTURING  PROPOSAL 

■  Forgive  75%  of  $94.3  billion 
in  bonds  and  other  debt 

■  Eliminate  payment  of  interest 
accumulated  since  the  dec, 
2001  default 

■  Consolidate  152  existing  bond 
issuances  into  3  types  (par, 
discount,  and  growth-indexed) 
of  bonds 

Data:  BusinessWeek 


Argentina's  aggressive  debt- 
forgiveness  proposal  has  the  implicit 
blessing  of  the  International 
Monetary  Fund.  The  IMF  set  few 
conditions  and  accepted  generous 
fiscal  targets,  compared  with  other 
recent  defaulters,  in  rolling  over  $12.5 
billion  of  debt  in  September. 

There  are  also  few  economic 
reasons  to  back  down.  Despite  scant 
direct  investment 
from  abroad,  the 
economy  is  roaring. 
Growth  is  expected  to 
hit  7%  this  year  vs.  an 
original  3%  forecast. 
And  the  local  stock 
exchange  is  rallying 
on  the  strong  growth. 
On  Oct.  20,  the  Merval 
broke  its  all-time  high 
set  in  1992. 

If  it  weren't  for  the 
insistence  of  its 
lawyers,  Argentina 


might  not  even  be  meeting  with 
bondholders.  Analysts  say  Lavagna  i; 
going  through  the  motions  to  avoid 
paying  plaintiffs  in  several  rulings 
against  Argentina  in  the  U.S.  and 
Germany.  One  U.S.  court,  which  rule' 
in  favor  of  investor  Kenneth  Dart  for 
$700  million,  is  letting  Argentina  hoi 
off  paying  him  as  long  as  it  shows  an 
effort  to  reach  an  amicable  settlemen 
Since  Argentina  has  few  seizable 
assets  abroad,  there's  not  much  the 
plaintiffs  can  do  but  be  patient. 
Lavagna  says  that  under  the 
proposal  Argentina  won't  need  to 
return  to  the  international  finance 
markets  for  three  to  four  years.  With 
growing  trade  and  fiscal  budget 
surpluses,  Argentina  can  fend  for 
itself  right  now.  That  means  creditor 
best  hope  for  a  sweeter  offer  is 
unlikely  to  come  until  growth  cools, 
and  Argentine  businesses  demand 
access  to  credit  and  investment.  ■ 
-By  Joshua  Goodman  in  Buenos  Aw 
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Yawn  or  Yell? 

What  to  do  about  pesky  pension  liabilities. 
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Pension  deficits  keep  growing,  and  funding 

is  rapidly  becoming  necessary.  In  a  continuing 

low-growth  environment,  investors  cannot  ignore  the  impact 
of  pension  obligations  on  earnings,  cash  flow  and  capital.  But 
the  market  still  seems  to  struggle  with  the  economic  realities 
surrounding  the  issue. 

A  dangerous  combination  of  falling  equity  returns  and 
interest  (discount)  rates  has  led  to  a  drastic  increase  in 
pension  shortfalls.  We  estimate  the  aggregate  deficit  for 
defined  benefit  pension  plans  was  around  $220  billion  for 
companies  in  the  S&P  500  at  the  end  of  fiscal  2002,  up  from 
around  zero  a  year  earlier.  In  the  first  six  months  of  2003,  the 
estimated  deficit  rose  by  over  Si 00  billion,  to  $340  billion, 
despite  strong  equity  markets.  A  similar  trend  occurred  in  the 
UK,  with  deficits  growing  from  nothing  in  2001  to  an  almost 
£80  billion  shortfall  in  early  2003. 
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Will  a  bull .  market  save  the  day?  Many  companies' 
managements  and  investors  believe  that  the  deficits  can  be 
filled  by  an  inevitable  improvement  in  equity  returns  as  the 
economy  recovers.  While  this  is  plausible  for  some,  we  think 
it  is  a  very  remote  possibility  for  most  companies.  Our  work 
shows  that  the  combined  levels  of  returns  and  interest  rates 
required  are  just  too  high.  Bottom  line:  if  companies  believe 
interest  rates  are  rising  and  equity  markets  are  headed  up,  now 
is  a  good  time  to  fund  their  pension  deficits. 

A  small  deficit  is  not  a  sure  sign  of  safety.  The  key  is  its 
size  relative  to  the  company's  market  capitalization.  For  most 
companies,  the  ratio  is  relatively  low,  and  these  companies 
can  and  should  be  tilling  deficits  with  contributions.  If  the 
ratio  is  high,  any  "misses"  in  plan  returns  or  in  meeting  future 
funding  needs  must  be  managed  carefully,  and  companies 


may  face  cash  funding  calls  and/or  debt  or  equity  issuance  to 
fill  the  hole.  A  company's  ability  to  manage  this  depends  on 
free  cash  flow  generation  and  the  market's  willingness  to 
provide  funding. 

Current  US  administration  proposals  do  not  change 
the  economics.  The  administration's  proposal  to  change  the 
discount  rate  for  Employee  Retirement  Income  Security  Act 
(ERISA)  funding  purposes  raises  two  questions:  would  this 
help  companies  avoid  early  payments?  And  would  it  change 
the  deficits?  Our  answer  to  both  questions  is,  "Not  really." 


The  pension  deficit  problem  is  worth  yelling  about  for  a 
small  number  of  companies  globally.  For  most  other 
companies,  the  issue  is  manageable, so  long  as  they  do  not  let 
accounting  or  actuarial  fictions  delude  them  into  a  world  of  hope 
and  inaction.  They  should  not  let  their  funded  status  deteriorate; 
be  realistic  about  the  risk  profile  of  their  pension  assets; 
understand  the  size  and  distribution  over  time  of  their  cash 
obligations;  and,  most  importantly,  should  not  wait  too  long  to 
fund  shortfalls  —  so  that  they  fund  from  strength,  not  weakness. 
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THE  ECONOMY 


WHAT 

HAPPENED  TO 


The  fears  are  gone-and  whispers 
about  future  inflation  have  surfaced. 
But  the  pricing  power  that5 s  emerging 
may  be  just  what  U.S.  business  needs 


IT  WAS  JUST  A  FEW  MONTHS 
back  that  deflation  fears  were  all 
the  rage  in  the  financial  markets 
and  among  policymakers.  In- 
vestors, fearing  that  the  U.  S.  econ- 
omy faced  a  debilitating  Japanese- 
style  slide,  drove  down  long-term 
interest  rates,  with  the  yield  on  the  10- 
year  Treasury  note  falling  to  a  45-year  low 
of  3.1%.  To  jump-start  demand  and  keep 
prices  from  spiraling  ever  lower,  Federal 
Reserve  Chairman  Alan  Greenspan  and 
his  central  bank  colleagues  cut  short-term 
rates  on  June  25  to  a  decades-low  1%. 

Now,  the  days  of  worrying  about  defla- 
tion are  long  gone.  With  the  economy 
growing  at  a  sizzling  pace  of  6%  or  more  in 
the  third  quarter,  the  talk  in  the  markets 
has  turned  to  inflation.  "Deflation  had  its 
15  minutes  of  fame,"  says  Sung  Won  Sohn, 
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chief  economist  at  Wells  Fargo  Banks. 
Thanks  in  no  small  part  to  strong  demand 
from  China,  commodity  prices  are  soaring. 
Industrial  materials  are  up  over  50%  from 
a  year  ago,  with  the  price  of  everything 
from  copper  to  cotton  at  their  highest  lev- 
els in  years.  Steel  prices,  too,  are  rising 
briskly,  up  more  than  5%  on  many  types  in 
the  last  few  months.  Says  U.S.  Steel  Corp. 
CEO  Thomas  J.  Usher:  "We're  seeing  this 
recovery  people  are  talking  about" 

Not  surprisingly,  those  price  hikes  have 
led  to  a  big  rise  in  inflation  expectations,  as 
measured  by  the  Treasury's  10-year  infla- 
tion-protected securities.  The  spread  be- 
tween those  bonds  and  their  noninflation- 
adjusted  counterparts  has  risen  sharply,  to 
2.4%,  in  recent  months.  And  some  Fed 
policymakers,  as  well  as  U.  S.  Treasury  Sec- 
retary John  W  Snow,  have  begun  to  talk 


about  the  need  for  higher  interest  rate^ 
the  economy  gathers  steam. 

PROS  AND  CONS 

IT'S  NATURAL  TO  expect  price  press 
to  build  as  the  economy  recovers 
strongly.  In  the  past,  that  would  have  b 
a  big  concern  because  rising  prices 
be  seen  as  a  harbinger  of  a  surge  in  i 
tion.  But  in  today's  high-productivity,  1 
inflation  economy,  a  little  extra  pric 
power  may  be  just  what  U.  S.  busines 
need.  As  demand  rises  and  sellers  g; 
clout,  higher  prices  will  boost  profits- 
encourage  companies  to  expand  and 
on  more  workers.  "A  rebirth  in  pric 
power  is  a  plus  for  Corporate  America 
the  economy,"  says  Morgan  Stanley  ect 
omist  Richard  Berner. 

Of  course,  there's  always  a  risk  that  o: 
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it  starts  to  pick  up,  inflation  could  spiral 
out  of  control.  It  takes  12  to  18  months  for 
monetary  policy  to  have  its  full  effect,  so 
while  few,  if  any,  economists  foresee  a  big 
jump  in  inflation  next  year,  some  are  wor- 
ried that  if  the  Fed  waits  too  long  to  act,  in- 
flation could  accelerate  more  than  it  ex- 
pects. By  keeping  interest  rates  at  such  low 
levels,  these  economists  fear,  the  Fed's  hy- 
per-accommodative policy  could  be  stor- 
ing up  trouble  for  the  future.  "The  Fed  is 
now  running  an  inflationary  monetary  pol- 
icy," says  Brian  S.  Wesbury,  chief  econo- 
mist at  investment  banker  Griffin,  Kubik, 
Stephens  &  Thomson  Inc.  "That's  risky." 
For  now,  though,  inflation  remains  very 
low.  The  consumer  price  index,  excluding 
food  and  energy  costs,  stood  just  1.2% 
higher  in  September  than  during  the 
same  month  last  year— the  lowest  year- 
over-year  rise  since  1965.  But  there  are 
scattered  signs  that  companies  are  starting 
to  regain  some  of  the  pricing  power  they 
lost  in  the  2001  recession.  Semiconductor 
prices  are  on  the  upswing,  helping  the  bot- 
tom lines  of  chipmakers.  On  Oct.  14,  Intel 
Corp.  reported  that  its  profits  more  than 
doubled  from  a  year  earlier,  as  did  those  of 
Texas  Instruments  Inc.,  which  reported 
earnings  on  Oct.  20.  Samsung  Group  im- 
pressed investors  with  its  announcement 
in  October  that  it  expects  the  average  sell- 
ing price  of  its  cellular  phones  to  rise  in  the 
fourth  quarter— virtually  unheard-of  in  a 
telecommunications  business  plagued 
with  competition  and  overcapacity. 

WIDESPREAD  BOOST 

NOR  IS  THE  TECH  industry  alone  in  see- 
ing a  pickup.  3M  Co.,  the  $17  billion  mak- 
er of  consumer  and  industrial  products, 
said  on  Oct.  20  that  it  eked  out  a  0.1%  rise 
in  U.  S.  prices  in  the  third  quarter.  That 
may  not  sound  like  much,  but  it  marked 
the  first  time  since  early  2002  that  prices 
went  up  at  all.  "We  keep  working  hard 
at  that,"  says  CFO  Patrick  D.  Campbell. 
The  supercharged  Chinese  economy,  of 


EARLY  WARNING  SIGNS? 


LEFT  OUT  Retailers 
haven't  been  able 
to  raise  prices 
much  at  all 


course,  has  played  a 
big  part  in  rising 
commodity  prices  as 
the  country  snaps 
up  steel,  copper,  and 
other  raw  materials  to  fuel  its  surging  fac- 
tory output.  Beijing  has  said  China's  econ- 
omy grew  at  a  spectacular  rate  of  8.4%  so 
far  this  year— and  some  experts  think  even 
that  understates  the  case  (page  48). 

The  pricing  climb  goes  well  beyond 
commodities.  As  companies  have  shut 
down  plants  or  gone  out  of  business,  sur- 
vivors are  starting  to  get  some  extra  lever- 
age to  raise  prices.  That's  certainly  the 
case  in  trucking.  Consolidated  Freight- 
ways  went  out  of  business  last  year,  and 
survivor  Arkansas  Best  Corp.,  based  in 
Fort  Smith,  was  able  to  take  advantage  of 
the  opening  by  hiking  third-quarter  rates 
for  hauling  goods  6.5%  over  last  year.  A 
pickup  in  demand  also  helped. 

So  far,  however,  one  sector  has  been 
noticeably  absent  from  the  party:  Retail- 
ers and  other  companies  that  make  con- 


)'   i 


Lint 


sumer  goods  haven't  been  able  to  p 
through  much  in  the  way  of  price  hi  [M 
That  has  raised  concern  that  they  co 
face  a  profit  pinch  from  rising  mater 
costs.  But  if  the  economy  stays  stro  »!■! 
pricing  power  should  reemerge  there 
well.  This  holiday  season,  for  instance, 
creased  demand  and  leaner  inventoi  ISO 
should  allow  stores  to  avoid  a  repeal  f 
last  year's  rampant  discounting. 

To  break  out  of  the  trap  of  consumer 
pectations  of  ever-falling  prices,  retail  |u 
such  as  the  Gap  or  Limited  Brands  In 
Express  stores  are  launching  premi  i) 
sub-brands  that  don't  carry  the  parei  R?i 
brand  name.  In  Gap  stores,  for  instar 
execs  are  quietly  expanding  the  1969  1 
of  clothing  and  raising  prices.  No  surpi  i 
there:  1969  jeans  command  nearly  dou 
the  price  of  standard  Gap  jeans,  while 
press'  recently  launched  Seven7  je 
bring  about  a  30%  premium. 

There's  even  a  bright  spot  for  carm 
ers.  While  no  one  sees  an  early  end  to   iod 
trait's  rebate  war,  used-car  prices  are  f  strati 
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Although  inflation 
remains  low... 


...commodity  prices 
are  rising... 


.sparking  inflation 
concerns... 


...and  expectations 
of  Fed  tightening 
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HEALTH  INSURANCE 


Why  Your  Premiums 
Are  Still  on  the  Rise 


pi  Mannheim  Auctions  Used  Vehicle 
le  Index  shows  that  such  prices,  which 
co(  often  a  leading  indicator  for  the  new- 
KnJ  market,  bottomed  out  in  April  and  have 
troi  n  3-4%  since  then. 

1 1  FEARS  OVERBLOWN? 

itoijSSE  INCIPIENT  signs  of  inflation  are 
ieat  mpting  some  nervousness  in  the  bond 
•ket.  Investors  think  the  Fed  will  start 
mi  ing  interest  rates  next  spring.  But  as 
taili  enspan  &  Co.  head  into  their  Oct.  28 
;lm  -setting  meeting,  they  seem  in  no 
mil  ry  to  act.  With  the  economy  awash  in 
jrai  rcapacity  even  after  the  growth  pickup 
jaj  1  with  productivity  strong,  Fed  officials 
59 j  ik  inflation  fears  are  overblown. 
lip  till,  there's  a  recbgnition  that  the  Fed 
joul  eventually  have  to  raise  rates  as  the 
|el  nomic  expansion  unfolds.  That's  why 


l« 


le  officials  are  uncomfortable  with  the 


tral  bank's  repeated  pledge  to  keep 
,i  letary  policy  easy  "for  a  considerable 
t0[  od."  They've  begun  looking  for  an 
r.[  strategy  to  free  the  Fed's  hand.  It's 
that  they  want  to  raise  rates  anytime 

11.  It's  just  that  they  want  the  leeway  to 
:o  when  it  proves  necessary, 
i  the  bad  old  days  of  the  inflation- 
cked  1970s  and  1980s,  any  pickup  in 
es  was  something  to  be  feared.  In  the 
•  era  of  price  stability,  however,  the 
can  be  counted  on  to  stop  inflation 
>re  it  skyrockets.  That's  why  a  rebirth 
ricing  power  now  is  a  welcome  sign  of 
BCOnomy  finally  on  the  mend.  ■ 
-By  Rich  Miller  in  Washington,  with 
Michael  Arruit  and  Robert  Berner  in 
Chicago,  Cliff  Edwards  in  Silicon 
Valley,  Kathleen  Kerwin  in  Detroit,  and 
bureau  reports 


/ 
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Here's  a  surprising 
factoid:  The  Bureau  of  Labor 
Statistics  says  that  in  the  past 
12  months,  the  price  of 
medical  care  has  risen  only 
4%-and  that's  down  from  roughly  5% 
jumps  in  2001  and  2002.  But  try  telling  the 
average  hard-pressed  American  that 
medical-care  inflation  is  modest  and 
falling.  Kaiser  Family  Foundation  says 
private  employer-sponsored  health- 
insurance  premiums  rose  13.9%  this  year, 
the  most  since  1989. 

Can  both  numbers  be  correct?  Yes-and 
here's  why.  First,  people  are  using  more 
medical  care  these  days.  So  even  though 
prices  of  individual  items  such  as  magnetic 
resonance  imaging  (MRI)  aren't  rising 
rapidly,  the  total  bill  is.  Second,  insurers 
have  raised  rates  faster 
than  costs  to  boost 
margins. 

Cost-saving 
technology,  combined 
with  competition,  is  a 
big  reason  that 


TWO  VIEWS 


Medical  inflation 
is  moderating... 

PERCENTAGE  CHANGE 


10. 


5 


medical-care  prices 
have  risen  just  4%. 
Laser  eye  surgery,  for 
example,  has 
plummeted  from 
thousands  of  dollars  to 
a  few  hundred  dollars 
per  eye.  The  rise  of 
generic  drugs  has  also 
helped.  In  2002,  the 
first  full  year  that 
Prozac  was  off-patent, 
the  average  price  of 
antidepressants  rose 
less  than  2%.  Those 
factors  are  reflected  in 
the  government's 
inflation  measure, 
which  simply  compares 
price  changes  for  a  set 
list  of  items. 

Unfortunately,  the  modest  increase  in 
per-item  charges  has  been  swamped  by 
the  public's  rising  consumption  of 
medical  care.  More  services-as  opposed 
.  to  higher  prices— explains  close  to  half  of 
the  |ump  in  medical  spending  this  year, 
says  the  Center  for  Studying  Health 


MEDICAL  CARE  COMPONENT 
OF  CONSUMER  PRICE  INDEX 


IX 

'01  '02  '03* 

•SEPT.  2003  VS.  SEPT  2002 
Data:  Bureau  of  Labor  Statistics 

...as  insurers 
raise  rates 

.  PERCENTAGE  CHANGE 
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PRIVATE  HEALTH  INSURANCE 
PREMIUMS 


•01  '02 

Data:  Kaiser  Family  Foundation 


System  Change,  a  Washington  think  tank. 

Why  are  Americans  using  more 
medicine  and  medical  services?  There  are 
several  reasons.  Many  employer- 
sponsored  health  insurers  now  allow 
participants  to  see  specialists  without 
preauthorization,  which  has  boosted 
usage.  Doctors  are  providing  more 
treatment  to  improve  care-and  their 
bottom  lines.  The  availability  of  new  drugs, 
such  as  cholesterol-lowering  statins,  has 
sent  the  number  of  prescriptions  soaring. 
Plus,  people  are  switching  to  more  costly 
items,  such  as  Johnson  &  Johnson's  drug- 
coated  stents  for  angioplasty.  They're 
better  than  ordinary  stents,  but  they  cost 
three  times  more.  The  government  misses 
those  effects  in  the  Consumer  Price  Index 
because  it  doesn't  pick  up  changes  in 

usage  volume  or  the 
mix  of  what's 
consumed. 

Health  insurers, 
meanwhile,  are  intent 
on  rebuilding  their 
profits,  which 
collapsed  after  a  price 
war  in  the  late  1990s. 
But  even  they  are 
surprised  by  how 
much  money  they're 
making.  Aetna  Inc.,  for 
example,  says  it 
overestimated  the 
increase  in  costs  it 
would  face  this  year. 
The  company,  which 
raised  premiums  13% 
to  14%,  says  its  costs 
went  up  only  about  8% 
in  the  first  half  of  the 
year.  So  Aetna  now 
anticipates  full-year 
operating  profit 
margins  of  8%,  up 
from  an  expected  6%. 
Health  insurers  are 
likely  to  raise  their  premiums  a  bit  less  next 
year,  but  the  hike  will  still  be  in  the  double 
digits,  experts  say.  And  with  consumer 
usage  increasing,  medical  spending  is 
likely  to  run  ahead  of  measured  medical- 
care  inflation  for  years. 

-By  Petet  Coy  in  New  York 
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EARNINGS 


CORPORATE  PROFITS 
AREONATEAR 

Results  soared  in  the  third  quarter— and 
look  to  remain  strong  next  year,  too 


IN  RECENT  YEARS,  CORPORATE 
profit  reports  were  mostly  gloomy 
affairs:  The  weak  economy  deci- 
mated operating  profits  at  many 
companies  even  as  tougher  ac- 
counting rules  and  massive  re- 
structurings forced  many  compa- 
nies to  take  huge  write-offs.  Now,  those 
dark  days  look  like  distant  history. 
Thanks  to  the  falling  dollar,  a  spark  from 
the  Bush  tax  cuts,  a  big  burst  of  mortgage 
refinancing  in  the  spring,  and  a  general 
strengthening  in  economic  activity,  third- 
quarter  earnings  have 
investors  dancing  in 
the  aisles. 

BusinessWeek's  flash 
report  from  115 
early-filing  companies 
shows  that  third- 
quarter  income  from 
continuing  opera- 
tions, before  extraor- 
dinary items,  rose 
33%  on  a  5%  sales  in- 
crease, over  the  same 
quarter  last  year.  Sim- 
ilarly, Thomson  Fi- 
nancial/First Call  expects  a  21%  jump  in 
profits  and  a  sales  increase  of  6%  for  the 
companies  in  the  Standard  &  Poor's  500- 
stock  index.  "We're  coming  back  from  the 
depths,"  says  S&P  chief  economist  David 
Wyss.  "The  fourth  quarter  is  going  to  look 
just  as  good." 

"CLEARLY  TURNED" 

ALTHOUGH  PROFITS  have  been  march- 
ing higher  for  the  past  five  quarters, 
they're  on  a  tear  now.  The  reason:  con- 
tinued cost  cutting  coupled  with  ongo- 
ing productivity  gains  are  enabling 
many  companies  to  drop  a  bigger  por- 
tion of  every  new  sales  dollar  straight  to 
the  bottom  line.  At  the  same  time,  the 
falling  dollar  is  giving  a  lift  to  profits  of 
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the  beleaguered  manufacturing  sector. 
And  having  used  the  Fed  rate  cuts  to 
clean  up  their  balance  sheets,  companies 
are  beginning  to  borrow  again. 

Those  trends  boosted  profits  among 
lenders  such  as  Citigroup,  which  reported 
a  27%  rise  in  operating  earnings.  Anoth- 
er key:  the  decline  in  problem  loans, 
which  allowed  it  to  reduce  provisions  for 
credit  losses  by  40%,  to  $1.6  billion. 
"We're  seeing  the  benefits  of  an  improved 
credit  environment,"  says  Citi's  Chief  Fi- 
nancial Officer,  Todd  S.  Thomson. 

Can  companies 
keep  up  the  frothy 
profit  gains?  Some 
tech  players  such  as 
Intel  Corp.,  whose 
profits  more  than 
doubled  in  the  third 
quarter,  should  con- 
tinue to  benefit  great- 
ly from  strong  de- 
mand for  laptops  and 
other  equipment  as 
consumers  and  busi- 
nesses upgrade.  But 
the  reticence  of  com- 
panies to  commit  to  large-scale  capital 
investment  is  creating  headaches  for 
companies  such  as  IBM  Corp.,  which 
counts  on  corporate  buyers  for  its  high- 
price  mainframes  and  servers.  With 
third-quarter  operating  profits  up  a 
mere  5%,  to  $1.8  billion,  IBM  Chairman 
and  CEO  Samuel  J.  Palmisano  cautioned 
that  it  was  "too  early  to  say  that  a  re- 
bound is  at  hand." 

Given  these  crosswinds,  Thomson  Fi- 
nancial/First Call  expects  profit  growth  to 
slow  by  half,  to  a  more  sustainable  12% 
pace  for  the  S&P  companies,  in  the  first  two 
quarters  of  2004.  Still,  that' s  pretty  good, 
and  certainly  strong  enough  to  keep 
shareholders  from  singing  the  blues.  II 
-By  Dean  Foust  in  Atlanta 


They're  Ba-a-ack 


INDUSTRIALS 

Abbott  Laboratories 

Alcoa 

Aitria  Group 

American  Standard 

Ashland  ftt 

Baxter  International 

Boise  Cascade 

Caterpillar 

Coca-Cola 

Coca-Cola  Enterprises 

ConAgra  Foods  \ 

Crown  Holdings 

Delphi 

DuPont 

Eastman  Kodak 

Eaton 

Ford  Motor 

Fortune  Brands 

General  Dynamics 

General  Electric 

General  Mills  t 

General  Motors 

Georgia-Pacific 

Guidant 

Harley-Davidson 

Honeywell  International 

Illinois  Tool  Works 

Johnson  &  Johnson 

Kraft  Foods 

Lear 

Maytag 

Merck 

Nikef 

Occidental  Petroleum 

Paccar 

Pepsi  Bottling  Group 

PepsiCo 

Pfizer 

PPG  Industries 

Schering-Plough 

Schlumberger 

Textron 

3M 

United  Technologies 

Visteon 

Whirlpool 

Wyeth 

SERVICES 

Allstate 

Bank  of  America 

Bank  One 

Best  Buy  ft 

Burlington  Northern  Santa  Fe 

Cendant 

Circuit  City  Stores  ff 

Citigroup 

CNF 

Continental  Airlines 

Delta  Air  Lines 

Dow  Jones 


CURRENT  QTR.  S 
(MILLIONS 

306,532.6 

4,845.9 
5,322.0 
15,302.0 
2,234.4 
2,132.0 
2,219.0 
2,110.6 
5,545.0 
5,662.0 
4,734.0 
4,393.7 
1,853.0 
6,563:0 
6,361.0 
3,447.0 
2,026.0 
36,888.0 
1,505.2 
4,427.0 
33,188.0 
2,518.0 
45,929.0 
5,278.0 
937.8 
1,208.3 
5,768.0 
2,531.9 
10,455.0 
7,480.0 
3,491.5 
1,221.3 

'  5,762.0 
3,024.9 
2,319.0 
2,058.5 
2,810.0 
6,830.0 
12,504.0 
2,206.0 
2,041.0 
3,508.1 
2,243.0 
4,616.0 
7,954.0 
3,884.0 
3,113.0 
4,081.6 

145,950.3 
8,127.0 

NA 
5.396.C 
2.395.C 
5.062.C 
2,155.7 

N/> 

1,306.' 

2.365.C 

3,4431 

375.? 


EST.  EPS 

REPORTED 

CURRENT  QTR.  SALES 

QTR.  PROFITS 

EST   EPS 

REPORTED 

%CHG. 

(8/14/03) 

EPS 

DIFF. 

(MILLIONS) 

%  CHG 

(MILLIONS) 

%  CHG. 

(8/14/03) 

EPS 

DIFF 

-16 

0.52 

0.43 

-0.09 

FedEx  t 

5.687.0 

+  4 

128.0 

-19 

0.57 

0.42 

-0.15 

+6 

0.53 

0.48 

-0.05 

FleetBoston  Financial 

NA 

NA 

675.0 

+13 

0.61 

0.64 

+0.03 

♦40 

0.29 

0.33 

+0.04 

Gannett 

1,631.3 

+4 

279.0 

♦5 

1.06 

1.03 

-0.03 

-43 

1.23 

1.22 

-0.01 

Goldman  Sachs  Group 

5,715.0 

-3 

677.0 

+30 

1.16 

1.32 

+0.16 

+7 

1.64 

1.66 

+0.02 

HCA 

5,471.0 

+11 

306.0 

+53 

0.61 

0.61 

— 

+49 

1.37 

0.89 

-0.48 

Hughes  Electronics 

2,570.2 

+17 

41.5 

+288 

-0.04 

0.03 

+0.07 

-12 

0.47 

0.47 

— 

JPMorgan  Chase 

NA 

NA 

1,628.0 

NM 

0.70 

0.78 

+0.08 

+286 

0.07 

0.48 

+0.41 

Lehman  Brothers  Holdings 

4,463.0 

+10 

480.0 

+147 

1.23 

1.81 

+0.58 

+4 

0.69 

0.62 

-0.07 

Manpower 

3,203.2 

+11 

43.8 

+8 

0.45 

0.56 

+0.11 

+12 

0.52 

0.50 

-0.02 

Marriott  International 

2,101.0 

+9 

93.0 

-18 

0.36 

0.38 

+0.02 

+36 

0.43 

0.56 

+0.13 

MBNA 

NA 

NA 

658.8 

+66 

0.47 

0.51 

+0.04 

-3 

0.38 

0.38 

— 

McDonald's 

4,504.6 

+11 

547.4 

+12 

0.39 

0.43 

+0.04 

-92 

0.23 

0.04 

-0.19 

Merrill  Lynch 

6,860.0 

0 

1,039.0 

+50 

0.80 

1.04 

+0.24 

NM 

0.01 

-0.63 

-0.64 

Morgan  Stanley 

8,929.0 

+9 

1,269.0 

+108 

0.68 

1.15 

+0.47 

NM 

0.29 

-0.88 

-1.17 

National  City 

NA 

NA 

379.3 

+1 

0.82 

0.62 

-0.20 

-64 

0.57 

0.42 

-0.15 

New  York  Times 

759.3 

+4 

50.1 

-15 

0.41 

0.33 

-0.08 

+15 

1.32 

1.39 

+0.07 

Northwest  Airlines 

2,556.0 

0 

47.0 

NM 

-1.03 

0.49 

+1.52 

NM 

-0.13 

0.13 

+0.26 

Office  Depot 

3,235.6 

+13 

91.7 

+5 

0.30 

0.29 

-0.01 

+29 

0.92 

0.98 

+0.06 

Roadway 

751.6 

+10 

-3.4 

NM 

0.53 

-0.18 

-0.71 

-8 

1.23 

1.28 

+0.05 

Robert  Half  International 

501.1 

+3 

4.8 

NM 

0.02 

0.03 

+0.01 

-2 

0.40 

0.40 

— 

Safeway 

7,778.3 

+4 

203.3 

-28 

0.47 

0.46 

-0.01 

+29 

0.63 

0.59 

-0.04 

Schwab  (Charles) 

1,051.0 

+3 

127.0 

NM 

0.09 

0.09 

— 

NM 

0.58 

0.79 

+0.21 

Sears,  Roebuck 

9,794.0 

+1 

147.0 

-22 

0.81 

0.52 

-0.29 

+186 

0.36 

0.75 

+0.39 

Southwest  Airlines 

1,553.0 

+12 

106.0 

+41 

0.11 

0.13 

+0.02 

-17 

0.55 

0.47 

-0.08 

Supervalu  tt 

4,590.6 

+6 

62.2 

+6 

0.46 

0.46 

— 

+15 

0.56 

0.62 

+0.06 

Time  Warner 

10,334.0 

+4 

553.0 

NM 

0.10 

0.12 

+0.02 

-17 

0.40 

0.40 

- 

Travelers  Property  Casualty 

3,745.5 

+5 

426.1 

+28 

0.46 

0.42 

-0.04 

+10 

0.83 

0.87 

+0.04 

U.S.  Bancorp 

NA 

NA 

984.9 

+14 

0.51 

0.51 

— 

+20 

0.68 

0.69 

+0.01 

United  Parcel  Service 

8,312.0 

+7 

739.0 

+28 

0.60 

0.65 

+0.05 

-7 

0.49 

0.47 

-0.02 

UnitedHealth  Group 

7238.0 

+16 

476.0 

+35 

0.74 

0.77 

+0.03 

+24 

1.01 

1.10 

+0.09 

Wachovia 

NA 

NA 

1,088.0 

+19 

0.81 

0.82 

+0.01 

-42 

0.58 

0.44 

-0.14 

Wells  Fargo 

NA 

NA 

1,561.0 

+8 

0.93 

0.92 

-0.01 

+6 

0.89 

0.83 

-0.06 

YUM!  Brands 

1,989.0 

+4 

164.0 

'+12 

0.52 

0.53 

+0.01 

+20 

0.88 

0.98 

+0.10 

TECHNOLOGY 

54,234.5 

+11 

4,851.4 

NM 

0.16 

0.19 

+0.03 

-6 

0.83 

1.14 

+0.31 

Advanced  Micro  Devices 

953.8 

+88 

-31.2 

NM 

-0.38 

-0.09 

+0.29 

+3 

1.04 

1.13 

+0.09 

Amgen 

2,207.4 

+47 

612.1 

NM 

0.50 

0.46 

-0.04 

+3 

0.69, 

0.67 

-0.02 

Apple  Computer  ftt 

1,715.0 

+19 

41.0 

NM 

0.07 

0.11 

+0.04 

+13 

0.62 

0.62 

— 

Genentech 

817.0 

+26 

199.6 

+124 

0.25 

0.38 

+0.13 

-1 

0.44 

0.29 

-0.15 

IBM 

21,522.0 

+9 

1,785.0 

+5 

1.02 

1.02 

— 

-4 

0.80 

0.83 

+0.03 

Intel 

7,833.0 

+20 

1,657.0 

+142 

0.19 

0.25 

+0.06 

NM 

0.11 

-C.18 

-0.29 

Lexmark  International 

1,157.1 

+11 

104.1 

+16 

0.69 

0.79 

+0.10 

NM 

0.41 

-0.09 

-0.50 

Micron  Technology  ftt 

888.5 

+19 

-123.2 

NM 

-0.29 

-0.20 

+0.09 

-37 

0.48 

0.34 

-0.14 

Motorola 

6,829.0 

+5 

116.0 

+5 

0.03 

0.05 

+0.02 

+22 

0.79 

0.83 

+0.04 

Oracle  + 

2,072.0 

+2 

440.0 

+28 

0.08 

0.08 

— 

+4 

1.24 

1.27 

+0.03 

Solectron  ftt 

2,813.9 

-4 

-175.3 

NM 

-0.05 

-0.21 

-0.16 

NM 

-0.56 

-1.34 

-0.78 

Sun  Microsystems  t 

2,536.0 

-8 

-286.0 

NM 

-0.02 

-0.09 

-0.07 

+4 

1.46 

1.48 

+0.02 

Texas  Instruments 

2,533.0 

+13 

447.0 

+138 

0.08 

0.25 

+0.17 

NM 

0.60 

-0.32 

-0.92 

Yahoo! 

356.8 

+43 

65.3 

+126 

0.09 

0.10 

+0.01 

+45 

0.58 

0.64 

+0.06 

UTILITIES  &  TELECOM 

40,763.2 

+1 

3.863.0 

+101 

0.33 

0.30 

-0.03 

+179 

0.87 

0.97 

+0.10 

AT&T 

8,649.0 

-8 

458.0 

-13 

0.53 

0.58 

+0.05 

+31 

1.68 

1.92 

+0.24 

BellSouth 

5,728.0 

+5 

936.0 

+46 

0.50 

0.51 

+0.01 

+8 

0.75 

0.78 

+0.03 

CenterPoint  Energy 

2,250.2 

+17 

183.0 

+13 

0.30 

0.60 

+0.30 

+77 

0.40 

0.42 

+0.02 

Consolidated  Edison 

2,789.0 

+10 

260.0 

-9 

1.25 

1.16 

-0.09 

+6 

0.56 

0.55 

-0.01 

Dominion  Resources 

2.857.0 

+12 

-256.0 

NM 

1.38 

-0.79 

-2.17 

♦94 

0.45 

0.47 

+0.02 

Lucent  Technologies  ftt 

2.027.0 

-11 

99.0 

NM 

-0.05 

0.02 

+0.07 

NM 

-0.14 

-0.60 

-0.46 

Nextel  Communications 

2.887.0 

+27 

348.0 

-9 

0.31 

0.32 

+0.01 

+27 

0.83 

0.90 

+0.07 

SBC  Communications 

10,239.0 

-3 

1,216.0 

-29 

0.39 

0.37 

-0.02 

-41 

0.29 

0.46 

+0.17 

Southern 

3.337.0 

+3 

619.0 

+4 

0.77 

0.85 

+0.08 

NM 

-0.11 

1.83 

+1.94 

k 

NM 

-1.62 

-1.36 

+0.26 

t  First-quarter  results  tt  Second-quarter  results   ttt  Fourth-quarter  results 

NM  -  not  meaninglul 

NA  =  not  available  "EPS  adjusted  tor  special  iterr 

+271 

0.10 

0.11 

+0.01 

Data:  Standard  &  Poor's  Compustat 

Earnings  estimate  data  provided  by  Thomson  Financial/First  C 
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INVESTIGATIONS 


MUTUAL  FUNDS  SQUIRM 
IN  THE  SEARCHLIGHT 

New  allegations  of  improper  trading  may 
cause  more  investors  to  yank  out  their  cash 


WHEN  NEW  YORK 
Attorney  General 
Eliot  Spitzer  first 
announced  charges 
in  early  September 
for  improper  trad- 
ing in  mutual 
funds,  many  prominent  fund  families  in- 
sisted that  they  were  not  complicit,  but 
rather  innocent  victims  of  rapacious  trad- 
ing by  hedge  funds.  Since  then,  the  scandal 
has  spread,  suggesting  they're  wrong: 
Nine  mutual-fund  companies  have  be- 
come entangled  in  the  probe,  and  on  Oct. 
16,  one  fund  executive  pleaded  guilty  to 
obstructing  justice. 

Now,  Massachusetts  Secretary  of  State 
William  F.  Galvin  is  jumping  into  the 
fray:  For  the  first  time,  he  is  bringing 
charges  against  a  mutual-fund  company 
itself.  He  plans  to  file  civil  securities  fraud 
charges  against  Boston-based  Putnam 
Investments  Inc.  for  allegedly  letting  in- 
vestors frequently  trade  mutual-fund 
shares  in  their  retirement  accounts  using 
a  practice  called  market  timing.  A  Put- 
nam spokesman  denies  the  charges. 

SHORT-CIRCUITED  ALARMS? 

GALVIN'S  ALLEGATIONS  concern  trades 
made  by  individual  investors  in  Putnam 
mutual  funds  held  within  their  401(k)  ac- 
counts;   Putnam    administered    those 
401(k)s.    Until   now,   such   retirement 
plans,  which  provide  $1  tril- 
lion of  the  $7  trillion  in  as- 
sets   that    mutual    funds 
manage,    had    been    un- 
touched by  the  probe.  And  a 
law-enforcement      source 
tells      BusinessWeek     that    HlleS  affaiQSt 


Did  the 
funds  fail 
to  enforce 


Spitzer,  too,  is  looking  into 
questionable     trading     in    TapiQ 
401(k)s.  The  issue:  Did  mu-    frorj  jnrr? 
tual  funds  fail  to  enforce     U-  clLUll^ . 
rules  against  rapid  trading 


by  401(k)  plan  participants?  "The  funds 

are  trying  to  portray  this  as  isolated,  and  we 

don't  believe  that's  the  case,"  Galvin  says. 

Nor  is  it  the  end  of  the  bad  news  for  the 

fund  industry.  The  Bay  State  prosecutor  is 

investigating  allegations  that  employees 

at  some  of  the  country's  most  prestigious 

fund     groups— Fidelity     Investments, 

Franklin    Resources,    and 

Morgan     Stanley— actively 

helped    large    institutional 

investors  avoid  the  internal 

checks  that  mutual  funds 

have  set  up  to  nab  frequent 

traders.  And  unlike  Spitzer, 

who  tends  to  settle  cases 

out-of-court     and     collect 

multimillion-dollar      fines, 

Galvin   wants    to    sue   for 

damages.  "We're  not  doing 


this  minuet  of  bow  and  curtsy,"  he  sa 
"They  think  practices  can  be  resolved 
simply  saying  'gee,  we  won't  do  it  agai 
That's  not  acceptable." 

Just  how  deep  the  problems  are  for  t 
fund  industry  remains  to  be  seen,  but  1 
troubled  Putnam,  the  charges  could 
come  at  a  worse  time.  The  nation's  fifi 
largest  fund  group  has  been  battered 
poor  performance  and  redemptions  sir 
2000.  Investors  pulled  out  $10  billion 
year  and  another  $8  billion  through  A 
gust.  Assets  under  management  hi 
fallen  to  $272  billion,  from  $425  billion 
mid-2000.  Making  matters  worse,  ma 
of  Putnam's  best  fund  managers  have  c 
camped  in  recent  years. 


DELAYED  CLAMPDOWN 

PUTNAM  ACKNOWLEDGES 
stopped  two  401(k)  plans  from  m 
ket  timing.  But  in  a  third  instanci 
was  unable  to  halt  individual 
vestors,  trading  in  their  union  pi 
sion  plan,  until  it  shut  off  access 
two  international  funds  in  late  S< 
tember.  And  as  of  Dec.  1,  Putn 
will  start  charging  fees  for  excess 
trading. 

Why  did  Putnam  take  so  long 
clamp  down?  One  theory  put  foi 
by  Galvin:  Putnam  allowed  trades 
go  on  so  that  it  wouldn't  lose  ma 
agement  fees  should  the  union  ta 
its  money  elsewhere.  Not  so,  say  Pi 
nam  officials,  who  point  out  tl 
they  administered  only  $40  milli 
for  the  union.  "If  they  had  left  us  a 
result,  it  would  have  been  insign 
cant,"  says  John  Brown,  head  of  i 
stitutional  management  for  Putna 
Now,  Galvin  has  Fideli 
Franklin,  and  Morgan  Stanley 
his  sights.  He  recently  subpoenaed  o 
person  at  each  regarding  trades  by  bi 
kers  at  another  firm.  The  subpoenaed  ei 
ployees  are  "wholesalers"  who  pedc 
their  group's  funds  to  large  institution; 
Based  on  allegations  made  in  depo, 
tions  by  the  outside  brokers,  Galvin  is  i 
vestigating  whether  the  fund  salespeoj 
helped  them  evade  internal  alarms  inten 
ed  to  alert  a  fund  to  market  timing.  Inve 
tigators  are  looking  at  whether  the  sah 
force  advised  market-timers,  for  instani 
to  keep  trades  under  a  certain  dollar  lin 
or  number  per  week  to  avoid  detection. 
Fidelity  spokeswoman  says  the  firm  h 
simply  been  asked  for  informatic 
Franklin  denies  wrongdoing  and  Morg; 
Stanley  says  its  policy  is  to  discoura 
market  timing. 

If  such  allegations  are  borne  out,  t 


The  New  Jersey  Devils  have  won  three  championships  in  nine  seasons. 
But  before  they  made  hockey  history,  we  were  part  of  their  financing 
team.  Got  goals?  We  can  assist.  Visit  CIT.com.  We  see  what  you  see. 
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damage  to  Fidelity  and  the  other  funds 
could  be  significant.  "The  fund  indus- 
try is  being  shaken  at  its  roots,"  says 
James  Lowell,  who  is  the  editor  of  Fi- 
delity Investor,  an  independent 
newsletter  that  covers  Fidelity  funds. 
The  fines  could  run  up  into  the  mil- 
lions, but  tarnished  reputations  could 
prove  far  more  costly.  II 

-By  Faith  Arner  in  Boston  and  Paula 
Dwyer  in  Washington 


MUTUAL  FUNDS 

Skedaddle 
Time? 


Investment  adviser  Michael 
Zabalaoui  of  Metairie,  La.,  has 
been  putting  clients'  money  in 
Janus  mutual  tunds  for  over  a 
decade.  But  with  the  Denver 
firm  tainted  by  the  spreading  trading 
scandal,  he  has  pulled  at  least  $15 
million  out  of  Janus  funds  because, 
he  says,  he  no  longer  trusts  them. 
Zabalaoui's  not  alone.  Although 
Janus  says  questionable  trades  were 
limited  to  a  few  employees  no  longer 
with  the  firm,  in  September,  investors 
yanked  more  than  $4  billion  out  of 
Janus,  says  AMG  Data  Services. 
What's  more,  Momingstar,  the  fund 
research  firm,  recommends  selling  or 
at  least  not  putting  new  money  into 
firms  at  which  trading  misdeeds  are 
suspected.  That  includes  Bank  of 
America,  Bank  One,  and  Strong  funds. 
Momingstar  also  put  a  sell  on  Alger 
Funds,  where  a  top  official  pleaded 
guilty  to  obstructing  the  trading  probe. 
As  for  Putnam,  Momingstar  says  it's 
studying  the  situation. 

Such  redemptions  could  be  costly 
for  those  who  stay.  When  managers 
sell  stocks  to  meet  redemptions,  they 
may  drive  up  trading  costs.  Those 
costs  eat  into  returns,  which,  are 
already  poor  for  many  of  the  funds 
being  probed. 

For  those  leaving,  the  tax 
implications  shouldn't  be  tough.  Most 
of  the  funds  named  have  large  tax 
losses  on  the  books,  so  sales  to  cover 
redemptions  won't  bring  capital  gains. 
And  those  who  bought  late  in  the  bull 
market  will  likely  sell  at  a  loss. 

-By  Lauren  Young  in  New  York 


COMMENTARY 


BY  HOWARD  GLECKMAN 


Medicare:  The  Ends 
Justify  the  Means  Test 

Tying  premiums  to  income  may  control  costs 


CONGRESS 
wouldn't  be 
struggling  to  add 
prescription  drug 
coverage  to 
Medicare  now  if  it  had 
stuck  to  its  guns  15  years 
ago.  In  1988,  lawmakers 
passed  a  drug  benefit- 
but  repealed  it  less  than 
a  year  later.  One  reason: 
To  finance  the  plan, 
high-income  seniors 
paid  steeper  premiums 
than  the  low-income 
elderly.  That  idea,  known 
as  means  testing,  set  off 
such  a  furor  pols  vowed 
never  to  tie  Medicare  to 
income  again. 

Now,  the  drug  benefit 
is  back— and  so  is  means      A  BENEFIT  CUT 
testing.  But  this  time,  the      the  sick  is  the 
idea  might  survive.  Why?     "^^^^^^ 
Money.  The  $400  billion  drug  benefit 
that  Congress  may  soon  pass  will  send 
the  total  Medicare  tab  soaring  past  $4 
trillion  over  the  next  10  years.  And  one 
way  to  trim  costs  is  to  recognize  that  a 
former  CEO  can  pay  more  for  insurance 
than  his  retired  limo  driver. 
GET  IT  RIGHT.  Many  health  experts  favor 
the  idea.  So  do  key  senators  from  both 
sides  of  the  aisle.  "The  only  way  to 
make  [the  benefit]  affordable  is  to 
reduce  subsidies  for  wealthier  seniors," 
says  Senator  Don  Nickles  (R-0kla.), 
who  has  joined  with  Senator  Dianne 
Feinstein  (D-Calif)  on  a  bill  to  do  that. 

The  idea  remains  controversial. 
Liberal  Democrats  worry  it  will  cause 
upper-income  seniors  to  abandon 
Medicare.  Some  conservatives  fear  a 


premium  hike  looks  like  a  tax  increa 
Still,  House-Senate  negotiators  have 
agreed  in  principle  to  the  linkage.  Bi 
they're  struggling  over  details.  Shou 
premiums  alone  be  tied  to  income,  o 
should  benefits  also  be  cut  for  wealti 
seniors,  as  the  House  wants?  And  he 
should  higher  premiums  be  collectec 

Now  that  Congress  is  nearing 
agreement  on  the  idea,  if  s  vital  to  dc 
right.  For  one,  premiums— not 
benefits— ought  to  be  tied  to  income, 
The  House  would  limi 
coverage  for  wealthy 
seniors  with  very  high 
^  drug  costs.  That  wouL 

force  insurers  to  verifj 
incomes  before  paying 
benefits— a  nightmare 
administer.  Fairness 
counts,  too.  Income- 
based  premiums  woul 
boost  costs  for  all 
wealthy  seniors.  But 
cutting  benefits  only 
that  targets  targets  the  ill. 
wrong  Rx  While  they're  at  it,  th 

politicians  also  should 
make  wealthy  seniors  pay  more  for 
Medicare  Part  B,  which  provides 
insurance  for  doctor  visits. 

Getting  this  done  will  be  political! 
difficult.  Since  tax  returns  provide  th 
only  way  to  verify  income,  the  easiesi 
way  to  collect  the  extra  premium  woi 
be  to  add  it  to  the  1040.  Conservative 
worry  that  will  look  like  a  tax  grab.  F 
their  part,  liberals  fear  that  higher 
premiums  for  some  would  fray  the 
principle  of  universal  social  insuranc 
But  those  concerns  are  abating. 

Limiting  government  subsidies  is 
never  easy— especially  for  a  program 
popular  as  Medicare.  But  in  an  era  of 
huge  deficits  and  staggering  health 
costs,  tying  Medicare  premiums  to 
income  is  the  right  choice.  II 
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COMMENTARY 


BY  WILLIAM  C.  SYMONDS 


The  Kodak  Revolt  Is  Short-Sighted 

Digital  is  the  only  way  to  go,  but  Carp  must  prove  he  can  deliver— tast 


DOLLARS 


IN  LATE  SEPTEMBER,  Kodak  CEO 
Daniel  A.  Carp  unveiled  a  bold  plan 
to  remake  the  film  manufacturer  for 
the  digital  age.  Carp  told  investors 
Kodak  intended  to  cut  its  dividend 
by  72%  in  order  to  plow  $3  billion  into 
promising  digital  businesses.  Only  that, 
he  claimed,  would  finally  reignite  growth. 
His  prediction:  the  move  would  boost 
sales  from  around  $13  billion  today 

to  $16  billion  by  2006,  while  lifting  earnings  some  40% 
above  this  year's  expected  results. 

Problem  is,  after  years  of  disappointments,  investors  have 
little  faith  in  the  ability  of  Carp  and  his  management  team  to 
deliver.  Indeed,  Carp's  big  plan  prompted  a  14%  drop  in 
Kodak's  ailing  stock,  sparking  open  revolt  among  some 
shareholders.  On  Oct.  22,  major  investors  huddled  to  discuss 
radically  different 
"strategies  to 
maximize  shareholder 
value."  Many  are  value 
players  miffed  that 
Carp  cut  the  dividend 
from  $1.80  to  50<t  a 
share.  As  for  his  plans 
to  sink  another  $3 
billion  into  digital 
dreams,  "investors 
have  lost  confidence 
that  Kodak  knows 
what  to  do  with  the 
money,"  says  Jim 
Mackey,  managing  director  of  The  Billion  Dollar  Growth 
Network,  a  Palo  Alto  (Calif.)  corporate  research  firm. 
THE  DISSIDENTS'  FRUSTRATION  is  understandable,  but  retreat 
from  digital  markets  is  a  bad  idea.  Why?  Because,  at  least  in 
the  developed  world,  the  traditional  film  business  is  in  its 
death  throes.  Kodak  itself  alluded  to  that  bleak  future  on  Oct. 
22,  when  it  announced  that  U.S.  film  sales  plunged  an  alarm- 
ing 23%  in  the  third  quarter.  Although  partly  due  to  an  inven- 
tory correction,  Kodak  now  says  film  sales  will  drop  at  a  10% 
to  12%  annual  clip  over  the  next  three  years  in  the  U.S.,  and 
nearly  twice  as  fast  in  Japan.  Says  Frank  J.  Romano,  professor 
of  digital  printing  at  the  Rochester  Institute  of  Technology: 
"If  they  don't  invest  in  digital,  that's  the  end  of  Kodak." 
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The  problem  isn't  that  Carp  has  the  wrong  vision— but  tf 
he  waited  until  the  sky  was  falling  to  embrace  it.  Moreover,    _ 
Kodak  has  stumbled  in  its  efforts  to  build  a  digital  consumeH 
business.  It  has  taken  a  scattershot  approach  to  digital  phot 
processing,  placing  bets  on  everything  from  online  kiosks  tc 
minilabs  used  by  retailers  to  print  photos.  By  contrast,  arch- 
rival Fuji  Photo  Film  Co.  started  sooner,  has  better  camera 
technology,  and  focused  more  on  minilabs,  which  are 
expected  to  dominate  the  processing  market. 

Still,  the  race  is  hardly  over.  Kodak's  digital  camera  busim 
was  profitable  for  the  first  time  in  the  third  quarter,  as  sales 
jumped  117%.  Moreover,  Kodak's  bets  are  paying  off  in  healt 
imaging,  where  if  s  leveraging  longstanding  ties  with  doctor 
eager  to  replace  X-rays  with  digital  images.  That  business 
makes  more  money  than  photography,  and  operating  profits 
climbed  14%,  to  $357  million,  in  the  first  nine  months  of  200 
TO  HIS  CREDIT,  CARP  HAS  HIRED  digitally  savvy  people  in  an 
attempt  to  shake  up  Kodak's  sclerotic  culture.  Aside  from 
him,  virtually  every  top  executive  now  has  a  proven  track 
record  in  developing  hit  products  for  companies  including 
Hewlett-Packard,  Lexmark,  and  GE  Medical  Systems. 

Says  a  former  HP 


LIKE  A  FADING  PHOTO 


KODAK'S  MONTHLY 
STOCK  CLOSE 


SEPT.  01 

Terrorist  attack  scares  off 
photo-snapping  tourists 


JUNE  97 

Earnings  sink 
amid  price  war 
with  Fuji 


JAN.  '97 

Data:  Bloomberg  Financial  Markets 
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executive  who  has 
worked  with  Kodak 
"They  know  more 
about  the  science  of 
imaging,  photograp 
and  what  people 
want  to  do  with 
them  than  any 
company  in  the 
world.  They  have 
great  technical 
capabilities,  but 
they've  lacked  focus 
and  application." 
The  question  is  whether  this  team  will  get  focused  enougl 
to  be  trusted  with  spending  $3  billion  rebuilding  their  digita 
future.  Kodak  aims  to  buy  companies  in  the  health-imaging 
and  commercial  printing  markets.  A  sound  strategy,  perhaps 
but  Kodak  execs  have  made  bad  choices  before.  Consider  the 
ill-fated  alliance  with  the  German  digital  minilab  maker 
Gretag.  It  foundered  when  Gretag  went  bankrupt  in  2002. 

Kodak  is  running  out  of  time.  Even  after  stripping  out 
restructuring  charges  ,  operating  earnings  plunged  some 
24%  in  the  third  quarter  due  largely  to  dismal  film  sales, 
figures  Standard  &  Poor's.  Kodak  should  go  ahead  with  its 
plan.  But  if  Carp  can't  deliver  soon,  the  board  should  find  a 
replacement  who  can.  ■ 


Nu 


last  | 

(SEai 


fill 

»: 


iNSTinet 

THE  INSTITUTIONAL  BROKER 


NCONFUCTGD  SALGS  TRADING?  DONG. 


last  thing  you  need  is  another  competitor.  Instinct  doesn't  engage  in  proprietary  trading  or  market  making  activities, 
we  never  compete  with  the  execution  of  your  orders.  We  act  only  as  a  pure  agency  broker  for  you.  No  biases, 
compromises.  No  conflicts  of  interest  Just  a  dedicated  partner  solely  focused  on  serving  your  trading  needs, 
us  earn  your  trust  today. 


77INSTINGT    /    instinet.com 

503  Instinct  Corporation  and  its  affiliated  companies  All  rights  reserved.  Member  NASD/SIPC 

INET  is  a  registered  service  mark  in  the  United  States  and  other  countries  throughout  the  world.  Instinet  is  pan  ol  the  Reuters  family  of  companies 


Analysis  &  Commentar 


NIKE'S  NEW  ADVICE? 
JUST STRUT  IT 

The  sneaker  giant  is  betting  big  on  a  foray 
into  the  fickle  world  of  street  fashion 


HEN  MINDY  F. 
Grossman  took  the 
helm  of  Nike  Inc.'s 
apparel  division 
three  years  ago,  it 
was  staggering 
along  like  a  winded 
sprinter.  The  New  York  fashion  veteran 
wasted  no  time  whipping  things  into 
shape:  slashing  costs,  consolidating  glob- 
al sourcing,  and  centralizing  design.  Her 
efforts  have  paid  off.  While  sales  at  the  core 
footwear  business  grew  just  5.4%,  to  $5.9 
billion,  for  the  fiscal  year  ended  in  Septem- 
ber, apparel  sales  climbed  11.7%,  to  $3.1 
billion.  Nike  doesn't  break  out  apparel 
earnings,  but  analysts  figure  they  are 
growing  at  a  double-digit  pace.  "We've 
made  a  lot  of  progress,"  says  Grossman. 

But  this  race  isn't  anywhere  near  done. 
With  a  host  of  collections  set  to  hit  stores 
next  spring,  Grossman,  46,  wants  to  move 
the  sneaker  giant  well  beyond  clothes  for 
serious  jocks  and  into  the  market  for 
sporty  street  apparel.  For  now,  she's  par- 
ticularly targeting  women,  many  of  whom 
are  as  likely  to  wear  yoga  pants  as  jeans  or 
khakis  when  they  head  to  the  mall  or  the 
movies  these  days.  By  combining  Nike's 
high-tech  athletic  materials  with  casual 
fashion,  she  hopes  to  gain  an  edge  over 
other  apparel  makers 
in  creating  "must-have 
outfits."  Says  Gross- 
man: "That's  what 
we're  aiming  for." 

So  are  a  lot  of 
other  companies,  rang- 
ing from  Gap  and  Tom- 
my Hilfiger  to  tradi- 
tional Nike  rivals  like 
Adidas.  And  while  Nike 
has  a  strong  brand  in 
athletic  apparel,  getting 
it  right  in  the  faddish 
casual-wear  market  is 


CLOTHING  WITH  A  KICK 

Grossman  has  Nike's 
apparel  sales  growing 
at  double  digits 


AT  NIKE: 

IF  THE  CLOTHES  FIT... 


MILLIONS  OF  DOLLARS 
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notoriously  difficult.  "Fashion 
means  you  have  a  trend  that 
could  last  a  couple  seasons," 
says  Jeffrey  Bliss,  president  of 
Javelin  Group,  a  Virginia- 
based  sports-marketing  firm. 
That,  Bliss  adds,  "is  not  really 
good  for  brand  building." 

Nike  figures  it  has  little 
choice.  With  sneaker  sales  flat 
in  North  America,  the  Beaverton  (Ore.) 
company  needs  another  way  to  boost 
sales  and  profits.  Because  the  activewear 
market  is  so  fragment- 
ed, Nike  execs  figure 
they  can  double  apparel 
revenues  to  $6  billion 
in  five  years. 


'00        '01        '02        '03 
Data:  Nike  Inc..  Morgan  Stanley 


WEST. 


STREET  CRED 

IF  ANYONE  can  pull  it 
off,  say  industry  watch- 
ers, it's  Grossman.  They 
credit  her  with  rebuild- 
ing Polo  Ralph  Lauren 
Corp.'s  jeans  business 
in  the  1990s  by  focusing 
on  what  people  wanted, 


from  fit  and  styling  to  price.  By  the 
she  left  the  company  in  2000,  Polo 
was  generating  $450  million  a  ye 
sales,  up  from  virtually  zero. 

Despite  her  reputation,  Grossma 
had  to  prove  herself  amid  Nike's  i  1 
dominated  sports  culture.  At  first,  s 
company  insider,  she  faced  conside 
skepticism.  But  her  success  tui 
around  the  struggling  apparel  unit 
her  the  "street  cred"  to  push  Nik 
broader  markets.  Tellingly,  Gross 
works  not  in  Beaverton,  but  in  horn 
New  York  City,  where  she  can 
abreast  of  the  latest  trends. 

Nike  has  long  designed  clothes  fo 
ular  folk  who  aspire  to  become  grea 
letes— or  at  least  loo 
them.  Now,  Gros: 
wants  people  to 
Nike  clothes  at  the 
shop,  mall,  and  disc 
get  there,  she's  lo( 
beyond  traditional  s 
for  inspiration,  dn 
from  what  she  call 
"sports  cultures" 
have  grown  up  ar 
such  pursuits  as  ul 
Frisbee,  in-line  sk 
and  beach  voile 
Nike's  Sun  Tech 
one  of  several  du 
next  spring— will 
bine  trendy  beac 
spired  styles  with 
materials  designe 
keep  people  cool  an< 
To  turn  more  wi 
into  customers,  Nik 
year  opened  a  half-(  \ 
NIKEgoddess  boutiq  | 
major  U.S.  cities, 
carry  a  range  of  crosj 
apparel  for  women 
fied  by  flared  "si 
tights"  that  can  be 
jogging  or  dancing 
the  Altura  Jacket,  a  s 
looking  trench  coat. 
Will  Grossman 
the  Nike  brand 
mous  with  casual  fashion?  Sneaker 
ers  have  tried  and  failed  before.  Adid 
lomon,  for  example,  has  rolled  out 
sports  fashion  lines,  the  latest  by  Jap 
designer  Yohji  Yamamoto.  Despite  p 
reviews,  none  has  sold  well.  Then 
where  Adidas  farmed  out  the 
process,  Nike  hired  a  seasoned  f; 
exec.  The  company  is  betting  that 
man's  business  sense  and  fashion  in: 
will  help  it  sprint  into  the  fashion  are 
-By  Stanley  Holmes  in  Beavertoi 
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re's  to  the  pin-sharp  focus.  To  seeing  what 
lers  miss. 

Deutsche  Bank  we  share  your  passion  for 

alytical  precision,  for  the  hidden  potential, 

cutting  to  the  chase. 

»  what  makes  us  one  of  the  world's  leadii, 
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Jmanding  clients  in  the  US,  and  around  the 
ftrld,  trust  us  to  perform. 

ifeter,  smarter  thinking.  Delivering  intellectual 
Idership,  far-reaching  insights,  cutting-edge 
iutions. 


'deutsche-bank.com 


ische  Bank  Securities  Inc.,  a  subsidiary 
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Deutsche  Bank 


Pinking  and  securities  activities  in  the  United  States. 


Hyundai  Can  See  it.  It's  under  the  hood.  New  oars  from  Hyundai  do  more  than 
drive  -  they  talk  back.  IBM  and  Hyundai  Motors  teamed  up  to  put  "telemahcs"  in 
Hyundai  vehicles.  Performance  data  streams  from  car  to  carmaker.  So  maintenance 
efficiency  goes  up.  After-sales  service  improves.  Warranty  costs  come  down.  And 
information  gets  fed  back  into  Hyundai's  new  car  designs,  shortening  production 
cycles  and  cutting  costs.  Voila.  Cash  money.  Found. 


"cha-chin 


"•i^R?^ 


A  guide  to  the  on  demand  world  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 


you  had. 


Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  Liber-efficiency,  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  what  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linux; 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


:i0 


an  you  see  it?  It's  an  on  demand  world.  And  IBM  Business 
Dnsulting  Services  can  look  at  your  business  holistically  (at  the 
aero  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
)portunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
nar  out  of  them.  You  show  us  the  couch,  we'll  help  show  you  the 
ish.  On  demand  business.  Get  there  with  (e)  business  on  demand'" 


ibm.com/ondemand 
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MORGAN'S 
MUSCLE 

J.R  Morgan  Chase  Chief 
William  Harrison  Jr.  has  come 
a  long  way.  For  two  years,  the 
head  of  the  No.  2  bank  has 
been  criticized  for  the  lousy 
timing  of  his  merger  with 
Chase  Manhattan,  plagued  by 
Enron-related  scandals  and 
money-losing  loans.  But  a 
turnaround  is  afoot.  After 
three  straight  quarters  of 
gains,  profits  for  the  third 
quarter  hit  $1.63  billion, 
trouncing  the  $40  million 
earned  the  year  earlier.  What 
accounts  for  JPM's  newfound 
strength?  As  with  other 
banks,  it  has  slashed  its  bad- 
debt  costs,  and  it  enjoyed  a 
booming  consumer-loan  and 
credit-card  market.  The 
bank's  private  equity  arm  also 
earned  its  first  profit  ever,  and 
investment-banking  fees  rose 
20%.  Still,  not  everything  is 
hunky-dory:  Revenue  growth 
failed  to  meet  analysts' 
expectations,  and  JPM's 
lucrative  underwriting  and 
advisory  businesses  have  not 
yet  fully  recovered.  Wall 
Street  reacted  by  pushing 
shares  down  more  than  5%. 
Looks  like  Harrison  still  has  a 
ways  to  go  before  he  can  call 
it  a  day. 

-Mara  Der  Hovanesian 


EURO  DISNEY: 
FEELING  DIZZY 

The  biggest  dips  at  Euro 
Disney  in  France  may  be  on 
its  balance  sheet.  For  the 
second  time  since  it  opened 
the  gates  in  1992,  the  theme 
park,  which  is  39%-owned  by 
Walt  Disney,  is  in  talks  with  its 
lenders  about  restructuring 
its  debt.  Saudi  Prince 
Alwaleed  bin  Talal,  who 
bought  $55  million  in  stock 
during  the  1994 
restructuring,  is  thinking  of 
increasing  his  16.3%  stake, 
according  to  his  spokesman. 
With  European  travel  hurt  by 
a  sluggish  economy,  strikes  in 
France,  and  lingering  fears 
about  terrorism,  Euro  Disney 
is  expected  to  report  larger- 
than-anticipated  losses  in 
November.  In  July,  the 
company  said  that  it  would 
be  unable  to  meet  its 
projected  2003  and  2004 
forecasts.  It  also  began 
negotiations  with  Walt 
Disney  and  its  banks  to  waive 
covenants  on  some  $2  billion 
in  financing  and  to  find  new 
financing  sources. 


LUCENT:  BACK 
IN  THE  BLACK 


In  a  key  sign  of  the  telecom 
industry's  increased  stability, 
equipment  maker  Lucent 
Technologies  reported  its  first 
profitable  quarter  since 
March,  2000.  Rising  sales  of 
wireless  and  fixed-line 
equipment  helped  the 


company  earn  net  income  of 
$99  million,  or  2<t  a  share,  on 
revenue  of  $2.03  billion. 
Shares  rose  4-5%,  to  $2.56, 
on  the  Oct.  22  news.  The 
results  also  reflect  sweeping 
cost  cuts  and  an  overhaul  of 
the  company's  supply  chain, 
CEO  Patricia  Russo  said.  The 
company  expects  to  achieve 
sustained  profitability 
sometime  in  2004.  "It's  time 
to  close  a  chapter  on  what 
has  been  an  extraordinarily 
challenging,  prolonged,  and 
unprecedented  period  for 
both  Lucent  and  the 
industry,"  Russo  said. 


MERCK'S  FLU 
IS  CATCHING 

Big  Pharma  is  in  a  deep  funk, 
led  by  a  suffering  Merck.  The 
company  took  an  earnings  hit 
from  slowing  drug  sales  in 
the  third  quarter.  As  a  result, 
the  New  Jersey-based 
company  will  eliminate  4,400 
jobs,  about  7%  of  its  total 
workforce.  Merck  will  incur 
charges  of  $140  million  to 
$200  million  from  the  layoffs 
in  the  fourth  quarter, 
resulting  in  a  second  year  of 
lower  earnings.  "Our 
products  have  not  met  the 
challenging  revenue  targets 
we  thought  were  achievable," 
CEO  Raymond  Gilmartin  said 
on  Oct  22.  Merck  is  not 
alone— on  the  same  day, 
Pfizer,  Schering-Plough,  and 
Wyeth  all  reported  weaker 
results  than  a  year  ago. 


CAUTION  AT 
AMAZON 

Maybe  you  can  be  too  careful. 
Amazon.com's  stock  fell  9%  on 
Oct.  22,  to  $54.03,  as 
investors  balked  at  its  outlook 
for  next  year.  The  online 
retailer  forecast  sales  growth 
of  16%  in  2004,  about  half  its 
expected  growth  rate  this 
year.  The  stock  plunge  came 
despite  a  reported  profit  of 


$16  million,  Amazon's  firs^ 
quarterly  profit  outside  the 
holiday  season,  on  $1.1  bilj 
in  sales.  One  reason  for 
caution:  Sales  by  other 
merchants  on  its  site,  for 
which  it  takes  only  a 
commission,  are  growing  l 
to  22%  of  sales.  But  althoul 
those  deals  are  very  profit;)| 
they  bring  in  less  revenue 
than  Amazon's  own  sales. 


ETCETERA... 

»  Freddie  Mac  may  owe  a^ 

much  as  $750  million  in  1 
taxes,  following  an  IRS  prd 
»  Circuit  City  Stores  will  sd 
its  credit- card  portfolio  to  I 
FleetBoston  for  $1.3  billio| 
»  Wrigley's  is  raising  the 
price  of  its  gum  by  5<f,  to ! 
the  first  hike  in  16  years. 


CLOSING  BELL 


Shares  of  Tenet 
Healthcare  slid  12( 
on  Oct.  22,  to 
$13.60,  after 
announcing  that  itl 
would  miss  secon< 
half  earnings 
forecasts.  Tenet, 
which  faces 
several  federal 
investigations,  als(p| 
has  been  hit  with   ) 
$500  million  in 
unexpected  bad- 
debt  expenses. 


OCT.  16, '03  OCT.  2| 

Data:  Bloomberg  Financial  Markets 
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e  most  coverage  worldwide 


No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers' 
a  w.de  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 
Call  1  866-REACHOUT  or  visit  attwireless.com 


same  phone,  same  number. 
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The  red-eye  has  been 
replaced  by  the  shut-eye. 
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3bs:  So  Many  Ideas, 
o  Few  Worth  a  Damn 


SN'T  HALLOWEEN  YET,  and  the  election  is  more  than  a  year 
ay— but  the  silly  season  for  economic  ideas  is  already  well 
der  way.  In  the  face  of  a  Herbert  Hoover-like  loss  of  2.7 
Hion  jobs  since  the  start  of  the  current  Bush  Administration, 
iticians  of  both  parties  are  filling  the  air  with  plans  to  spur 


•loyment,  particularly  in  hard-hit 
tufacturing.  Unfortunately,  most  of 
ideas  being  floated  could  further 
n  the  Treasury,  raise  interest  rates, 
ue  trade  agreements— and  even 
roy  more  jobs. 

1  a  frantic  bid  to  curry  favor  with 
ous  voters,  pols  are  targeting  enemies 
say  are  stealing  American  jobs.  A  bill 
;ed  by  House  Armed  Services 
imittee  Chairman  Duncan  Hunter  (R- 
f.)  imposes  a  65%  U.S.-content 
tirement  on  weapons  bought  by  the 
;agon.  Yet  both  the 
;rals  and  arms  makers 
;t  that  a  Buy  America 
would  only  lead 
opeans— who  supply  lots 
lie  components  and 
phase  many  of  the  high- 
i  weapons— to  stop 
|ng.  The  result:  shorter 
lluction  runs,  higher  unit 
Is,  and  fewer  jobs. 
Ither  dubious  ideas— 
Insibly  aimed  at 
1  inating  America's  $500 
nn  trade  imbalance- 
lid  hobble  manufacturers. 
Iiocratic  hopeful  Senator 
I  Edwards  (D-N.C.) 
Its  a  higher  tax  rate  on 
I  companies  that  move 
luction  abroad.  But  doing  so  can  be 
lial  to  selling  into  low-wage  markets. 
net  &  Gamble  Co.  can't  make  Clairol 
jincinnati,  ship  it  halfway  around  the 
Id,  and  stay  competitive  in  China. 
Ifie  bipartisan  Blame  Asia  movement 
Its  other  nations  to  help  close  the  U.S. 
|e  gap.  Presidential  candidate  Senator 
Jeberman  (D-Conn.)  would  give 
I  n,  Taiwan,  South  Korea,  and  China 
ays  to  stop  "manipulating"  their 
encies  or  face  higher  U.S.  tariffs.  And 


MISGUIDED? 

Hunter's  Buy 
America  plan 
could  cost  jobs 


on  Oct.  20,  President  Bush  jawboned 
Japanese  and  Chinese  leaders  to  raise  the 
value  of  the  yen  and  the  yuan. 

"WINDOW  DRESSING" 

PRICIER  CURRENCIES  WOULD  boost 
import  prices  and  get  Americans  to  buy 
more  Chicago  and  less  Changsha.  "But  do 
we  really  want  the  Chinese  to  stop  buying 
Treasury  bonds,  which  is  how  they  maintain 
their  currency's  rate?"  asks  William  A. 
Niskanen,  chairman  of  Washington's  Cato 
Institute.  A  buyer's  strike  in  Asia  could  lead 
to  higher  interest  rates  in 
the  U.S. 

Democratic  Presidential 
candidates  like  to  blame 
unfair  trade  practices  for  job 
losses.  Howard  Dean  would 
renegotiate  NAFTA  to  add 
stronger  labor  and 
environmental  protections. 
Not  a  bad  idea— if  he  could 
persuade  Mexico  to  give  up 
its  low-wage  and  low- 
regulatory  trading  edge. 
Representative  Dick 
Gephardt  (D-Mo.)  has  a 
deceptively  simple-sounding  idea: 
Use  the  World  Trade  Organization  to 
impose  an  "international  minimum 
wage."  Never  mind  that  no  country 
would  cede  such  sovereignty. 
What's  the  common  theme?  They're  all 
"window  dressing,"  says  former  Labor 
Secretary  Robert  B.  Reich.  "They  run  the 
gamut  from  the  cynical  attempt  to  create 
the  impression  of  doing  something  to 
things  that  will  only  at  best  have  a 
marginal  effect."  And  with  the  economy 
rebounding,  they  may  be  largely 
irrelevant.  Still,  whatever  happens  to  the 
economy,  expect  the  silly  season  to  drag 
on— at  least  till  Nov.  2,  2004.  II 

-By  Paul  Magnusson 


CAPITAL 
WRAPUP 

HOWARD  DEAN: 
REAGAN  REDUX? 

HE  ISN'T  OFTEN  mentioned  in 
the  same  breath  as  Ronald 
Reagan  or  Pat  Robertson.  But 
Howard  Dean,  the  socially  liberal 
former  Vermont  governor,  has 
one  thing  in  common  with  these 
conservatives:  He's  raising  more 
of  his  campaign  cash  from  small 
donors  than  from  the  big  boys. 

A  report  from  the  nonpartisan 
Campaign  Finance  Institute, 
affiliated  with  George  Washington 
University,  finds  that  22%  of 
Dean's  money  comes  from  givers 
of  $1,000  or 

more,  54%  fog  eX- 

from 

contributors 
of  less  than 
$200.  No 
major 
candidate 
since 

Robertson 
(1988)  and 
Reagan  ('76, 
'80,  and '84) 
has  done  that. 

In  contrast,  two  self-styled 
Democratic  populists,  trial 
lawyer- turned-senator  John 
Edwards  and  staunch  union  ally 
Dick  Gephardt,  rely  on  big 
donors.  Overall,  88%  of 
Edwards'  cash  and  78%  of 
Gephardt's  come  from  high- 
dollar  gifts.  Even  "man  of  the 
people"  preacher  Al  Sharpton 
took  in  84%  from  large  donors. 


governor 
is  pulling 
inloads 
of  small 
donors 


SYRIAN 
SANCTIONS? 

BUOYED  BY  THE  eventual 
success  of  economic  sanctions 
against  Libya,  Congress  is 
gearing  up  to  squeeze  Syria  for 
its  support  of  terrorists  and 
interference  in  Lebanon.  The 
likely  outcome:  bans  on  most 
trade  and  all  U.S.  investment  in 
Syria.  But  these  unilateral 
sanctions  are  likely  to  be  less 
effective  than  the  multilateral 
restrictions  on  Tripoli. 
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CHINA 


IS  THIS 
IN  DANGER? 

In  China's  racing  economy, 
overcapacity  may  soon  take  its  toll 


HIS  IS  HOW  HOT  CHINA'S 
economy  is:  With  vehicle 
sales  soaring  30%  in  the 
first  nine  months  of  this 
year,  executives  at  appli- 
ance maker  GD  Midea 
Holding  Co.  have  decided 
this  is  an  opportunity  they  can't  miss.  So 
Midea  is  planning  to  spend  up  to  $240 
million  on  factories  in  the  southwestern 
city  of  Kunming  to  make  trucks  and  bus- 
es. And  with  passenger  car 
sales  up  69%  so  far  this 
year,  Midea  is  even  think- 
ing of  making  autos— as 
are  several  electronics 
manufacturers.  "China  has 
a  big  market  with  abun- 
dant demand,"  says  Zhu 
Yuanlai,  a  general  manager 
at  Midea.  "There  still  is  lots 
of  room  for  development." 
China's  boom  goes  way 
beyond  cars  and  trucks. 
Local  companies  are  build- 
ing shopping  malls,  office 
buildings,  apartments,  and 
suburban  housing  estates 
as  fast  as  they  can.  Govern- 
ments are  hard  at  work  on 
six-lane  expressways, 

bridges,  and  tunnels.  Fac- 
tories are  ramping  up  to 
build  ever  more  refrigera- 
tors, cell  phones,  and  DVD 
players.  All  of  that  manu- 
facturing has  produced 
enormous  demand  for 
commodities  such  as  steel, 
aluminum,  copper,  and 
zinc,  driving  world  prices 
to  recent  highs.  As  a  result 
of  this  frenzy  of  produc- 


Hot  Stuff 

Is  China's  economy 

overheating?  Here 

are  some  signs  that 

it  might  be: 

IMPORTS: 

+40.5%* 

FIXED  ASSET 
INVESTMENT: 

+314%* 

INDUSTRIAL 
PRODUCTION: 

+  16.3%** 

MONEY 
SUPPLY: 

+  20.7%** 


*Year-to-date.  change  over  same  period  in  2002 
""Year/year  change  in  September 
Data.  Commerce  Ministry 


tion,  China's  economy  grew  at  an  official 
8.5%  annual  pace  for  the  first  three  quar- 
ters; the  actual  number  may  be  higher. 
Investment  in  fixed  assets  such  as  roads 
and  railways,  new  homes,  and  factories 
was  up  31.4%  according  to  the  National 
Bureau  of  Statistics.  Foreign  investment? 
Up  30%. 

It  all  sounds  like  great  news  for  China 
and  the  region.  So  why  are  economists, 
and  even  Beijing  officials,  worried?  China 
is  producing  so  much  so 
fast  that  it  may  prove  im- 
possible for  the  population 
to  absorb  it  all.  Already 
there  are  price  wars  in  in- 
dustries like  autos,  mobile 
phones,  and  auto  parts. 
Excess  capacity  first.  Price 
wars  next.  Then  a  drop  in 
corporate  profits  and  sub- 
sequent investment.  Ac- 
cording to  this  scenario, 
China's  growth  could  slow 
sharply  next  year,  damag- 
ing the  mainland  itself 
and  neighboring  coun- 
tries increasingly  depend- 
ent on  China.  And  it  could 
hurt  manufacturers 
worldwide  if  those  excess 
goods  get  exported. 

This  possibility  is  sud- 
denly getting  lots  of  atten- 
tion. Morgan  Stanley  is- 
sued an  Oct.  20  report 
titled  China  Economics: 
Sharp  Slowdown  Ahead 
that  predicts  a  steep  de- 
cline in  property  and  met- 
al prices.  "Capacity  is  ris- 
ing rapidly,  but  margins 
are  decreasing"  frets  the 


report's  author,  economist  Andy  >  let  p 
Even  the  government  is  raising  red  fla  entes 
accusing  local  cadres  of  spending  1  ft  of 
crazy  on  new  plants  and  roads— anythi  has  r 
to  earn  accolades  from  Beijing.  "G  hen  ( 
growth  is  actually  used  as  a  way  to  eva  ilesi 
ate  local  officials,  and  that  motivates  t  rest  r 
reasonable  investments,"  warns  a  Sonsoi 
tember  report  by  China's  Natioioves: 
Development  &  Reform  Commission,  xiugh 

TIME  TO  START  WORRYING 

THE  MOUNTING  ANXIETY  seems  jus  ig  ea 
fied.  For  instance,  if  the  real  estate  boc  :ar :] 
in  Shanghai  and  Beijing  proves  to  b(  allv  | 
bubble,  that  could  mean  a  new  explosi  tys  on 
in  bad  loans  for  China's  beleaguer  terna 
banks.  Fueled  by  more  than  20%  grow  To  fc 
in  China's  money  supply,  loans  in  t  ov  ~ 
first  half  of  2003  exceeded  the  to  e 
granted  in  all  of  last  year.  Also  unsettlii  198 
is  China's  now-heavy  reliance  on  bi  :lj 
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ket  projects.  With  fixed-asset  invest- 
ent  expected  to  account  for  more  than 
)%  of  gross  domestic  product  this  year, 
has  reached  a  level  well  above  1993, 
tien  China  was  forced  to  slam  the 
akes  on  its  racing  economy,  raising  in- 
rest  rates  and  ordering  tight  restric- 
>ns  on  new  bank  lending.  The  painful 
oves  successfully  curbed  inflation  and 
ought  overheated  property  markets 
ider  control.  The  key  question  on 
any  economists'  minds  is  whether  Bei- 
ig  can  pull  off  a  softer  landing  next 


China 
can  now 
make  far 
more  cars 
than  it 
can  sell 


boo  ar.  "This  is  something  the  government 
itx  |ally  needs  to  start  worrying  about," 
4  ys  one  Beijing-based  economist  at  an 
(01  national  bank. 

To  be  sure,  China's  affluent  class  is 
owing  fast.  Incomes  in  urban  China 
B  up  an  average  of  8%  a  year  since 
y8.  That  drives  up  tax  revenues  that 
lp  fund  ambitious  government  proj- 


cars 


ects.  And  China's 
huge  export- orient- 
ed economy  serves 
as  an  effective  safe- 
ty valve;  what  can't 
be  consumed  do- 
mestically can  of- 
ten be  shipped 
overseas.  But  econ- 
omists point  out 
that  the  overcapaci- 
ty in  items  such  as 
houses  and  cheap 
can't    be    sent    to 


locally    made 
California. 

Auto  production  may  be  one  of  the 
scariest  examples  of  China's  overheated 
local  economy.  In  an  alarming  report  re- 
leased in  September,  accounting  firm 
KPMG  predicted  that  China  would  have 
capacity  to  produce  2.7  million  cars  this 
war,  nearly  a  million  more  than  its  con- 


■ 


Mum  i  are  projected  to 
buy.    I  apacity 

could  grow  to  2.3  mil- 
lion cars  by  2005.  And 
don't  blame  the  vehicle 
glut  just  on  wannabes 
like  Midea.  Foreign 
auto  makers,  including 
Volkswagen,  General 
Motors,  Honda,  Nissan, 
and  Toyota,  have  all  re- 
cently announced  plans 
to  put  billions  of  dollars 
into  new  production. 
On  Oct.  17,  Ford  Motor 
Co.  said  it  will  invest 
$1.5  billion  in  the  next 
few  years  expanding 
production  in  China. 
But  Ford  knows  the 
risks.  "Just  because  to 
date  we've  enjoyed  very 
big  margins  in  China, 
along  with  the  other 
producers,  doesn't 

mean  that  will  last  for- 
ever," says  CEO 
William  C.  Ford  Jr. 
when  asked  about  pos- 
sible overinvestment. 

Then  there's  real  es- 
tate. Urban  China  has 
for  years  resembled  a 
vast  construction  site. 
The  pace  of  building  is 
only  increasing— in- 
vestment in  new  real 
estate  projects  was  up 
33%  in  the  first  eight 
months  of  this  year. 
Some  argue  the  country 
has  such  a  huge  need 
for  new  infrastructure  that  China  is  far 
from  overbuilding. 

But  plenty  of  extravagandy  expensive 
housing  and  commercial  estates  stall  out 
after  getting  only  half-built.  Take  Beijing's 
Sunny  Region  development.  It  was  to  in- 
clude a  luxury  hotel,  offices,  and  a  deluxe 
apartment  building  with  206  high-end 
flats  complete  with  special  air  filters  im- 
ported from  Europe,  a  massive  garden 
lobby,  and  a  960-square-yard  rooftop 
pool.  Now  the  developer  and  investors  are 
bogged  down  in  disputes  over  what  price 
to  sell  space  for,  and  it's  unclear  when  it 
will  be  finished. 

LONGSHOT  LOANS 

TO  MANY  ANALYSTS,  excessive  credit 
and  the  country's  shaky  banking  system 
are  the  main  causes  for  concern.  Many  of 
the  new  loans  are  going  to  state-backed 
projects— everything  from   new  office 
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buildings  to  software  parks— in  which 
repayment  is  anything  but  sure.  Others 
see  not  only  artificially  high  prices  but 
also  a  lending  establishment  that  does- 
n't know  how  to  assess  risk.  "Mortgage 
finance  is  relatively  new  in  China,"  says 
James  Hawkey,  chief  representative  of 
the  Beijing  office  of  real  estate  services 
company  Cushman  &  Wakefield  Pre- 
mas.  "Banks  obviously  will  need  to  de- 
velop more  sophisticated  ways  to  man- 
age the  credit  they  give  to  property 
developers  and  individuals." 

The  pace  of  construction  has  actually 
increased  as  Beijing  has  handed  off  au- 
thority for  infrastructure  development  to 
local  officials  in  recent  years.  "The  gov- 
ernment is  tremendously  decentralized, 
so  local  officials  have  a  lot  of  economic 
power,"  says  Andy  Rothman,  China 
strategist  at  investment  bank  CLSA  Asia- 
Pacific  Markets.  "And  everyone  wants  to 
have  the  latest  new  thing."  Midea's  in- 
vestments in  Kunming  are  one  example. 
So  are  another  dozen  projects  in  Yunnan 
Province  funded  with  billions  in  loans 
from  local  branches  of  China's  state- 
owned  commercial  banks.  Is  all  this 
more  than  the  province  can  afford?  "We 
know  nothing  about  economic  overheat- 
ing," says  an  official  from  the  Kunming 
office  of  construction  and  management, 
part  of  the  Ministry  of  Construction. 

TRYING  TO  CHILL  OUT 

CHINESE  REGULATORS  have  started 
taking  measures  to  ice  down  the  over- 
heated parts  of  the  economy.  The  Na- 
tional Development  &  Reform  Commis- 
sion has  put  new  restrictions  on  factory 
approvals  in  recent  months.  "They  are 
not  so  concerned  about  current  plants," 
says  Jonathan  Woetzel,  a  director  with 
consultancy  McKinsey  &  Co.  in  Shang- 
hai. "They  are  worried  about  the  next 
wave  of  capacity  that's  coming  in." 
Meanwhile,  the  mandarins  of  Chinese 
finance  have  taken  measures  to  soak  up 
new  money  supply,  and  thus  cut  back 
lending.  On  Sept.  21  the  People's  Bank 
of  China,  the  central  bank,  raised  bank 
reserve  requirements  from  6%  to  7%  of 
capital.  And  the  bank  announced  new 
regulations  on  luxury  real  estate  invest- 
ment in  June,  including  a  hike  on  the  re- 
quired downpayment  on  loans  for  high- 
end  developments. 

The  problem  is,  the  bubble  of  overca- 
pacity and  reckless  lending  may  already 
be  too  big  to  deflate  gently.  And  if  the 
bubble  breaks,  the  pop  will  be  heard 
around  the  world.  ■ 

-By  Dexter  Roberts  in  Beijing  and 
Frederik  Balfour  in  Hong  Kong 
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This  Time,  Sony 
Better  Finish  the  Job 

Will  its  second  round  of  restructuring  go  far  enoug 


L 


BACK  IN  1999,  SONY 
Corp.  seemed  to  be  the 
pacesetter  for 
restructuring  in  Japan's 
electronics  sector. 
Managers  closed  or  merged  18 
plants,  reorganized  divisions,  and 
promised  to  trim  Sony's  global 
workforce  by  10%.  Four  years 
later,  though,  if  s  clear  that  Sony 
didn't  move  as  far  or  as  fast 
as  it  should  have:  The 
company  is  still  struggling 
with  overcapacity,  too  many 
product  lines,  and  sagging 
profits.  CEO  NobuyuM  Idei 
"failed  to  finish  restructuring 
Sony,"  says  Hitoshi 
Kuriyama,  an  analyst  at 
Merrill  Lynch  Japan. 

Get  ready  for 
Restructuring  Sony:  The 
Sequel.  On  Oct.  28,  Idei  is 
expected  to  unveil  details  of  a 
$3  billion  plan  to  consolidate 
its  production  and  overhaul 
Sony's  electronics  operations 
by  2006.  Although  Sony 
refuses  to  reveal  much  more, 
analysts  say  the  new  strategy 
will  include  a  10%  to  12% 
reduction  in  its  global 
workforce  of  160,000.  The 
priority,  Idei  has  said,  will  be 
to  ramp  up  profits  and  woo 
consumers  with  hot  new 
products.  "We  aim  to  boost 
our  operating  margin  to  over 
10%  in  three  years,"  he  told  reporters 
last  summer.  That's  a  big  jump  from  the 
less-than  -1%  margins  Sony  gets  for  its 
electronic  gear  today. 

The  problem  is  that  the  latest 
restructuring  still  may  not  go  far 
enough.  Today,  the  electronics  division 


I 


Analysts 

say  the 

plan 

includes 

sharp 

staffcuts 


has  more  than  100  product  lines,  bu 

only  a  few— such  as  camcorders  anc 

Cyber-shot  digital  cameras— domin; 

their  markets.  Sony  President  Kunit 

Ando  has  hinted  that  Trinitron  cath< 

ray  tubes  used  in  PC  monitors  and  1 

are  among  the  first  products  likely  t( 

the  dust.  Fine— Sony  held  on  to  CRT  all 

too  long.  But  it  needs  to  go  much  fu  af 

and  completely  reorganize  its  electr  ic" 

division.  Some— including  ING 

Financial  Markets  analyst  Richard 

Chu— say  the  VAIO  PCs 

should  be  eliminated,  the  ;M 

thaf  s  unlikely  to  happen  n 

even  though  the  Trinitro  n 

probably  be  replaced  by ' : 

with  liquid  crystal  diode 

screens,  there's  no  guara 

Sony  can  catch  up  with 

Corp.,  which  controls  m< 

than  half  of  the  global  vc  ti 

in  LCD-TVs.  Indeed,  it  n 

even  have  trouble  mater ; 

the  17%  share  of  Samsui 

Electronics— with  whicl  if  ^ 

is  negotiating  a  joint  vei  mx, 

to  make  the  TVs. "  Sony  h 

been  a  disappointment  f(  f,  ^ 

some  time,  so  expectation!-  ,[,, 

low,"  says  Chu. 

The  big  hope  for  a  Sorj 

revival  is  a  cutting-edge 

microprocessor  that  is 

expected  to  be  the  heart 

future  Sony  products.  Tl 

company  is  investing  bil  k 

in  the  chip,  which  is  to  p  eic 

the  next  PlayStation  gan 

console.  PS3,  Sony  says, 

as  a  home-entertainment  hub  for 

downloading  movies,  music,  and 

from  the  Internet.  The  only  hitch 

the  new  PlayStation  won't  be  mal 

debut  until  2005.  In  the  meantim 

may  want  to  rewrite  the  script  for  s 

remake  one  more  time.  I 
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/ILL  YANKEE  DRIVERS 
!UY  VW  LUXURY? 

>  upscale  move  is  meeting  resistance 
Europe,  so  the  U.S.  push  is  crucial 


tun' 


HE  BLACK  VOLKSWAGEN 
Phaeton  gleams  in  the 
moonlight  as  it  edges 
toward  Casde  Wolfsburg 
near  VW's  headquarters  in 
Northern  Germany.  Will 
the  rich  and  famous 
>  t?  Not  this  time.  Volkswagen  was  us- 
fhe  $75,000  sedan  to  ferry  journalists 

iv  ki  presentation  of  its  new-generation 

m  )00  Golf  compact.  For 


ion  u  night,    the    opulent 

ton  was  taking  a  back 
Son}  to  the  decidedly  ple- 

i  Golf. 

t  that's  back  home.  In 

alto    J.S.,  the  Phaeton  will 

i.1»    be  in  the  spotlight,  as 

i 1  ears  up  for  a  Novem- 

"llout.  The  American 
gamf  t  is  a  critical  milestone 

■d 


IN  A  RUT 


12% 


U.S.  vehicle  sales, 
Jan.-Sept.  2003 


of  its  "people's  car"  image  and  into  the 
ever  more  crowded  premium  market.  It's 
a  high-stakes  gamble,  but  one  that  VW's 
management  insists  will  pay  off.  "  It's  an 
investment  in  the  future,"  says  Jens  Neu- 
mann, Volkswagen  executive  board 
member  in  charge  of  strategy.  "It  takes 
time  to  change  people's  perceptions." 

So  far,  VW's  premium  drive  has  pro- 
duced stop-and-go  results.  The  March  is- 
sue of  Car  &  Driver  rated  the 
Touareg  No.  1  SUV  of  the 
year,  citing  its  superior  off- 
road  performance  and  luxuri- 
ous interior.  In  the  first  half 
of  2003,  VW  sold  9,200 
Touaregs,  which  share  a  plat- 
form    with     the     Porsche 


2004  PHAETON 


Data:  A, ilnl.it. i 


•lkswagen's  brash  bid 

>mpete  with    Mercedes-Benz   and 

D  in  top-tier  luxury  cars.  It  comes  just 

Months  after  the  U.S.  introduction  of 

( !  10,000  Touareg,  VW's  long-overdue 

i  d  in  the  popular  sport-utility  segment. 

1  £  these  two  upmarket  models,  the 

an  carmaker  is  looking  to  break  out 


STRONGSTART  I  layenne  BUV.  i  he 

Consumers  favor  Touaregs   success 

the  V-8  version  of  should  help  ho! 

theTouareg  SUV  vvv  ,     ,   s      galegj 

^^^^™  which  were  down 

12%  in  the  first  nine  months  of  this  year. 
Americans  may  not  be  familiar  with 
the  North  African  nomadic  tribe  that  lent 
the  Touareg  its  name.  And  they  arc  only 
beginning  to  get  the  pronunciation  down 
(TOUR-regg),  aided  by  new  TV  spots.  But 
they've  confounded  vw  dealers  by  snap- 
ping up  fully  loaded  models  with  310- 
horsepower  V-8  engines  for  $50,000,  in- 
stead of  the  $36,000  V-6,  which  dealers 
overordered.  "I  think  it  will  be  a  winner," 
says  George  Petersen,  president  of  market 
researcher  Auto  Pacific  in  Tustin,  Calif. 

PRICING  IS  KEY 

BUT  WHAT  FATE  awaits  the  Phaeton? 
Since  it  was  launched  in  Europe  in  Au- 
gust, 2002,  the  car  has  won  accolades  for 
its  engineering  and  plush  interior,  includ- 
ing 18-way  adjustable  seats  and  a  cutting- 
edge  climate  control  system.  But  getting 
Europeans  to  fork  over  $75,000  for  VW- 
badged  luxury  has  been  a  struggle.  Only 
2,574  Phaetons  were  sold  in  the  first  seven 
months  of  this  year,  and  analysts  say  VW's 
chances  of  meeting  its  2004  sales  target  of 
15,000  are  slim.  In  the  U.S.,  pricing  is  key: 
If  VW  positions  the  Phaeton  close  to  the 
lower  end  of  the  luxury  spectrum  inhabit- 
ed by  Lexus  at  $55,000,  "it  would  have  a 
smash  hit  on  its  hands,"  says  Wesley  R. 
Brown,  a  partner  at  Los  Angeles-based 
auto  consultancy  Nextrend  Inc. 

VW  spent  $1  billion  on  the  Phaeton,  yet 
experts  say  it  will  take  at  least  two  model 
generations  to  establish  a  luxury-brand 
image  needed  to  drive  higher-volume 
sales.  "A  better  strategy  would  have  been 
to  bridge  the  gap  between  a  $30,000  Pas- 
sat and  the  $75,000  Phaeton  by  building 
a  midsize  premium  sedan  to  compete 
with  Mercedes'  [$50,000]  E-Class,"  says 
Arndt  Ellinghorst,  an  analyst  with 
WestLB  Panmure  in  Diisseldorf.  Others 
think  VW  would  have  been  better  off  put- 
ting that  money— plus  the  billions  it  has 
lavished  on  luxury  carmakers  Bentley, 
Bugatti,  and  Lamborghini— into  its  pre- 
mium marque,  Audi,  which  trails  Mer- 
cedes and  BMW. 

VW  is  playing  it  safe  with  the  American 
launch  of  the  Phaeton.  It  is  waiting  to 
launch  its  ad  campaign  until  the  cars  have 
arrived  in  some  200  newly  renovated  VW 
dealerships  and  sales  personnel  have 
been  trained.  It's  clear  why:  After  stalling 
in  its  European  launch,  VW  badly  needs 
the  Phaeton  to  gain  traction  in  the  U.S.  ■ 
-By  Gail  Edmondson  in  Frankfurt 
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A  Family  Feud 
Could  Hobble  the  EU 


IN  THE  EUROPEAN  UNION'S  corridors  of  power,  the  four  biggest  and 
economically  strongest  countries— Germany,  France,  Britain, 
and  Italy— have  always  called  the  shots.  Smaller  nations  such 
as  Austria,  Finland,  and  Denmark  could  never  unite  enough  to 
hold  their  own  against  the  dominant  players.  Those  days, 


however,  may  be  gone  forever.  As  the  EU 
plans  to  expand  by  10  new  members  in 
May,  2004,  smaller  European  nations  are 
in  a  rebellious  mood.  Sick  of  being  pushed 
around,  they  are  joining  together  in  an 
informal  bloc  aimed  at  fighting  for  their 
own  interests  as  the  EU  rewrites  its 
decision-making  rules.  And  they  are 
bringing  most  new  members,  mainly  from 
Eastern  and  Central  Europe,  along  with 
them.  In  September,  representatives  of  17 
current  and  future  EU  members  met  in 
New  York  and  Prague  to  hatch  strategies. 
The  most  immediate  concern:  that  the 
Big  Four  will  override  their  interests  in 
current  negotiations  in  Rome  to  hammer 
out  a  final  version  of  the 
EU's  first-ever 
constitution.  "We  can't 
let  [the  constitution]  be 
bulldozed  through,"  says 
Finnish  Prime  Minister 
Matti  Vanhanen,  who  is 
a  vocal  defender  of  the 
rights  of  small  countries. 
Most  countries  want 
guaranteed  voting 
representation  on  the 
European  Commission, 
the  body  that  functions 
as  the  EU's  Cabinet.  To 
boost  the  commission's 
efficiency,  the  big 
countries— especially  France  and 
Germany— hope  to  limit  the  size  of  the 
EC,  allowing  the  smaller  nations  to  take 
part  on  a  rotating  basis  rather  than 
permanently.  "Our  concern  is  that  the 
proposed  constitution  will  reduce  our 
rights  while  entrenching  the  power  of 
the  big  countries,"  says  an  Austrian 
diplomat.  Many  small  nations  object  to 
proposals  for  the  25  heads  of  state  to 
appoint  a  President  to  serve  2/2  years— 
in  contrast  to  today's  practice  of 
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FINLAND'S 
VANHANEN:  The 

small  fry  want 
more  clout 


rotating  the  post  among  countries  every 
half-year. 

NEW  SOLUTIONS? 

SOUNDS  LIKE  A  lot  of  bureaucratic 
wrangling.  But  it's  much  more  than  that. 
If  the  nations  can't  find  common  ground, 
not  only  will  the  constitutional  talks  drag 
on  but  also  the  climate  will  be  spoiled  for 
tough  decisions  on  the  European  budget, 
the  Euro  Stability  &  Growth  Pact,  and 
other  key  issues.  The  new  Europe  could 
become  hopelessly  bogged  down.  "We  are 
seeing  the  real  politics  of  the  enlarged  EU 
for  the  first  time.  The  tensions  [now] 
show  the  sort  of  thing  we  can  expect  in 
the  future,"  says  Kirsty 
Hughes,  senior  research 
fellow  at  Brussels'  Center 
for  European  Policy 
Studies. 

That's  why  Italian 
Prime  Minister  Silvio 
Berlusconi,  the  current 
EU  president,  is  racing  to 
forge  a  compromise.  He 
desperately  wants  to 
complete  talks  on  the 
constitution  by  his  December  deadline 
to  allow  time  for  all  25  states  to  ratify 
the  document  before  May.  But  at  a 
summit  in  Brussels  on  Oct.  16-17,  he 
failed  to  persuade  smaller  nations  to 
buy  a  deal  that  would  ensure  them  EC 
seats— but  hand  two  places  each  to  the 
large  countries.  "We  do  not  support  this," 
Vanhanen  declared.  Such  a  huge  body 
would  be  ineffective,  he  adds. 

Berlusconi  vows  to  come  up  with  new 
solutions  by  November.  If  he  can't  find  a 
formula,  it  could  take  well  into  next  year 
to  wrap  up  the  talks.  The  small-country 
lobby  may  just  be  starting  to  flex  its 
muscles.  0 

-By  David  Fairlamb  in  Frankfurt 
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AN  INDEPENDENT  PUS1 
FOR  MIDEAST  PEACE 

UNOFFICIAL  PEACE  initiati 
in  Israel  and  the  Palestinian 
territories  don't  stand  much 
chance,  given  the  intransige 
on  both  sides.  Even  so,  form 
Labor  Cabinet  Minister  Yossi  B 
and  Yasser  Abed  Rabbo,  a  fori 
aide  to  Palestinian  leader  Ya; 
Arafat,  plan  to  sign  a  new 
agreement  called  the  Geneva 
Accords  in  Geneva  on  Nov.  4 
The  agreement,  which  was 
recently  unveiled  after  secret 
talks  involving  politicians, 
businesspeople,  and 
intellectuals  from  both  sides, 
has  raised  the  ire  of  Israeli  Pri 
Minister  Ariel  Sharon.  It  calls  f 
the  transfer  of  98%  of  the  We 
Bank  and  all  of  Gaza  to  a  nev 
Palestinian  state.  But  the  ace 
also  requires  Palestinians  to 
compromise  on  their  demanc 
for  the  "right  of  return"  to 
Israel.  Next,  Beilin  and  Rabb 
plan  a  campaign  to  raise 
awareness  of  the  accords— ar 
pressure  the  two  government 
to  get  back  to  talking  peace. 

A  TURN  TO  THE  RIGHT 
IN  SWITZERLAND 

THE  HARD  RIGHT'S  victory  i 
Swiss  elections  on  Oct.  19  is 
likely  to  spell  the  end  of 
Switzerland's  consensus  poli 
and  to  complicate  the  country 
relations  with  the  European 
Union.  Opposed  to  closer  EU 
ties,  the  Swiss  People's  Party, 
which  is  led  by  controversial 
industrialist-turned-politiciar 
Christoph  Blocher,  scored  mon 
votes  than  any  other  party.  It 
now  wants  two  seats  in  the 
seven-member  coalition 
government,  instead  of  the  on 
seat  it  is  traditionally 
apportioned.  If  Blocher  is 
refused,  the  SVP  will  become 
Switzerland's  first  real 
opposition  party.  Either  way, 
Blocher  has  a  platform  for  his 
anti-immigrant  agenda. 
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.  The 
BusinessWeek/ 
chitectural  Record 

Awards 

:ar  more  than  a  beauty  contest,  this  competition  judges  architecture 
on  how  well  it  solves  business  problems.  The  winners  range  from 
iannett's  new  headquarters  in  Virginia  to  a  childbirth  clinic  in  Japan 


NCE  A  YEAR,  Business- 
Week joins  with  Archi- 
tectural Record,  a  sister 
publication  at  The  Mc- 
Graw-Hill Companies, 
to  run  an  international 
contest   that   rewards 
stinguished  architecture  for  its  ability  to 
eet  serious  business  goals.  Most  archi- 
:tural  contests  honor  aesthetics  and  ap- 
aud  the  beauty  of  the  structures  built. 
le  BusinessWeek  awards  program,  spon- 
red  by  the  American  Institute  of  Archi- 
cts,  is  alone  in  having  both  architects 
id  businesspeople  on  its  jury.  Together, 
ey  decide  how  well  corporate  head- 
larters,  offices,  hospitals,  hotels,  and 
useums  address  business  issues. 
The  2003  jury  was  extremely  selective, 
ring  awards  to  just  10  out  of  168  en- 
es.  The  winners  range  from  an  Apple 
>mputer  Inc.  retail  computer  store  in 
;w  York's  trendy  SoHo  to  a  childbirth 
nic  in  Japan.  They  include  the  new 
innett  Co./USA  Today  corporate  head- 


quarters in  McLean,  Va.,  and  small-busi- 
ness startup  offices  in  Switzerland.  A  pre- 
cious Frank  Lloyd  Wright  building  in 
Bartiesville,  Okla.,  was  saved  from  the 
wrecker's  ball. 


STATELY  IN  SOHO 

Apple  Computer's  new 
downtown  New  York  shop 


With  such  winners,  "the 
predictable  language  of  archi- 
tecture was  challenged," 
says  jury  chair  Brad  Cloepfil, 
founder  of  Allied  Works  Ar- 
chitecture in  Portland,  Ore. 
The  distinguished  jury  in- 
cluded Sam  Farber,  founder  of 
COPCO  and  OXO;  Jose  Onci- 
na,  general  manager  for 
worldwide  real  estate  at  Mi- 
crosoft; Rich  Varda,  vice-pres- 
ident for  design,  architecture, 
and  engineering  at  Target; 
Marion  Weiss  of  Weiss/Man- 
fredi  Architects;  and  Karen  Stein,  editori- 
al director  of  Phaidon  Press,  among  oth- 
ers. Here  is  their  selection  of  the  best 
awards  for  architecture  in  2003. 

-By  Bruce  Nussbaum  in  New  York 
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Where 
Apples 
Really 
Shine 


APPLE  COMPUTER  INC. 
designed  its  store  in  New 
York's  SoHo  district  by 
bringing  together  a  team 
that  included  architects, 
graphic  designers,  product  developers, 
merchandising  people,  and  CEO  Steve 
Jobs,  to  create  a  space  that  projects  the 
philosophy  of  the  company— and  moves 
product.  The  store  is  spare,  with  a  small 
number  of  Apple  computers  and  iPODs 
displayed  as  objects  of  desire,  almost  as  if 

they  were  in  a 

BusinessWeek/ 
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Record 
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museum.    Cus- 
tomers interact 
with  them,  and 
the  store  has  a 
fun,    party    at- 
mosphere. Simple,  clear  signs  reading 
"buy,"  "photos,"  and  "genius  bar"  (the 
help  desk)  move  people  along.  The  store, 
in  a  landmark  1920s  building  with  a  neo- 
classic  facade,  is  wide  open,  with  a  large 
skylight  and  a  central  glass  staircase  that 
appears  to  float  up  to  a  second  story.  Up- 
stairs is  a  kids'  space  for  playing  with 
software  and  a  40-seat  conference  room 
that  demonstrates  Apple  music,  video, 
and  other  products.  "The  store,  like  Ap- 
ple, is  all  about  information,  interaction, 
and  access,"  says  jury  chair  Cloepfil. 
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Apple  SoHo  Store 

New  York  City 


Client  Apple  Computer,  Cupertino, 


Architect  Bohlin  Cywinski  Jackson 
Berkeley,  Calif. 


Building  Type  High-profile  retail  store 
in  historic  building 


A  GEM  RESCUED 

Frank  Lloyd  Wright's 
only  skyscraper  was 
saved  from  razing 


Doin 


Wright  Thing 


IT'S  NOT  OFTEN  THAT  AN  ARCHI- 
tect  can  save  an  important  piece  of 
history,  but  Wendy  Evans  Joseph 
rescued  a  Frank  Lloyd  Wright  build- 
ing in  Bartlesville,  Okla.  Back  in  the 
1950s,  the  19-story-tower  was  a  beacon 
on  the  prairie.  It  had  included  retail 
space,  offices,  and  apartments.  By  the 
'90s,  it  was  decrepit  and  mothballed.  In- 
stead of  razing  Frank  Lloyd  Wrighf  s 
only  skyscraper,  local  owners  donated  it 
to  the  nonprofit  Price  Tower  arts  center, 
which  then  needed  some  way  to  sustain 
its  activities.  By  de- 
signing a  21-room 
hotel,  which  included 
a  restaurant,  confer- 
ence center,  and  bar 
that  worked  within 
the  confines  of  the 
outmoded  building, 
Joseph  was  able  to 
provide  the  financial 
stability  to  make  the 
arts  center  viable— 
and  keep  the  historic 


IN  THE  SPIRIT  Josephs 

revamp  is  in  keeping 
with  the  original  style 


building  alive.  She  used  wood  inlays, 
built-in  furniture,  and  other  materials 
and  furnishings  in  keeping  with  the  orig- 
inal architect' s  famous  style.  And  Joseph 
left  room  for  a  future  gallery7  and  space 
for  education  programs.  "It's  a  pretty 
significant  feat  to  work  within  the  foot- 
print and  vocabulary  of  a  guy  like 
[Frank  Lloyd  Wright]  in  a  building  from 
1955,  and  use  a  relatively  modest  budget 
to  create  a  sustainable  economy  to  pre- 
serve it,"  says  juror  Rob  Forbes,  founder 
of  Design  Within  Reach. 


Inn  at  Price 
Tower  and 
Copper 
Restaurant 

Bartlesville,  Okla. 


Client  Price  Tower 
Arts  Center 


Architect  Wendy  Evans 
Joseph,  New  York 


Building  Type  Hotel  with 
a  restaurant  and  bar 
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Not  Just  Another 
Big  Glass  Box 


CORPORATE  HEADQUARTERS 
drew  more  submissions  than 
any  other  category,  and  Gan- 
nett Co./ usa  Today  in  McLean, 
Va.,  was  the  only  winner.  The 
building  breaks  with  the  familiar  recycled 
modernism  look  of  most  corporate  cam- 
puses. It  isn't  a  typically  big,  bulky  glass 
box.  Instead,  the  architects  split  what 
could  have  been  one  massive  building 
into  two  separate  towers,  providing  dis- 
tinct identities  for  both  the  parent  com- 
pany and  its  largest  subsidiary,  usa  Today. 
The  towers  rise  from  a  common  four-sto- 
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ry  base,  the  podium,  which  has  high  ceil- 
ings and  open  spaces.  The  podium  is 
modeled  after  a  town  square— an  open 
community  with  people  gathering  and 
moving  about.  It  has  a  common  lobby 
and  courtyard  that  bring  people  together. 
Abundant  light  streams  in  through  walls 
of  glass.  Gannett  is  a  communication 
company,  and  the  nature  of  this  building 
reflects  that.  "The  design  was  driven  "from 
a  business  use  rather  than  a  corporate  im- 
age," says  Debra  Lehman-Smith,  a  part- 
ner in  Lehman-Smith  +  McLeish,  which 
did  the  interiors,  in  conjunction  with 


Gannett/OSA  Today 

Corporate 

Headquarters 

McLean,  Va. 


Client  Gannett  Co. 


Architect  Kohn  Pedersen  Fox 
Associates  PC,  New  York 


Building  type  Corporate  headquarters 
for  a  newspaper  and  its  parent 


Kohn  Pedersen  Fox  Associates.  Yet  ttT 
owners  and  architects  went  out  of  the 
way  to  add  rooftop  terraces  and  extensn 
landscaping  to  integrate  a  green  enviroi 
ment  into  the  building's  work  areas.  Th 
jury  noted  that  this  corporate-headqu 
ters  project  was  a  particularly  though 
architectural  solution  to  a  highly  compli 
business  problem. 
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T  IS  A  CASE  OF  ARCHITECTURE 
reconceptualizing  and  rebranding  a 
business.  By  taking  a  mom-and-pop 
copy  shop  on  the  ground  level  of  an 
Oklahoma  City  parking  garage  and 

libiting  what  it's  really  about— text, 

L>er,  image— the  architects 

re  able  to  help  turn  it  into  a 

ger,     more     sophisticated 

nning  and  imaging  compa- 
Both  employees  and  cus- 

lers  began  to  think  differ- 

ly    about    the    company. 

iployee  productivity  rose, 

I  so  did  the  employee-reten- 

!i  rate.  The  company  was 
e  to  attract  a  higher- caliber 
es  force— people  who  like 
rig  part  of  an  innovative, 
itive  organization.  The  re- 
ign also  attracted  new  up- 
■•le  clients,  such  as  law  firms, 
|l  expanded  the  business 
siderably. 

ilass  walls  allow  potential 
nts  to  see  the  high-tech 
:  duction     process.     Other 
Is  are  cleverly  covered  in 
y  paper.  Rare  old  typewrit- 
display  the  history  of  the 
tpany,  which  started  as  a 
person  typewriter  repair 
p.  Displays  show  the  evolu- 
of  information  duplication 
n  typewriters  to  copy  ma- 
les   to    digital    scanning. 
/  firms  are  using  space  at 
imaging  company  to  hold 
ferences  and  meetings,  so- 


Imaye  Net  Scanning 
and  Imaging  Facility 

Oklahoma  City 

Client  BMI  Systems 


Architect  Elliot  +  Associates 
Architects,  Oklahoma  City 


Building  Type  Production  work  space 


lidifying  their  ties  to  the  duplicating  firm. 
On  landing  its  largest  job  ever,  the  com- 
pany asked  the  client  why  it  was  chosen. 
The  law  firm  replied:  "We  appreciated  the 
company  history,  clearly  understood  the 
process  of  producing  our  job,  and  we 
could  see  that  the  work  space  was  inven- 
tive, efficient,  organized,  and  clean."  Says 
juror  Jose  Oncina  of  Microsoft  Corp.: 
"The  architects  came  up  with  a  unique 
solution  that  worked  for  the  company." 
Adds  juror  Sam  Farber:  "The  little  paper 
company  grew  a  lot  after  the  redesign. 
The  architecture  accomplished  its  goal." 


fa 


jSnPTALK  Clients  use 
;'t  redesigned  space  for 
ferences  and  meetings 
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HI,  DAD 

Unlike  at  most 
Japanese 
hospitals, 
fathers  are 
welcome  here 


Sekii  Ladies  Clinic 

Hurukawa,  Miyaga,  Japan 


Client  Hidetaka  Sekii 


Architect  Atelier  Hitoshi  Abe, 
Sendai,  Miyagi,  Japan 


Building  Type  Birthing  clinic 


Nurture 

For  New 
Moms 


l 


F  THERE  WAS  A  FAVORITE  winner 
among  the  jury  members,  this  Japan- 
ese childbirth  clinic  was  it.  Too  often 
in  Japan,  as  in  the  U.S.,  visitors  to 
public  facilities  such  as  hospitals  and 
schools  are  confronted  with  bland,  cold 
architectural  design. 

Not  at  the  Sekii  Ladies  Clinic.  It 
brings  elegance,  warmth, 
and  simplicity  to  an  other- 
wise bleak  urban  setting. 
The  building,  with  its  mod- 
ern, open,  light-filled  spaces, 
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is  very  different  than  traditional  Japai 
ese  hospitals. 

Founded  by  a  Japanese  husband-am 
wife  doctor  team,  the  clinic  is  revolutio 
ary  for  Japan,  where  women  usually  gi 
birth  in  large,  alienating  public  hospita 
without  any  family  members  present, 
Japan,  the  entire  issue  of  women's  heal 
tends  to  be  brushed  under  the  table 

The  architecture  of  this  private  clin 
helps  change  that  by  using  space,  mate 
als,  and  interior  gardens  to  provi 
mothers  a  richer,  warmer  experien 
There  are  delivery  rooms  that  admit 
thers  and  children.  And  the  excellent  d 
sign  of  the  building  itself  celebrates  gi 
ing  birth  and  doesn't  try  to  hide  it.  "Th 
rethought  the  whole  proce 
by  using  architecture,"  sa 
juror  Stein  from  Phaidi 
Press.  "We  were  all  fascinat 
by  it." 
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Hotel 
HABITA 

Mexico  City,  Mexico 

Client  Moises 
Micha 

— If  ^J                             0 

3HBl<  ss  * 
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Architect  Taller 
Enrique  Norten 
Arquitectos, 
Cuernavaca,  Mexico 

Building  Type 

Boutique  hotel 

Glowing  Jewel 


BY  ENCLOSING  the  old  brick 
structure  inside  translucent 
green-blue  glass  and  lighting 
it  up  from  the  inside,  the  ar- 
chitects completely  trans- 
formed a  grim,  1950s  apart- 
ment building.  Located  in  a 


shabby  neighborhood  of 
Mexico  City,  the  now-lumi- 
nous 36-room  boutique  hotel 
caters  to  an  upscale  clientele. 
Handmade  wallpaper  and 
sleek  built-in  furniture  con- 
vey an  exclusive  aura. 


Easing  Communication! 


r) 
ill. 


Orange 
Innovations 
Innovation  Center 

Cambridge,  Mass. 


Client  Orange  Innovations 


Architect  Anmahian  Winton 
Architects,' Cambridge,  Mass. 


Building  Type  U.S.  center  for  Britain- 
based  mobile  phone  company 


IN  PUTTING  UP  an  ij 
novation  center  in  til 
technology  hotbed 
Cambridge,  Masd 
Orange,  one  of  Ei 
rope's  largest  mobill 
phone    companiJ 
uses    bamboo    ga 
dens,  light,  and  op« 
spaces,  to  foster  cor  * 
munication     amor 
its  employees.  Cu 
tom-built  workplace 
rather  than  cubicle 
convey  the  value  O 
ange   places   on 
employees.   "I  like 
the  humility  of  th 
project,"    says    ju: 
chair  Cloepfil.  "Tl 
solutions  were  sir 
pie,  and  the  arch 
tects    exercise    sel 
restraint." 
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Design  is  not  a  circus. 

<^Sod°!!'t,etanacrobat 
send  your  data-rich  design  files. 

DWFthem. 


Any  old  acrobat  can  PDF  your  word  documents  or 
fem,ly  photos.  But  if  you're  sending  design  files 

X  htr:ngs'maps'andmode,s-,nf^t's 

(M9       he fastest,  smartest,  most  secure  way 
UWFrt    No  clowning  around. 

Find  out  how  easy  it  is  to  DWF  today  at 
www.autodesk.com/noPDF 
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Tech 
Goes 
Bucolic 


CONSTRUCTING  A  NEW  BUILD- 
ing  for  high-tech  startups  in 
the  Swiss  countryside  without 
upsetting  the  cows,  marring 
the  pastoral  landscape,  or  an- 
gering local  farmers  was  no  easy  feat.  By 
putting  four  stories  and  the  garage  un- 
derground, the  architects  hide  much  of 
the  mass  of  the  new  structure.  By  using 
materials  and  colors  that  blend  into  the 
countryside,  and  siting  the  structure  so 
that  it  appears  to  flow  into  neighboring 


COW  COUNTRY 

With  four  stories 
underground, 
its  footprint  is 
minimalized 


pastureland,  they  created  a  re- 
search workplace  with  a  warm, 
crafted,  organic  feel  to  it. 
Aboveground,  there  are  tall 
windows  overlooking  sur- 
rounding mountains  that  let  a 
large  amount  of  light  into 
laboratories,  conference  halls, 
offices,  and  other  workspaces 
for  new  businesses.  "It's  a 
building  with  a  very  technological  func- 
tion going  on  inside,  but  it  still 
responds  to  the  people  and  the  context 


Trumpf  Start-Up  Offices 

Grusch,  Switzerland 


Client  Trumpf  Grusch  AG 


Architect  Barkow  Leibinger  Architects,  Berlin 


Building  Type  New  space  for  startup  businesses 


surrounding  it,"  says  juror  Rich  Varda 
from  Target.  "It's  done  in  a  very 
thoughtful  way." 


Darwin  Centre 
Museum 

London 


Client  The  Natural 
History  Museum 


Architect  HOK 

International,  London 


Building  Type  Museum 
and  research  center 


That' s 
Evolution 


THE  MUSEUM  NEEDED  more 
room  to  house  its  huge  col- 
lection of  22  million  zoologi- 
cal specimens  as  well  as  addi- 
tional laboratory  space  for  its 
scientists.  By  putting  up  a 
new  building  that  gave  the 
public  access  to  the  collec- 
tion, Darwin  Centre  in- 
creased not  only  storage  but 
visitors  as  well.  Attendance 
rose  sharply  when  the  build- 
ing opened.  An  atrium  lets 
the  public  watch  scientists  at 
work,  open  shelves  put  the 
specimens  on  display,  and 
touch-screen  terminals  allow 
museumgoers  to  explore  the 
collections.  Outside,  the 
caterpillar-like  inflated  roof 
alludes  to  the  contents  of  the 
building. 


Stealth/Ogilvy 
Spec  Offices 

Culver  City,  Calif. 


Client  Samitaur  Constructs 


Architect  Eric  Owen  Moss 
Architects,  Culver  City 


Building  Type  New  offices 
for  media  businesses 


Media  Magnet 


We  s 


rest  < 


SOMETIMES  architecture  is 
the  business  plan.  By  using  a 
striking  design— instead  of 
the  usual  canned  low-rise 
buildings— for  spec  office 
space  in  a  run-down  section 
of  Culver  City,  Calif.,  the  own- 
ers hope  to  attract  ad  agen- 
cies, movie  studios,  and  other 
media  businesses.  The  archi- 
tecture distinguishes  the 
building  in  an  otherwise  drab 


office  market.  The  long-term 
goal  is  to  turn  a  neglected  ur- 
ban area  into  a  corporate 
park.  One  juror,  Sheila 
Kennedy  of  Kenney  &  Violich 
Architecture,  applauded  the 
decade-long  relationship  be- 
tween developer  and  archi- 
tect. But  another,  Rich  Varda 
from  Target,  worried  that  the 
jagged  shape  of  the  building 
might  be  off-putting. 
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We  see  management  a 
little  differently  from  the 
rest  of  the  crowd. 


the 


^ 
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Not  with  us  it  isn't. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 


'Copyright  2003  NetlQ  Corporation  All  rights  reserved.  NetlQ  and  the  NetlQ  logo  are  registered  trademarks  of  the  NetlQ  Corporation, 
ill  other  names  and  products  mentioned  herein  may  be  the  registered  trademarks  of  their  respective  companies. 


netfJD 

Work  Smarter. 


Social  Issues  Education 


A  New  Minority 
Track  to  Higher  Ed 

High  schools  are  grooming  poor  kids 
through  new  ventures  with  colleges 


UNTIL  LAST  JUNE, 
Jerusha  Clark,  14,  was 
stuck  in  a  crowded  mid- 
dle school  in  a  tough  in- 
ner-city section  of  Day- 
ton, Ohio.  Wild  kids 
disrupted  her  classes, 
she  says,  making  learning  difficult.  Most 
local  high  schools,  where  Clark,  a  self-de- 
scribed bookworm,  would  have  started 

An  Alternative 
To  Affirmative 
Action 

This  fall,  19  new  early-college 
high  schools  have  opened 


the  ninth  grade  in  August,  weren't  much 
better.  So  when  a  former  principal  sug- 
gested an  unusual  public  school  that  was 
opening  this  fall,  Dayton  Early  College 
Academy,  she  and  her  mother— who  nev- 
er went  to  college— jumped  at  the 
chance.  Clark  got  in  and  now  goes  to  high 
school  in  classes  held  at  the  University  of 
Dayton,  the  school's  partner.  "I've  always 
planned  to  go  to  college,"  says  Clark,  who 

■  Private  foundations  put  up  $60 
million  to  seed  the  idea,  which 
combines  high  school  and  the  first  two 
years  of  college  in  programs  aimed  at 
minority  and  poor  students.     . 

■  Students  get  a  better  education  than 
they  can  in  many  traditional  public  high 
schools.  Classes  are  usually  smaller, 
and  the  teachers  are  better. 


figures  Dayton  Academy  will  boost  J 
chances  of  getting  in. 

For  decades,  universities  have  relied; 
affirmative-action  programs  to  bringi 
poor  minorities  like  Clark.  Now  an  exp 
imental  concept,  called  early- college  h 
school,  is  attempting  to  attack  the  roo 
the  nation's  racial  divide  in  higher  ed. ' 
new  schools  combine  high  school  and 
first  two  years  of  college  in  four  year* 
give  motivated  kids  from  poor,  mosdy  i 
nority  neighborhoods  an  accelerated  ei 
cation  with  smaller  classes  and  be) 
teachers.  Many  are  run  in  conjunct 
with  local  colleges,  with  students  tak 
high  school  and  university-level  clas 
on  campus. 

WORRISOME  STATS 

THE  EXPLICIT  GOAL:  to  narrow 
chronic  gap  between  minorities  a 
whites.  Just  18%  of  blacks  and  10% 
Hispanics  earn  a  college  degree  by  age 
vs.  34%  of  whites,  says  Jobs  for  the  i 
ture,  a  Boston  nonprofit  that's  coordin 
ing  a  number  of  early- college  prograi 
Such  statistics  worry  experts  who  say  tl 
perpetuate  the  income  gap  between 
races  and  fuel  inner- city  crime.  Says  T< 
Vander  Ark,  executive  director  for  edu 
tion  at  the  Bill  &  Melinda  Gates  Foun< 
tion  in  Seattle:  "It's  vitally  important  tl 
we  double  the  number  of  minority  colk 
graduates  by  2020." 

This  fall,  19  early-college  high  scho 
with  about  4,000  students  opened  in 
states.  Backed  by  more  than  $60  milli 
in  grants  from  the  Gates  Foundation  a 
three  other  philanthropic  outfits,  at  le 
125  more  programs  with  a  total  of  50,0 
students  are  due  to  open  in  the  next  f 
years.  In  addition,  15  state  education 
fices  have  asked  for  foundation  support 
set  up  similar  schools  at  a  statewide  le\ 

Because  the  idea  is  so  new,  there's 
hard-and-fast  model  yet.  Erasmus  I- 
High  School  in  Brooklyn,  N.Y.,  has  cc 
verted  one  of  its  buildings  into  an  eat 
college  program,  whose  students  will  a 
take  classes  at  nearby  Brooklyn  Colle 
Another  approach  is  coming  at  the  Ace 

■  They  also  can  earn  up  to  two  years  of 
college  credit,  increasing  the  chance 
that  they  will  go  to  a  university  and  stick 
it  out  to  get  a  B.A. 

■  Most  of  the  programs  are  run  by  local 
school  districts  and  a  partner  college. 
They're  also  free,  making  higher 
education  more  affordable  for  those 
whose  families  can't  pay. 
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May  we  suggest  a  more  intelligent  way 
to  improve  customer  retention? 

Business  Intelligence  from  Business  Objects 


sue! 
ocal 


Who  are  your  most  profitable  customers?  Why  are  they 
profitable?  And  what  will  it  take  to  retain  them?  If  you 
can't  answer  all  those  questions,  perhaps  you  should  talk 
to  someone  who  can.  Namely  Business  Objects. 
Our  business  intelligence  software  mines  customer 
information  from  all  your  systems -sales,  marketing, 
customer  support,  finance -and  presents  an  integrated 
view  of  each  and  every  customer.  You'll  understand 
why  some  customers  are  more  profitable  than  others. 
How  to  keep  the  profitable  ones.  And  make  others 
more  profitable.  You'll  even  get  more  value  out  of  your 
customer  relationship  management  (CRM)  software. 


There  is,  of  course,  a  great  deal  more  that  Business  Objects 
can  do  for  you.  Our  business  intelligence  solutions  enable 

i 

you  to  track,  understand,  and  manage  your  entire  business. 
So  you  can  make  better  decisions,  improve  operational 
efficiency,  and  discover  new  sources  of  revenue.  In  fact, 
more  than  17,500  companies  rely  on  our  solutions  to 
unlock  the  power  of  information  to  improve  enterprise 
performance  every  day.  Perhaps  you  should,  too. 
For  our  free  business  paper  "Optimizing  Enter}' 
Performance  through  Customer  Intelligence"  visit 
www.businessobjects.com/retention.  Or  call  1-800-527-0580. 
Because  a  good  customer  is  a  terrible  thing  to  lose. 


Business  Objects 
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:■■■£- 


what's  the 
take-home 
value? 


That's  the  first  question  you  ask  before  investing  in  executive  education. 
You  want  a  practical  benefit  that  you  or  your  team  can  use  back  in 
the  office. 

IMD  works  closely  with  more  than  150  of  the  world's  leading  companies 
in  our  Learning  Network  to  identify  current  business  issues  and 
translate  them  immediately  into  practice  oriented  learning  material. 

You  will  leave  IMD  with  fresh  ideas  to  implement  new  strategy  and 
solutions  immediately  for  your  company. 

IMD  is  firmly  planted  in  the  Real  World,  to  deliver  Real  Learning. 

For  more  details  about  the  "take-home  value"  of  each  of  our  19  open 
programs,  see  www.imd.ch/bwu 


IMD  is  regularly  rated 
one  of  the  world's  top 
business  schools.  It  is  truly 
international:  each  year 
more  than  5,000  managers 
of  70+  nationalities 
attend  programs  at  all 
levels  of  responsibility. 


Chemin  de  Bellerive  23 
PO  Box  91 5 
CH-1001  Lausanne 
Switzerland 

Tel:+41  21  618  03  42 
Fat:  +41 21 61807 15 

E-mail:  info@imd.ch 
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Manage  Your  Account  Online 

Now  you  can  manage  your  subscription  through  the  internet.  You  may  change  your 
delivery  address,  check  your  account  status,  renew  your  subscription,  pay  your  invoice, 
report  a  missing  or  damaged  copy  or  suspend  delivery  of  your  magazine  through  our 
Customer  Service  site.  You  may  go  directly  to  WWW.businessweek.com/service.htm 
or  follow  these  simple  steps: 

1.  Go  to  www.businessweek.com 

2.  Scroll  down  the  left  side  listings  until  you  reach  the  "Customer  Service"  link. 

3.  Click  on  the  "Customer  Service"  link. 

4.  Scroll  down  below  and  click  on  US/Canadian  subscribers  link 

NOTE:  You  will  need  your  account  number,  which  appears  on  the  label  of  your  magazine. 

For  individual  subscriptions,  changes  or  inquiries: 

Phone  (800)  6354200 

Email:  bwcustomerservice@neodata.com 

Education  Department 

Phone:  (800)843-7352       Fax:  (800)876-9416 

Email:  bw_group@businessweek.com 

Web  Site:  www.resourcecenter.businessweek.com 
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erated  School,  in  a  tough  section  of 
Angeles.  Its  founders  are  spending 
million  to  build  a  new  K-12  school, 
high  school  portion  of  which  is  an  ea 
college  program  affiliated  with  the  Cali 
nia  State  University  at  Los  Angeles. 

At  Clark's  school,  the  Universit) 
Dayton  volunteered  space  for  the  en 
school.  High  schoolers  mingle  with 
college  students  but  attend  their  « 
classes.  Qualifying  Dayton  Academy 
dents  may  also  take  university  fon 
language  and  computer  classes— notf 
else  yet— free  of  tuition.  The  inaugi 
class  consists  of  93  ninth-graders,  80' 
whom  are  black,  and  will  grow  to  40( 
the  time  Clark  graduates  in  2007. 


PERSONAL  PASSION 

Students— PICKED  IN  a  loose  selea 
process  one  of  whose  criteria  is  a  s 
portive  parent— must  be  self-motiv; 
and  are  required  to  do  an  annual  pro 
on  a  personal  passion.  Clark  plans  one 
computers,  while  Anthony  Staup,  14,  \ 
wants  to  be  a  defense  lawyer,  is  orgai 
ing  a  debate  on  the  civil  rights  of  Guai 
namo  Bay  prisoners.  "Where  this 
work  is  among  kids  who  are  highly  qi 
ified,  from  lower-income  families 
normally  wouldn't  go  to  college,"  says 
ucation  expert  Anthony  P.  Carnev 
vice-president  at  the  Educational  Tes 
Service  in  Princeton,  N.J. 

Of  course,  the  early-college  experim 
is  far  from  proven,  since  the  first  c 
won't  graduate  for  three  years.  Also, 
idea  may  not  be  sustainable  without  ir 
sions  of  money.  So  far,  foundations  h 
paid  to  develop  the  idea  and  set  up  the  t 
grams.  But  most  exist  on  a  public-sch  la 
budget.  Dayton  Academy  gets  $5,20 
year  per  student,  the  same  as  other  Day 
schools.  Principal  Timothy  Nealon  sayi 
needs  $8,500  but  is  scraping  by  beca 
the  university  is  donating  space  and  r. 
fessor  time.  Scrimping  by  buying  u 
textbooks  on  Amazon  also  helps. 

Still,  the  early-college  idea  is  attraci 
to  universities,  which  often  come  un 
pressure  to  take  more  local  students 
blue-chip  colleges,  including  Stanf 
University  and  the  University  of  Chica 
are  talking  to  the  Woodrow  Wilson  ] 
tional  Fellowship  Foundation  ab 
launching  early-college  initiatives, 
kind  of  a  grow-your-own  diversity" 
gram,  says  Robert  J.  Baird,  the  Wilsc 
director  of  school-university  parte 
ships.  As  it  catches  on  with  Jerusha  CI 
and  thousands  of  other  aspiring  min< 
ties,  early  college  may  yet  turn  out  to  t 
new  dawn  in  higher  education.  ■ 

-By  Brian  Grow  in  Chit 


% 


V 


Ism 


68  I  BusinessWeek  I  November  3,  2003 


RCHITECTURAL    DESIGN:     INNOVATIVE    SOLUTIONS 

MUNI    IN-DEPTH  DOWNLOADABLE   PROFILES  ON  THESE  AND  OIHIH  DESIGN  PROJECTS,  VISIT  WWW.ARCH-S0LUTI0NS.COM 


Harrison  Woodfield  Architects,  Inc. 


Santa  Rosa,  CA  •  707.542.1675  •  www.harrisonwoodfieldarch.com 


Located  in  California's  pre- 
mium wine  country,  Harrison 
Woodfield  Architects  specializes 
in  the  design  of  unique  estates, 
custom  homes,  and  resorts. 


old-world  building  with  cutting 
edge  construction  techniques. 
Two  areas  of  innovation  are 
sustainable,  energy-efficient 
materials  and  high  tech  integra- 


The  massive  earthquake-resistant 
structure  provides  excellent 
energy  and  sound  insulation  and 
allows  steel  windows  to  be  set 
deep  in  the  thick  walls. 


Earthquakes,  wildfires  and  exqui- 
isite  beauty  are  all  a  part  of  nature 
hi  in  the  west.  Harrison  Woodfield 
$;•  designs  in  harmony  with  all  of 
qi  i  nature,  its  serenity  and  its  violence. 

This  project  combines  the 
b|  romance  and  permanence  of  an 

in 

est 


tion  of  mechanical-electrical 
systems.  All  walls  are  constructed 
with  recycled  polystyrene  and 
cement  forms,  filled  with  rein- 
forcing steel  and  concrete,  drasti- 
cally reducing  the  use  of  lumber 
and  limiting  maintenance  cost. 


Plaster  can  be  applied  directly 
to  the  interior  walls  without 
drywall.  Improved  fire  protection 
comes  from  the  use  of  concrete 
and  elimination  of  air  space  in- 
side the  walls:  pipes  and  cables 
are  easily  cut  right  into  the  poly- 
styrene/cement framework. 

Low  voltage  wiring  and  soft- 
ware control  the  lighting,  music, 
climate  control,  intercom  and 
alarm  systems  from  a  small, 
user-friendly  panel  in  every  room. 
Lighting  throughout  the  property 
can  be  controlled  from  each 
panel  and  music  and  TV  selec- 
tions changed  remotely.  Heating 
and  alarm  features  can  be  oper- 
ated by  phone  before  arrival,  or 
monitored  while  on  vacation. 


H  a  r  r  i  s  o  iv///Wo  0  d  f  i  e  1  d 
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Harrison  Woodfield  Architects'  designs,  traditional  or  contemporary, 
have  one  objective  -  to  marry  function,  beauty  and  innovative,  sustainable 
solutions  with  cost  effectiveness  -  all  for  the  lasting  delight  of  its  clients. 


^AXIA  architects 

:d 

-  ,    Rheodyne  is  a  manufacturer  of 

tjn  precision  fluidic  devices  for  analytic 
sd  instruments.  After  a  number  of 
Xi  years  of  fairly  passive  operations 
schiand  under  new  ownership,  the 
3  :ompany  was  undergoing  a  trans- 
formation in  business  direction, 
jays  energy  and  attitude.  New  product 
«a  development  was  producing  results 
nil  and  orders  were  beginning  to  grow 
?  u  'dramatically.  The  limitations  of 
:he  existing  facility  would  soon 
130  oecome  a  limit  to  growth. 
w ;  Rheodyne's  new  building  enclos- 
%  k  67,000  ft2  and  accommodates 
*'he  corporate  offices,  marketing 
,  ind  engineering  sections,  a  testing 

11// 
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and  assembly  area  and  shipping 
and  receiving.  AXIA's  use  of 
standard  steel  components  for 
much  of  the  shell  enabled  a  swift 
design-to-build  resolution  of  the 
project,  suiting  the  budget,  as 
well  as  being  sympathetic  to  the 
"high  tech"  concept.  AXIA  fast- 
tracked  the  design,  regulatory 
review,  and  construction  phase 
and  the  new  building  was  occupied 
less  than  or\e  year  after  commenc- 
ing the  process. 

This  new  facility  provides 
state-of-the-art  manufacturing  and 
office  spaces  with  the  designed- 


Santa  Rosa,  CA  •  707.542.4652  •  www.axiaarchitects.com 

'  work  teams;  improved  morale  due 
to  much  superior  exercise  and 
lunch  facilities;  and  a  lighter,  more 
uplifting  work  environment  due 
to  extensive  windows,  daylighting 
and  sunscreens. 

The  design  draws  inspiration 
from  both  the  Rheodyne  product 
line,  which  is  machined,  curved, 
and  related  to  fluids  and  from 
the  company's  approach  to  their 
business  -  people  intensive, 
direct,  engineered,  solution 
oriented  and  creative.  The  new 
facility  reflects  and  enhances 
the  corporate  image  while 
complimenting  the  new  product 
development,  Rheodyne's  new 
role  within  the  industry  and  its 
new  market  efforts. 


in  flexibility  to  accommodate  future 
changes  in  the  assembly  process 
and  technology  as  well  as  expan- 
sion. The  new  facility  has  resulted 
in  dramatic  changes  in  increased 
efficiency  in  shipping,  receiving  and 
assembly  flow;  increased  flexibility 
in  the  arrangement  of  assembly 


AXIA 


architects 

AXIA  Architects  is  known  for  intelligent  problem  solving,  a  commitment  to  an 
architecture  specifically  suited  to  a  place  and  a  thorough  understanding  of  the 
client  and  their  program.  A  commitment  to  the  craft  of  architecture,  the  appro- 
priate use  of  materials  and  sensitive  detailing  is  also  apparent  in  their  work. 
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The  Weidt  Group 

The  Weidt  Group,  2003  AIA 
Minnesota  Firm  of  the  Year, 
and  one  of  the  originating  firms 
working  in  what  is  now  known 
as  sustainable  design,  has  been 
helping  create  and  validate  envi- 
ronmentally appropriate  building 
designs  since  1977. 

Their  recent  collaborations  with 
over  200  architectural  and  engi- 
neering firms  has  helped  save 
building  owners  more  than  1 5  mil- 
lion dollars  annually  while  reduc- 
ing air  pollution  by  209  thousand 
tons  each  year  through  focusing 
on  energy  efficiency  and  improved 
indoor  environmental  quality. 

Decision  support  and  design 
support  are  the  heart  of  their 
work.  The  Weidt  Group  models 
the  impact  of  proposed  design 
decisions  to  help  facilitate  value- 
based  resolutions.  The  Weidt 
Group  provides  these  services 
to  building  owners,  design  firms 
and  utilities  for  all  building  types. 

Verification  of  built  projects  is 
a  routine  part  of  their  services. 


Minnetonka,  MN  •  952.938.1588 


Top:  Sandia  DISL  Facility  -  Architect:  Dekker  Perich  Sabatini 

Bottom:  Jordan  Park  School  of  Extended  Learning  -  Architect:  Kodet 

Architectural  Group,  LTD. 


A  recent  study  illustrated  that  their 
verification  procedures  have  helped 
insure  a  high  implementation  rate 
leading  to  consistent  energy  cost 
savings  from  30%  to  60%. 

From  helping  establish  the  first 
national  energy  code  to  recent 
work  on  international  measure- 
ment and  verification  protocols 
for  new  construction,  their  re- 
search in  support  of  practice  is 
shared  with  the  design  and  con- 


struction community.  Their  staff 
remains  active  with  the  American 
Institute  of  Architects,  ASHRAE, 
the  Midwest  Energy  Efficiency 
Alliance  and  the  USGBC  with  five 
LEED™  accredited  professionals. 
Just  as  The  Weidt  Group  uses 
and  creates  advanced  software 


Meredith  Publishing  -  Architect: 
Herbert  Lewis  Kruse  Blunck 

tools  to  model  building  perform- 
ance, they  have  also  created  soft- 
ware tools  that  model  manufac- 
turers' products  to  facilitate  other 
types  of  product  selection  and 
decision-making.  Their  software 
clients  include  Andersen  Windows 
and  GE  Water  Technologies. 
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Goody,  Clancy  &  Associates 

The  award-winning 
exterior  renovation  of 
the  Massachusetts 
State  House  illustrates 
Goody  Clancy's  breadth 
of  creativity  and  skill. 
Conditions  assess- 
ments, material  con- 
servation, and  detailed 
repairs  have  revived 
a  National  Historic 
Landmark.  This  com- 
prehensive structural 
and  cosmetic  restora- 
tion of  a  200  year-old 
building  fused  distinc- 
tive period  designs 
with  our  team's  mod- 
ern expertise.  Visitors, 
neighborhood  resi- 
dents, and  building  occupants 
who  remained  present  throughout 
the  restoration,  now  delight  in 
the  intricacies  of  its  restored  details 
and  the  glow  of  its  re-gilded  dome. 

Goody  Clancy  excels  both  in 
preserving  historic  landmarks  and 
in  creating  new  icons.   Rawls 


The  Massachusetts  State  House  received  multiple 
awards  including  the  National  Trust's  2003  "National 
Preservation  Honor  Award". 


Hall,  for  the  Krannert  School  of 
Management,  Purdue  University, 
is  a  modern-day  landmark;  a 
structure  designed  specifically  to 
facilitate  the  school's  teaching 
philosophy  while  harmonizing 
with  the  architecture  of  the  main 
university  campus. 


Boston,  MA  •  617.262.2760  •  www.goodyclancy.com 

spaces  and  labs. 
The  interlacing  of  a 
public  forum  space 
with  intimate  meeting 
rooms  within  one 
building  identifies 
Rawls  Hall  as  an 
attraction  to  both 
the  Purdue  campus 
and  visiting  business 
professionals. 

Goody  Clancy  spe- 
cializes in  design, 
planning,  and  pre- 
servation. Our  projects  illus- 
trate our  respect  for  the  past, 
creative  responses  to  clients' 
needs,  and  anticipation  of 
future  changes.  Collaborative 
client  relationships,  interdisci- 
plinary teams,  and  a  commit- 
ment to  sustainability  distin- 
guish our  firm. 

Goody  Clancy 

Architecture    Planning    Preservation 


The  Krannert  Graduate  School  of  Management  is 
organized  around  a  central  "crossroads"  that  serves 
as  both  a  formal  and  fortuitous  meeting  place. 


Identifying  the  University's 
needs  and  image,  Goody  Clancy 
expressed  Krannert's  technology- 
based  pedagogy  and  collabora- 
tive teaching  approach  through 
modern  design  and  open  space. 
Defined  by  a  day-lit  "cross- 
roads", Rawls  Hall  accommodates 
state-of-the-art   educational 
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ITERNATIONAL  DESIGN  GROUP 


Pacific  Grove,  CA  •  831.646.1261  •  www.jemidg.com 


International  Design  Group 
)G)  -  The  Firm's  Principals, 
.hn  E,  Matthams  and  Jun 
Sillano,  A. I. A.,  together 
th  their  associates,  have 
veloped  a  particular  niche  of 
lect  services  in  architecture, 
inning  and  interior  design. 
|  eir  work  on  high-end  custom 
sidences,  hospitality,  sports 
d  fitness  facilities,  and 
mmercial  projects  is  known 
•  its  approach  to  providing 
iique  solutions  suited  to 
ch  client's  requirements. 


IDG's  Custom  Residential 
Division  works  with  clients  on  a 
variety  of  levels  ranging  from  small 
remodels  to  multi-million  dollar 
estates  in  Pebble  Beach,  Asia  and 
the  Pacific  and  across  the  US. 

The  home  below  shows  the 
owner's  desire  to  create  a 
unique  and  purist  approach  to 
architecture.  IDG's  solution,  an 
environmentally  respectful  and 
integrated  design.  A  one-of-a- 
kind  "French  Country"-  style  resi- 
dence was  created,  well  suited 
to  its  dramatic  coastal  setting 


amongst  natural  sculpted 
cypress  trees.  Together  with 
the  owners,  IDG  took  various 
elements  of  the  structure 
and  evaluated  the  concept 
to  create  the  architectural 
style  in  its  purist  form. 

IDG's  Commercial  Division 
works  on  projects  that  range 
from  major  tenant  improve- 
ments, specialty  restaurants, 
commercial  structures,  sport 
and  recreational  facilities  through- 
out California,  North  America, 
and  Russia.  Steamer's  Restaurant, 
in  Los  Gatos,  California,  pictured 
to  the  right.  The  task  given  to  IDG 
was  relocating  an  existing  land- 
mark restaurant  to  a  new  and  larger 
operation  within  the  shopping 
center.  IDG  proposed  a  solution 
to  give  the  owners  and  customers 


a  unique  experience  in  dining. 
The  impressive  but  warm  entry 
invites  you  into  a  new  interior 
architectural  space.  The  Mediter- 
ranean theme  vaulted  ceilings  in 
the  dining  area  leads  to  the  open 
kitchen  and  bar,  with  its  continu- 
ous and  contoured  ceiling  line, 
creating  the  special  ambiance 
throughout  the  restaurant. 
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INTERNATIONAL  DESIGN  GROUP 
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IDG  works  on  many  levels  to  specifically  suit  its  clients'  needs.  Their  design 
philosophy  reflects  an  individualized  approach  with  each  project  having 
unique  and  specific  challenges.  They  act  as  shepherds  to  their  clients  assisting 
them  to  make  their  dreams  and  visions  come  to  fruition. 


n  Mackinlay  Architecture,  Inc. 


\mong  the  challenges  building 
ners  and  the  construction 
ustry  face  is  identifying  the 
)pe  and  source  of  building 
ects.  Ian  Mackinlay  Architec- 
e,  Inc.  (IMA)  specializes  in 
ensic  architecture,  providing 
vices  such  as  investigation  and 
ilysis  of  design  and  construc- 
i  defects,  expert  testimony,  and 
ledial  design. 

)ne  typical  IMA  project— 
olving  a  new  17-story  dor- 
:ory  and  guest  center  on  the 
l  Francisco  State  University 


(SFSU)  campus— demonstrates 
why  forensic  architecture 
requires  both  design  and  site 
investigation  experience,  and 
highlights  the  dangers  of  un- 
checked leaks. 

The  building,  which  housed 
650  students  and  100  visitors, 
leaked  upon  completion,  leading 
to  the  growth  of  toxic  mold.  After 
contractor  efforts  to  fix  the  leaks 
proved  unsuccessful,  the  univer- 
sity brought  a  multimillion-dollar 
lawsuit  against  the  design-build 
firm.  University  attorneys  hired 


San  Francisco,  CA  •  415.243.4191  •  www.ima-arch.com 

toxic  mold  was  so  extensive, 
the  surveyors  had  to  wear  full 
protective  gear. 

IMA's  findings  supported  the 
university's  case:  over  50  percent 
of  the  rooms  leaked,  ventilation 
inadequacies  contributed  to 
mold  growth,  the  building's  EIFS 
exterior  wall  system  did  not  meet 
code  requirements,  and  there 
were  unsafe  structural  condi- 
tions. In  August  2002,  the  case 
was  settled  in  SFSU's  favor. 
The  contractor  agreed  to  pay 
the  university  damages  and  rem- 
ediate the  project  to  provide 
residences  that  would  be  safe 
and  free  from  leaks  and  mold. 


IMA  in  June  2000  as  a  forensic 
investigator  and  expert  witness. 

MA  observed  the  defense's 
destructive  investigation  to  con- 
firm the  findings,  and  reviewed 
project  files  and  construction 
documents.  IMA  also  conducted 
leak  surveys  of  the  building 
after  each  major  rainstorm.  The 
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Ian  Mackinlay  Architecture 


Ian  Mackinlay  Architecture.  Inc.  (IMA)  is  a  leader  in  forensic  architecture,  snow 
and  cold  country  design,  and  architectural  consulting  services  such  as  peer 
review  and  quality  assurance  Founded  in  1990,  IMA  has  a  highly  experienced 
professional  staff  with  an  average  of  more  than  25  years  experience  in  archi- 
tectural practice,  and  has  been  involved  with  more  than  300  investigative  cases 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 
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Engineering  the  flow  of  communication' 
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Dwesl:  Off  the 
pritical  List,  But. . . 

J  ash  on  hand  doesn't  help  a  declining 
pre  business  and  big  accounting  probes 


JUST  A,  YEAR  AGO,  QWEST 
Communications  Interna- 
tional Inc.,  the  Denver- 
based  local  phone  company, 
seemed  like  the  epitome  of 
everything  that's  wrong 
with  telecom.  The  company, 
ich  serves  some  25  million  customers, 
st  of  them  in  14  Western  states,  was 
ing  under  the  weight  of  $25  billion  in 


locky 
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slecom  veteran  Richard 
otebaert  has  taken  on  a 
swot  challenges 
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debt.  Federal  investigators  were  looking 
into  its  accounting  practices,  and  a  fiber 
network  was  losing  hundreds  of  millions 
of  dollars.  So  the  company  brought  in  a 
telecom  veteran,  Richard  C.  Notebaert, 
former  chairman  of  Ameritech  Corp.  He 
took  over  as  Qwest's  chairman  and  chief 
executive  in  June,  2002. 

While  Notebaert  has  Qwest  off  the  crit- 
ical list,  the  patient  still  faces  a  long  and 

LOSING  LOCAL 

PHONE 

CUSTOMERS 

Competition  has 
Qwest's  local  phone 
business  shrinking 
5%  a  year-faster  than 
peers.  To  stop  the 
bleeding,  Notebaert  is 
bundling  local  service 
with  wireless  and 
satellite  TV  from  other 
companies. 


SLOGGING  AWAY 

CEO  Notebaert 
has  cut  debt  and 
forged  smart 
service  alliances 


TOO  MUCH 

UNPROFITABLE 

DEBT 

LONG-HAUL 

It's  a  staggering  $16 

NETWORK 

billion.  Notebaert 

Qwest's  fiber  optic 

has  pared  it  from 

network  continues  to 

$25  billion  by  selling 

bleed  cash.  Notebaert 

the  Yellow  Pages 

is  trimming  costs  by 

business  and 

closing  Web-hosting 

purchasing  the 

centers  and  other 

company's  bonds  at 

facilities  while 

discounts  in  the  open 

targeting  midsize 

market.  Further  work 

businesses  to  boost 

is  needed. 

revenues. 

difficult    recovery, 
Notebaert  has  cut 

the  company's  net 
debt  to  $16  billion 
by  selling  Qwest's 
Yellow  Pages  busi- 
ness and  buying  back  bonds  at  a  dis- 
count. And  on  Oct.  16,  after  more  than  a 
year  of  reviewing  its  accounting  practices, 
Qwest  filed  its  first  audited  financial 
statements  since  the  review  began.  But 
Qwest's  $16  billion  fiber-optic  network, 
built  to  serve  large  corporations,  is  still 
bleeding  red  ink.  Worse,  its  core  local 
phone  business  is  crumbling  amid  in- 
tense competition  from  rivals  like  AT&T. 

TWO-TRACK  JOURNEY 

TO  GET  THE  COMPANY  growing  again, 
Notebaert  is  forging  ahead  on  two  fronts. 
On  the  business  side,  he's  moving  away 
from  targeting  large  corporations  to  focus 
instead  on  midsize  companies  where 
Qwest's  telecom  knowledge  is  of  greater 
value.  On  the  consumer  side,  he  has  made 
a  flurry  of  moves  that  will  improve 
Qwest's  ability  to  offer  a  complete  bundle 
of  services,  a  marketing  strategy  where  the 
company  has  fallen  behind.  Since  Qwest 
lacked  a  nationwide  wireless  presence, 
Notebaert  has  partnered  with  Sprint 
Corp.  to  resell  that  company's  wireless 
service.  He  also  signed  agreements  to 
market  satellite-TV  service  from  DirecTV 
and  EchoStar  Communications  Corp. 
And  he's  spending  more  than  $100  mil- 
lion to  improve  the  company's  consumer 
high-speed  Internet  access,  which  should 
help  retain  customers.  "A  year  ago,  they 
said  we'd  be  bankrupt.  They  said  we 
wouldn't  survive,  that  we  wouldn't  be 
here.  [But]  we've  done  everything  we  said 
we  would,"  Notebaert  says. 

The  odds  of  a  full  recovery,  however,  do 
not  look  good.  Analyst  Patrick  Brogan  of 
independent  investment  adviser  Precur- 
sor Group  Inc.  in  Washington,  D.C.,  calls 
Notebaerfs  new  wireless  and  Internet 
services  "Band-Aids  with  low  to  no  mar- 


GOVERNMENT 
PROBES 

The  Justice  Dept., 
FBI,  and  SEC  are 
investigating 
accusations  that 
former  execs  used 
accounting  gimmicks 
to  prop  up  iales  while 
personally  selling 
boatloads  of  stock. 
Notebaert  says  he  is 
cooperating  fully. 
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gins."  Losses  of  local  lines,  he  says,  will 
be  problematic  because  rivals  are  pick- 
ing away  at  its  most  profitable  cus- 
tomers in  urban  markets  like  Seattle 
and  Phoenix,  leaving  the  company  with 
an  even  larger  percentage  of  higher-cost 
rural  customers.  "There's  really  no 
good  way  out,"  says  Mark  Herskovitz,  a 
senior  sector  manager  for  telecom  at 
Dreyfus  Corp.,  who  got  out  of  Qwest 
two  years  ago  at  prices  six  times  higher 
than  today's  $3.50  a  share.  Qwest  stock 
is  down  14%  since  Notebaert  arrived  on 
June  16, 2002,  compared  with  a  5%  de- 
cline for  the  Standard  &  Poor's  Telecom 
Services  Index. 

AIMING  FOR  A  NEW  CROWD 

QWEST'S  FINANCIAL  prospects  are 
among  the  worst  in  telecom.  Solvency  is 
no  longer  an  issue— the  company  has 
$6  billion  in  cash.  But  at  a  time  when 
other  big  U.S.  telecom  companies  are 
profitable,  Qwest  is  expected  to  lose 
$470  million  from  continuing  opera- 
tions, on  revenues  of  $14.3  billion  this 
year,  according  to  UBS  Securities.  Loss- 
es are  expected  to  continue  next  year  be- 
cause of  weakness  in  the  residential 
business.  It  lost  4.9%  of  its  customers 
during  the  12  months  ended  June  30, 
the  worst  performance  among  its  peers. 

Notebaert  isn't  giving  up.  While  he 
expects  the  number  of  phone  lines  to 
decline  again  in  2004,  he  says  that  will 
level  off  in  2005.  That  stability  and  new 
lines  of  business  are  the  key  to  renewed 
growth.  "Yes,  we  will  grow  again.  I  can't 
say  how  much— single  digits,  maybe. 
But  we'll  be  a  growth  company,"  Note- 
baert says. 

The  targeting  of  midsize  business 
customers  may  bear  fruit.  Notebaert  is 
pursuing  customers  like  Porsche  Cars 
North  America  Inc.,  which  switched  its 
data  business  to  Qwest  last  February. 
"Qwest  was  the  low  bidder  but  also  the 
most  committed,"  says  Philip  Davis, 
Porsche's  chief  information  officer. 

Notebaert  is  focusing  just  as  hard  on 
cost  cuts.  In  the  ailing  fiber  unit,  Note- 
baert reduced  the  number  of  Web-site 
hosting  centers  from  14  to  7  and  folded 
the  entire  unit  into  local  business  servic- 
es, improving  efficiency.  He  also  has  cut 
3,500  jobs  and  persuaded  27,000  union 
employees  to  trade  3%  to  4%  wage  in- 
creases for  performance-based  bonuses. 

Notebaert,  a  master  salesman,  gets 
credit  for  winning  favor  among  cus- 
tomers and  employees.  He'll  need 
every  bit  of  their  support  to  get  Qwest 
in  gear  again.  ■ 

-By  Christopher  Palmeri  in  Denver 
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Palm  Reaches  Out 
For  a  Hand 

But  will  a  merger  with  Handspring  be 
enough  to  fend  off  ferocious  rivals? 


ALM  INC.  HAS  LEARNED 
.the  hard  way  that  being  a 
(pioneer  brings  mixed 
blessings.  In  the  1990s, 
the  creator  of  the  original 
PalmPilot  personal  digital 
assistant  (PDA)  opened 
up  the  market  for  handheld  devices  that 
combine  calendars  and  address  books. 
But  its  success  attracted  stronger,  deep- 
er-pocketed competitors  such  as  Dell  Inc. 
and  Hewlett-Packard  Co.,  and  Palm 
piled  up  nearly  a  half  billion  dollars  in 
losses  in  its  most  recent  fiscal  year. 

On  Oct.  28,  shareholders  will  vote  on 
the  company's  best  hope  for  survival. 
That  day,  investors  are  expected  to  ap- 
prove a  complex  restructuring  in  which 
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BRADLEY 

palmOne's 
"new  vision" 
is  for  more 
PDA-cell 
phone 
combos 


company 
Worldwide. 


Palm  will  mer 
with  Handsprii 
Inc.,  the  innovat  ' 
behind  sleek  sm?  ,B 
phones  that  cor 
bine  PDA  and  ce 
phone  capability 
to  create  a  ne 
called      palmOi 
At  the  same  tiir  iei 
Palm  plans  to  spin  out  its  so: 
ware  division,  PalmSource  Ir 
The  idea  behind  the  revamp 
that,  with  the  resources  of  tl 
combined  companies,  palmOi 
will  have  more  muscle  to  fend  c 
increasing  competition  in  Pain 
traditional  PDA  market  and 
better  chance  of  grabbing  a  sli 
of  the  fast-growing  market  f 
smart  phones.  PalmOne  is  for 
cast  to  have  some  $1  billion 
sales  this  year.  And  although  i 
expected  to  lose   $60  millic 
during  the  year,  palmOne  says 
can  save  $25  million  annually  £ 
ter  the  merger  through  layol 
and  bulk  inventory  purchase 
"We're  bringing  a  new  vision  of  nan 
held  computing  together,"  says  palmOi 
CEO-to-be  Todd  Bradley.  Investors  a  DUC 
applauding:  Palm's  stock  is  at  $26 
sharply  from  the  low  of  $9  this  spring 

Still,  the  celebrations  may  be  ove|(r-: 
done.  PalmOne  looks  destined  to  be 
slow-growing,  niche  player  in  the  over; 
mobile-device  market.  Its  revenues  w  R| 
probably  increase  at  only  single-dig 
rates  for  the  next  few  years  and  it's  ui 
likely  to  reach  profitability  before  200 
With  dozens  of  rivals  using  Microsc 
Corp.'s  Windows  handheld  softwar 
palmOne's  share  of  the  PDA  market  w  '• 
very  likely  slide  slightly  during  the  ne  I 
few  years,  down  from  40%  now.  Ar 
while  Handspring's  innovative  new  Tr 
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)  should  help  regain  some  ground  in 
smart-phone  market,  it  will  probably 
/er  be  more  than  a  minor  player,  corn- 
ed with  heavyweights  such  as  Nokia 
1  Samsung.  "Palm  can  be  like  Apple,  in 
DOS  of  offering  simplicity  in  elegant 
kages,  but  never  having  more  than  a 
-to-5%  share  of  the  [smart-phone] 
rket,"  says  analyst  Kevin  Burden  of  re- 
rcher  IDC. 

As  AT  THEIR  PEAK? 

E  OF  THE  OBSTACLES  for  palmOne  is 
mple  combination  of  math  and  com- 
ition.  Palm  is  still  the  leader  in  the 
rket  for  traditional  handhelds,  but  ri- 
>  are  gaining  fast.  Just  a  year  after  re- 
sing  its  first  PDA,  Dell  is  the  fourth- 
;est  seller  worldwide.  Palm  is  fighting 
k  by  segmenting  its  handhelds  into 
9-to-$499  Tungsten  devices  for  exec- 
res  and  lower-priced  $99  Zire  offer- 
s  that  have  attracted  new  customers. 
1,  its  dependence  on  the  traditional 
^  market  creates  a  longer-term  prob- 
IDC  predicts  demand  for  the  devices 
increase  only  marginally  as  con- 
lers  opt  for  smart  phones.  In  2007, 
ut  15.2  million  units  are  expected  to 
5,  up  from  11.3  million  this  year. 
"hat's  why  Palm  is  turning  to  Hand- 
ing. By  buying  the  upstart,  Palm  is 
hing  into  the  growing  market  for 
ut  phones  that  combine  traditional 
anizer  functions  with  the  ability  to 
?  the  Internet,  talk,  play  games,  and 
S  pictures.  Handspring  Chairman  Jef- 
C.  Hawkins  and  co-founder  Donna  L. 
fj  )insky  were  the  original  Palm  dream 
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some  design 
work  and  all 
production 
to  China 


team,  winning  accolades  for     'I'liic  Vf**ir 

creating  the  first  PalmPilot      *  U1^  ^V  ./. 
and    the   follow-on    Hand-      I \xl IT1  SniftCCi 

spring  Visor  device.  When 
they  left  Palm  in  1998  to 
found  Handspring,  the  duo 
jumped  into  the  market  for 
cell-phone/PDA  combos  too 
early,  nearly  going   bank- 
rupt. Now,  with  faster  wire- 
less connections  and  sleeker 
design,  demand  for  the  de- 
vices is  taking  off.  The  mar- 
ket is  expected  to  triple  this  year,  to  13.1 
million  units,  and  to  hit  81  million  by 
2007,  IDC  estimates.  Hawkins  is  confident 
palmOne  can  grab  a  chunk  of  that  busi- 
ness. "You  can  compete  with  these  guys, 
especially  if  you  have  a  very  unique  un- 
derstanding of  the  market  and  the  vi- 
sion," he  says. 

Handspring,  though,  is  on  the  defen- 
sive in  the  smart-phone  market.  Giants 
such  as  Nokia,  Samsung,  and  Motorola 
are  pouring  money  into  research  and  are 
aggressively  pushing  their  better-known 
brands.  This  year,  Handspring  dropped  to 
2%  of  the  market,  half  its  2002  level,  be- 
cause it  didn't  release  a  new  model  last 
year.  Nokia  dominates  the  segment  with  a 
61%  share,  while  Sony  Ericsson  holds 
10%  and  Motorola  has  about  6%. 

PalmOne's  chore  is  further  complicat- 
ed by  its  delicate  relationship  with  the 
Palm  software  company.  The  restructur- 
ing was  designed  to  give  both  the  hard- 
ware and  software  operations  more  lee- 
way. PalmSource,  which  develops  the 
basic  operating  system,  could  market  its 


wares  to  rivals  without  the 

complications  <>\  (lose  ties 

to  the  Calm  device  maker. 
PalmOne  could  use  differ- 
ent operating  software  to 
satisfy  certain  customers. 

But   a   key  question    is 
whether    PalmSource    will 
have  the  financial  resources 
necessary  to  develop  new 
versions  of  the  software— or 
effectively   support   palm- 
One. At  the  time  of  the 
spinout,  PalmSource  will  have  only  $39 
million  in  cash  and  a  few  hundred  in- 
house  software  developers.  PalmSource 
CEO  David  C.  Nagel  says  he  can  tap  a  $15 
million  credit  line  and  seek  more  equity 
investment  if  needed.  Still,  software  mak- 
er Symbian  Ltd.,  whose  operating  system 
is  backed  by  Nokia,  and  Microsoft  spend 
hundreds  of  millions  annually  on  their 
mobile    operating    systems.    "At   best, 
[PalmSource]  has  a  toehold  in  this  mar- 
ket, and  they  risk  getting  left  behind  in 
the  race  for  new  types  of  devices  without 
a  lot  of  money  to  play  the  game,"  says 
Juha  Christensen,  Microsoft  vice-presi- 
dent for  mobile  devices. 


VTale  of  Three  Handhelds 


• )  succeed  amid  increasing  competition,  Palm  dumped  its 
le-size-f its-all  strategy  and  developed 
iree  product  lines  for  the  handheld  market: 
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Low-cost  Asian  manufacturing 
keeps  prices  low-around  $99-and 
margins  high 

With  a  zippy  operating  system, 
plenty  of  software  programs,  and 
color  screens,  these  $199-to-$499 
PDAs  give  rival  Microsoft  Pocket  PC 
devices  a  run  for  their  money 

With  AT&T  and  other  wireless  giants 
pushing  the  PDA-phone  combo  and  ■ 
the  rave  debut  of  the  $449  Treo  600, 
this  segment  is  poised  for  growth 


It's  the  slowest- 
growing  handheld 
category 


Corporate  customers  prefer  the 
familiarity  of  Microsoft's  operating 
software  that  runs  on  cheaper  rival 
devices,  creating  pricing  pressure  that 
could  hurt  margins 

Nokia,  Microsoft,  Motorola,  and  other 
competitors  have  more  money  to 
spend  on  developing  rival  devices  and 
software 


MIX  AND  MATCH 

PALMONE  HAS  WORKED  hard  to  keep 
its  options  open.  Of  the  company's  825 
employees,  more  than  60%  are  expected 
to  be  software  engineers  who  will  work 
on  different  operating  system  improve- 
ments for  palmOne  devices.  Bradley  and 
Hawkins  says  palmOne  will  continue  to 
work  with  PalmSource.  But  the  company 
is  not  wedded  to  the  software  and  could 
conceivably  mix  and  match  between 
programs  from  Symbian  and  Microsoft. 
What's  important,  the  executives  say,  is 
that  palmOne  be  responsive  to  wireless 
carriers'  needs  and  churn  out  new  prod- 
ucts more  quickly. 

Bradley  also  is  working  to  trim  costs. 
This  year,  Palm  shifted  all  production  and 
some  design  work  to  low-cost  manufac- 
turing plants  in  China.  That  will  save  $16 
million  annually  and  will  give  the  compa- 
ny margins  of  about  25%  on  every  device. 
Before  the  switch,  some  devices  logged 
margins  only  in  the  single  digits. 

Churning  out  new  devices  has  had 
some  payoff.  Palm  in  the  past  year  has 
upgraded  its  operating  system  and 
switched  to  faster  processors  to  allow  for 
more  colorful  screens.  That  helped  Palm 
grab  2%  of  lost  share  in  the  PDA  market. 
Still,  even  after  this  month's  restructur- 
ing, palmOne's  biggest  battle  lies  ahead 
of  it.  ■ 

-By  Cliff  Edwards  in  San  Francisco 
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WHEN  DELL  CEO  MICHAEL 

S.  Dell  and  President 
Kevin  B.  Rollins  met  pri- 
vately in  the  fall  of  2001, 
they  felt  confident  that 
the  company  was  recov- 
ering from  the  global 
crash  in  PC  sales.  Their 
own  personal  perform- 
ance, however,  was  an- 
matter.  Internal  interviews  revealed  that  sub- 
lates  thought  Dell,  38,  was  impersonal  and 
ionally  detached,  while  Rollins,  50,  was  seen  as 
:ratic  and  antagonistic.  Few  felt  strong  loyalty 
j  company's  leaders.  Worse,  the  discontent  was 
iding:  A  survey  taken  over  the  summer,  follow- 
le  company's  first-ever  mass  layoffs,  found  that 
)f  Dell  Inc.'s  employees  would  leave  if  they  got 
nance. 

Vhat  happened  next  says  much  about  why  Dell 
best-managed  company  in  technology.  At  oth- 
dustry  giants,  the  CEO  and  his  chief  sidekick 
t  have  shrugged  off  the  criticism  or  let  the  issue 
Not  at  Dell.  Fearing  an  exodus  of  talent,  the 
xecs  focused  on  the  gripes.  Within  a  week,  Dell 
his  top  20  managers  and  offered  a  frank  self- 
ue,  acknowledging  that  he  is  hugely  shy  and 
t  sometimes. made  him  seem  aloof  and  unap- 
hable.  He  vowed  to  forge  tighter  bonds  with 
:am.  Some  in  the  room  were  shocked.  They 
personality  tests  given  to  key  execs  had  re- 
dly shown  Dell  to  be  an  "off-the-charts  intro- 
and  such  an  admission  from  him  had  to  have 
painful.  "It  was  powerful  stuff,"  says  Brian 
1,  the  head  of  public-sector  sales  for  the  Amer- 
'You  could  tell  it  wasn't  easy  for  him."  )► 
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Michael  Dell  didn't  stop  there.  Days  later,  they  began  show- 
ing a  videotape  of  his  talk  to  every  manager  in  the  company- 
several  thousand  people.  Then  Dell  and  Rollins  adopted  desk- 
top props  to  help  them  do  what  didn't  come  naturally.  A  plastic 
bulldozer  cautioned  Dell  not  to  ram  through  ideas  without  in- 
cluding others,  and  a  Curious  George  doll  encouraged  Rollins 
to  listen  to  his  team  before  making  up  his  mind. 


WALKING  DATABASES 

TO  SOME,  THE  WAY  MICHAEL  DELL  handled  sagging  morale 
might  seem  like  another  tale  of  feel-good  management.  But  to 
those  inside  the  company,  it  epitomizes  how  this  Round  Rock 
(Tex.)  computer  maker  has  transformed  itself  from  a  no-name 
PC  player  into  a  powerhouse  brand.  Sure,  Dell  is  the  master  at 
selling  direct,  bypassing  middlemen  to  deliver  PCs  cheaper  than 
any  of  its  rivals.  And  few  would  quarrel  that  it's  the  model  of  ef- 
ficiency, with  a  far-flung  supply  chain  knitted  together  so  tight- 
ly that  it's  like  one  electrical  wire,  humming  24/7.  Yet  all  this 
has  been  true  for  more  than  a  decade.  And  although  the  entire 
computer  industry  has  tried  to  replicate  Dell's  tactics,  none  can 
hold  a  candle  to  the  company's  results.  Today,  Dell's  stock  is  val- 
ued at  a  price-earnings  multiple  of  40,  loftier  than  IBM,  Mi- 
crosoft, Wal-Mart  Stores,  or  General  Electric. 

As  it  turns  out,  it's  how  Michael  Dell  manages  the  company 
that  has  elevated  it  far  above  its  sell-direct  business  model. 
What's  Dell's  secret?  At  its  heart  is  his  belief  that  the  status  quo 
is  never  good  enough,  even  if  it  means  painful  changes  for  the 
man  with  his  name  on  the  door.  When  success  is  achieved,  it's 
greeted  with  five  seconds  of  praise  followed  by  five  hours  of 
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SIGNED,  SEALED...  postmortem  on  what  could  have  be 

DELL  KEEPS  done  better.  Says  Michael  DeU:  "Ce 

FOCUSING  ON  ITS  brate  for  a  nanosecond.  Then  mo 
STRENGTH  AS  A  on."  After  the  outfit  opened  its  fii 
SUPEREFFICIENT  Asian  factory,  in  Malaysia,  the  CI 
DISTRIBUTOR  sent  the  manager  heading  the  job  o 

of  his  old  running  shoes  to  congrat  ' 
late  him.  The  message:  This  is  only  the  first  step  in  a  marathc  M 

Just  as  crucial  is  Michael  Dell's  belief  that  once  a  problem 
uncovered,  it  should  be  dealt  with  quickly  and  directly,  witho  fl^ 
excuses.  "There's  no  'The  dog  ate  my  homework'  here,"  sa 
Dell.  No,  indeedy.  After  Randall  D.  Groves,  then  head  of  t 
server  business,  delivered  16%  higher  sales  last  year,  he  was  c 
moted.  Never  mind  that  none  of  its  rivals  came  close  to  that 
could  have  been  better,  say  two  former  Dell  executives.  Grov  hi 
referred  calls  to  a  Dell  spokesman,  who  says  Groves's  j 
change  was  part  of  a  broader  reorganization. 

Above  all,  Michael  Dell  expects  everyone  to  watch  ea  " 
dime— and  turn  it  into  at  least  a  quarter.  Unlike  most  tech  bo;  (r 
es,  Dell  believes  every  product  should  be  profitable  from  D 
One.  To  ensure  that,  he  expects  his  managers  to  be  walki  l 
databases,  able  to  cough  up  information  on  everything  frc  * 
top-line  growth  to  the  average  number  of  times  a  part  has  to  llfipi 
replaced  in  the  first  30  days  after  a  computer  is  sold. 

But  there's  one  number  he  cares  about  most:  operating  rm  I 
gin.  To.Dellj  it's  not  enough  to  rack  up  profits  or  grow  fa  r 
Execs  must  do  both  to  maximize  long-term  profitability.  Tr  ' 
means  products  need  to  be  priced  low  enough  to  induce  she  I 
pers  to  buy,  but  not  so  low  that  they  cut  unnecessarily  into  pr<  " 
its.  When  Dell's  top  managers  in  Europe  lost  out  on  profits 
1999  because  they  hadn't  cut  costs  far  enough,  they  were  i 
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•i\.  "There  are  some  organizations  where  people  think 
re  a  hero  if  they  invent  a  new  thing,"  says  Rollins.  "Being 
oat  Dell  means  saving  money." 

s  this  combination— reaching  lor  the  heights  of  perfection 
•  burrowing  down  into  even,'  last  data  point— that  no  rival 
Wen  able  to  imitate.  "It's  like  watching  Michael  Jordan 
the  basketball,"  says  Merrill  Lynch  &  Co.  technology 
.■gist  Steven  Milunovich.  "I  see  it.  I  understand  it.  But  I 
.   do  it." 

?  >w  did  this  Mike  come  by  his  management  philosophy?  It 
?  xl  L9  years  ago,  when  he  was  ditching  classes  to  sell  home- 
.•  PCs  out  of  his  University  of  Texas  dorm  room.  Dell  was 
crappy  underdog,  fighting  for  his  company's  life  against 
ikes  of  IBM  and  Compaq  Computer  Corp.  with  a  direct- 
ly model  that  people  thought  was  plain  nuts.  Now,  Michael 
is  worth  $17  billion,  while  his  40,000-employee  company 
|3Ut  to  top  $40  billion  in  sales.  Yet  he  continues  to  manage 
,  Anth  the  urgency  and  determination  of  a  college  kid  with 
Jack  to  the  wall.  "I  still  think  of  us  as  a  challenger,"  he  says, 
j  11  think  of  us  attacking." 

I;  not  that  Michael  Dell  leads  by  force  of  personality.  He's 

ed  with  neither  the  tough-guy  charisma  of  Jack  Welch  nor 

lksy  charm  of  the  late  Sam  Walton.  Once,  after  hearing 

t  the  exploits  of  flamboyant  Oracle  Corp.  CEO  Lawrence  J. 

»n,  he  held  up  a  piece  of  paper  and  deadpanned  to  an  aide: 


"I  STILL  THINK 
OF  US  AS  A 
CHALLENGER," 
SAYS  DELL.  "I 
STILL  THINK  OF 
US  ATTACKING" 


Sec  this?  ii  v, null. i  and 
square,  and  so  am  I.  i 
egoless  demeanoi  perme- 
ates the  company  Everj 
is  expected  to  sacrifice  thru 
own  interests  for  the  good  of 
the  business,  and  no  one 
gets  to  be  a  star.  If  Michael 
Dell  is  willing  to  modify  the 
personality  traits  he  was 
born  with,  other  top  execs 
are  expected  to  be  just  as 
self-sacrificing.  Frequently, 
Dell  pairs  execs  to  run  an  important  business,  an  approach 
called  "two-in-a-box."  That  way,  they  work  together,  checking 
each  others'  weaknesses  and  sharing  the  blame  when  some- 
thing goes  wrong.  One  such  executive  calls  Dell's  senior  lead- 
ership "the  no-name  management  team." 

All  this  has  kept  Dell  on  track  as  rivals  have  gone  off  the  rails. 
Since  2000,  the  company  has  been  adding  market  share  at  a 
faster  pace  than  at  any  time  in  its  history— nearly  three  per- 
centage points  in  2002.  A  renewed  effort  to  control  costs  sliced 
overhead  expenses  to  just  9.6%  of  revenue  in  the  most  recent 
quarter  and  boosted  productivity  to  nearly  $1  million  in  rev- 
enue per  employee.  That's  three  times  the  revenue  per  employ- 
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chad  Dell  revolutionized  the  PC  biz  with  a  direct-sales  model  that  keeps  costs  low  and 
stomer  satisfaction  high.  That  was  19  years  ago,  yet  Dell  is  still  outdistancing  rivals, 
edit  his  management  principles: 

NO  EXCUSES 

Dell  believes  in  accountability  above 
all  else:  "There's  no  The  dog  ate  my 
homework'  at  Dell,"  he  warns.  A 
manager  must  quickly  admit  a 
problem,  confront  it,  and  never  be 
defensive.  Dell  ruthlessly  exposes 
weak  spots  during  grueling  quarterly 
reviews.  And  execs  know  they  had 
better  fix  the  problem  before  the  next 
meeting. 


DIRECT 

sfirtan  attitude,  not  just  a  business 
'^iel.  When  the  CEO  talks,  he 
JWt  mince  words,  and  workers 
^jUldn't  either.  They're  supposed  to 
kmlstion  everything  and  challenge 
ithoi  r  bosses.  And  no  one  is  exempt.  In 
fjfs  own  annual  360-degree  review, 
<ers  complained  of  his  detached 
,  so  he  has  pledged  to  be  more 
ttionally  engaged. 
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WE  THE  EGO 
THE  DOOR 

company  favors  "two-in-a-box" 
lagement,  in  which  two  executives 
e  responsibility  for  a  product,  a 
)n,  or  a  company  function.  That 
2S  them  to  work  as  a  team, 
ing  off  each  other's  strengths 
watching  out  for  each  other's 
•messes. 


NO  EASY  TARGETS 

It's  not  enough  to  rack  up  profits  or 
turbocharge  growth— execs  must  do 
both.  Miss  a  profit  goal,  and  you're  not 
cutting  costs  fast  enough.  Overshoot 
it,  and  you're  leaving  sales  on  the 
table.  In  the  past  year,  the  server, 
storage,  and  networking  chiefs  were 
reassigned,  despite  solid  results.  "Pity 
theiolks  who  didn't  use  all  the  bullets 
in  their  gun,"  says  a  former  exec. 


NO  VICTORY  UPS 

To  Dell,  celebration  breeds 
complacency.  He  once  rejected  an 
idea  to  display  Dell  artifacts  in  the 
company's  lobby  because  "museums 
are  looking  at  the  past."  When  they 
succeed,  managers  must  make  due 
with  a  short  e-mail  or  a  quick  pat  on 
the  back.  The  founder's  mantra: 
"Celebrate  for  a  nanosecond,  then 
move  on." 


WORRY  ABOUT  SAVING 
MONEY,  NOT  SAVING  FACE 

Unlike  its  rivals,  Dell  is  quick  to  pull 
the  plug  on  disappointing  new 
ventures.  The  latest:  Despite  a  year 
of  work  and  extensive  news  coverage, 
Michael  Dell  spiked  a  plan  to  put 
e-commerce  kiosks  in  Sears  stores 
after  just  four  were  installed.  Instead, 
kiosks  are  going  into  public  areas 
in  malls. 
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DELL'S  PENNY- 
PINCHING 
LEAVES  LITTLE 
ROOM  FOR 
CUTTING-EDGE 
INNOVATION 


so  far,  Dell  has  achieved  only  a  modest  improvement  in  m| 
according  to  its  internal  surveys.  "They  need  to  work  a  lot  o| 
predating  people,"  says  Kate  Ludeman,  an  executive  coach 
has  worked  with  Dell  since  1995. 


ee  at  IBM  and  almost  twice 
Hewlett-Packard  Co.'s  rate. 
Still,  for  the  restless 
Michael  Dell,  that's  not 
nearly  enough.  He  wants  to 
make  sure  the  company  he 
has  spent  half  his  life  build- 
ing can  endure  after  he's 
gone.  So  he  and  Rollins 
have  sketched  out  an  ambi- 
tious financial  target:  $60 
billion  in  revenues  by  2006. 
That's  twice  what  the  com- 
pany did  in  2001  and  enough  to  put  it  in  league  with  the  largest, 
most  powerful  companies  in  the  world.  Getting  there  will  re- 
quire the  same  kind  of  success  that  the  company  achieved  in 
PCs— but  in  altogether  new  markets.  Already,  Michael  Dell  is 
moving  the  company  into  printers,  networking,  handheld  com- 
puters, and  tech  services.  His  latest  foray:  Dell  is  entering  the 
cutthroat  $95  billion  consumer-electronics  market  with  a 
portable  digital-music  player,  an  online  music  store,  and  a  flat- 
panel  television  set  slated  to  go  on  sale  Oct.  28. 

Can  Dell  graduate  from  PC  prodigy  to  corporate  icon?  Driving 
for  nonstop  growth  will  require  grooming  a  new  generation  of 
leaders,  which  Rollins  concedes  is  a  major  challenge  given  the 
company's  pressure-cooker  atmosphere.  In  the  1990s,  after  sea- 
soned execs  recruited  from  titans  such  as  Intel  and  IBM  quickly 
jumped  ship,  Dell  learned  that  outsiders  don't  adapt  easily  to  its 
demanding  culture.  And  unlike  in  the  past,  Dell  won't  be  able  to 
count  on  stock  options  to  make  up  for  the  discomfort.  Some  32% 
of  its  outstanding  options  are  priced  above  the  current  share 
price  of  $35,  and  the  company  has  sliced  grants  to  about  40  mil- 
lion shares  this  year,  one-third  the  2001  level.  Little  wonder  that 

BEYOND  THE  PC 

With  80%  of  its  sales  coming  from  the  maturing  PC  market,  Dell  wants  to  apply  its  low 
cost  ways  to  new  markets.  If  successful,  it  could  maintain  a  brisk  15%  annual  growth  rat 


"ONE-TRICK  PONY" 

DELL  ALSO  FACES  AN  INNOVATION  dilemma.  Its  penny-p 
ing  ways  leave  little  room  for  investments  in  product  dev 
ment  and  future  technologies,  especially  compared  with 
Even  in  the  midst  of  the  recession,  IBM  spent  $4.75  bill! 
5.9%  of  its  revenues,  on  research  and  development  in  2002, 
HP  ponied  up  $3.3  billion,  or  5.8%  of  revenues.  And  Dell? 
paltry  $455  million,  or  1.3%.  Rivals  say  that  handicaps  Dell' 
ity  to  move  much  beyond  PCs,  particularly  in  such  pro 
markets  as  digital  imaging  and  utility  computing.  "Dell  is  a 
company,  but  they  are  a  one-trick  pony,"  says  HP  CEO  Carle 
Fiorina.  What's  more,  Dell  has  shown  little  patience  for  the 
of  entering  new  markets,  killing  off  products— like  its  higi 
server— when  they  didn't  produce  quick  profits,  rather  than 
ing  committed  to  a  long-term  investment.  "They're  the  b 
the  world  at  what  they  do,"  says  IBM  server  chief  Willi; 
Zeider.  "The  question  is,  will  they  be  best  at  the  Next  Big 

For  Michael  Dell,  inventing  the  Next  Big  Thing  is  no 
goal.  His  mission  is  to  build  the  Current  Big  Thing  better 
anyone  else.  He  doesn't  plan  on  becoming  IBM  or  HP.  Ra 
he  wants  to  focus  on  his  strength  as  a  superefHcient  mam  moftl 
turer  and  distributor.  That's  why  Dell  continues  to  hone  th 
ficiency  of  its  operations.  The  company  has  won  550  busii 
process  patents,  for  everything  from  a  method  of  using  wir  b& 
networks  in  factories  to  a  configuration  of  manufacturing 
tions  thaf  s  four  times  as  productive  as  a  standard  assei  m 
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TOTAL  2003  MARKET 


Consumer  Electronics         PC  Peripherals 


Printers 


Storage 


Networking 


Services 


$ 


h 

Ifflg  it! 

Dell's 


95     $65     $50     $B2     $11     $368J 


Billion 


NEGLIGIBLE 

Dell  is  dipping  its  toe 
into  the  cutthroat 
industry  with  flat- 
panel  TVs,  digital 
music  players,  and 

an  online  music 
service  to  appeal 
to  its  home  PC 
customers.  Dell 
spent  $361  million  on 
advertising  last  year, 
much  of  it  to  build  its 
consumer  brand. 


$3.8  BILLION 

Dell  has  sold  its  own 
monitors  and  digital 
projectors  for  years, 
and  introduced  its 
Axim  personal  digital 
assistant  in  late 
2002.  While  it  now 
sells  wireless  e-mail 
devices  made  by 
other  companies, 
Dell  is  looking  at 
going  solo. 


Billion 


Billion 


ESTIMATED  DELL  SALES  FOR  2003 


$500  MILLION 

Rather  than  only 
resell  other 
company's  printers, 
this  year  Dell 
debuted  six  of  its 
own  models.  Merrill 
Lynch  thinks  Dell's 
printer  sales  could 
rise  to  $1.4  billion  in 
2006-good,  but  not 
enough  to  undercut 
printer  king  Hewlett- 
Packard. 


$1.5  BILLION 

For  the  past  two 
years,  Dell  has 
teamed  with  EMC 
to  develop  versions 
of  the  storage  giant's 
low-cost  models. 
That  has  helped  Dell 
nab  5,400  new 
customers.  Look 
for  Dell  to  build  the 
pricier  models  in 
the  future. 


Billion 

$127  MILLION 

Attracted  by 
networking  giant 
Cisco  Systems'  70% 
gross  margins,  Dell 
sees  a  chance  to  take 
significant  share  with 

low-end  switches 

that  cost  50%  less. 
The  major  challenge: 
Developing  more 
sophisticated 
products. 


Billion 


$4.1  BILLION 


Besides  offering 

basic  repair  servic^, 
Dell  now  helps 
customers  make 
better  use  of  Dell 
gear-for  instance, 
when  a  company 
needs  guidance  on 
setting  up  a 
corporate  network. 
Dell  hopes  this  will 
boost  hardware 
sales— and  margin 


Data:  Dell,  Memll  Lynch,  Consumer  Electronic 
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erti ;.  "They're  inventing  business  processes.  If  s  an  asset  that 
Rati  J  has  that  its  competitors  don't,"  says  Erik  Brynjolfsson,  ch- 
urn tor  of  the  Center  for  eBusiness  at  the  Massachusetts  Institute 
the  Technology's  Sloan  School  of  Management. 
sinj  Cell's  expansion  strategy  is  carefully  calibrated  to  capitalize  on 
fins  t  asset.  The  game  plan  is  to  move  into  commodity  markets— 
jig  i  h  standardized  technology  that's  widely  available— where  Dell 
sen}  apply  its  skills  in  discipline,  speed,  and  efficiency.  Then  Dell 
drop  prices  faster  than  any  other  company  and  prompt  de- 
nd  to  soar.  In  markets  that  Dell  thinks  are  becoming  com- 
ditized  but  still  require  R&D,  the  company  is  taking  on  part- 
s  to  get  in  the  door.  In  the  printer  market,  for  example,  Dell  is 
>ping  its  own  brand  on  products  from  Lexmark  Internation- 
nc.  And  in  storage,  Dell  has  paired  up  with  EMC  Corp.  to  sell 
3D  branded  storage  machines.  Dell  plans  to  take  over  manufac- 
.  ng  in  segments  of  those  markets  as  they  become  commodi- 
■  d.  It  recently  took  on  low-end  storage  production  from  EMC, 
dng  its  cost  of  goods  25%. 


WASTENOT  track.  "It §  almost  machine  like,"  says 

HOLLAND'S  TEAM  Goldman,  Sachs  &  Co.  analyst  Laura 
CUT  COSTS  WITH      Conigliaro.  For  the  year,  analysts  ex- 

WHITE  PAPER-  pert  Dell  to  boost  revenues  16%,  to 

AND  WON  KUDOS  $41  billion,  and  profits  24%,  to  $2.6 
FROM  THE  BOSS         billion,  according  to  a  survey  of  Wall 

Street  estimates  by  First  Call. 

What  should  help  Dell  as  it  plunges  into  so  many  new  mar- 
kets is  the  founder's  level-headed  realism.  A  student  of  business 
history,  he  has  paid  close  attention  to  how  some  of  tech's  leg- 
endary figures  lost  their  way  by  refusing  to  admit  mistakes.  He 
cites  Digital  Equipment  Corp.'s  Ken  Olsen  as  one  who  stuck 
with  his  strategy  until  the  market  passed  him  by  and  hints  that 
Sun  Microsystems  Inc.'s  Scott  G.  McNealy  could  be  next. 

Dell,  on  the  other  hand,  has  reversed  course  so  fast  he's  lucky 
he  didn't  get  whiplash.  In  2001,  he  scrapped  a  plan  to  enter  the 
mobile-phone  market  six  months  after  hiring  a  top  exec  from 
Motorola  Inc.  to  head  it  up.  He  decided  the  prospects  weren't 
bright  enough  to  offset  the  costs  of  entry.  The  next  year,  Dell 
wrote  off  its  only  major  acquisition,  a  storage-technology  com- 
pany bought  in  1999  for  $340  million.  Dell  backed  out  of  the 
high-end  storage  business  because  it  decided  its  technology 
wasn't  ready  for  market.  "If  s  amazing  how  a  guy  who  was  so 
young  when  he  founded  the  company  could  evolve  as  he  has," 
says  Edward  J.  Zander,  former  president  of  Sun  Microsystems. 
"Guys  that  have  been  in  the  saddle  for  15  and  20  years  tend  to 
get  too  religious.  He's  the  exception  to  the  rule." 

Michael  Dell,  in  fact,  has  one  of  the  longest  tenures  of  any 
founder  who  remains  CEO.  At  19  years  and  counting,  he's  second 
in  the  tech  industry  only  to  Oracle's  Ellison.  "This  sounds  strange 
coming  from  me,"  says  William  H.  Gates  III,  who  was  CEO  of  Mi- 
crosoft Corp.  for  25  years  before  giving  it  up  to  be  chairman  and 
chief  software  architect,  "but  very  few  business  leaders  go  from 
the  early  stage  of  extremely  hands-on  stuff  to  have  a  leadership 
style  and  management  process  that  works  for  a  company  that's 
an  absolutely  huge  and  superimportant  company." 

One  way  Dell  has  done  it  is*  through  his  power-sharing 
arrangement  with  Rollins,  a  la  his  "two-in-a-box"  philosophy. 
Brought  on  as  a  consultant  in  1993  to  help  plot  the  company's 
first  long-range  plan,  Rollins  helped  it  recover  from  a  series  of 
miscues,  including  the  bungled  launch  of  its  notebook  business 
and  a  disastrous  go  at  trading  currencies.  Three  years  later,  Dell 


J 


)ell's  track  record  suggests 
CEO  will  meet  his  $60  billion 
Bnue  goal  by  2006.  Already, 
1  has  grabbed  large  chunks  of 
markets  for  inexpensive 
/ers  and  data-storage  gear.  Af- 
just  two  quarters,  its  first 
idheld  computer  has  captured 
6  of  the  U.S.  market  for  such 
ices.  And  Rollins  says  initial 
?s  of  Dell  printers  are  double 
nternal  targets.  With  the  po- 
tial  growth  in  PCs  and  new 
rkets,  few  analysts  doubt  that 
1  can  generate  the  15%  annu- 
frowth  needed  to  reach  the 
"k.  The  company  has  aver- 
d  better  than  19%  growth 
r  the  past  four  quarters,  and 
Oct.  8  Rollins  assured  in- 
ors  that  everything  was  on 


BUILDING  A  BEHEMOTH 

Dell  is  gunning  for  $60  billion  in  revenue  by  2006,  an  ambitious 
goal  thai  requires  it  to  grow  15%  a  year  for  the  next  four  years. 
Here's  how  it  plans  to  get  there: 

2001             2002            2003* 

2004* 

2005*            2006* 

PCs 

$20 

$23       $26 

$27 

$29       $30 

SERVERS/ 
STORAGE 

5 

5   i      7 

8 

9    1     10 

SERVICES 

3 

4         4 

5 

7          9 

SOFTWARE/ 
PERIPHERALS** 

3          4          4 

7 

10         13 

TOTAL*** 

$31      $36       $41 

$47 

*54       $62 

■  ■ 
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hired  Rollins  away  from  Bain  &  Co.  to  run  North  American  sales. 
Now,  Rollins  is  the  day-to-day  general.  He  and  Dell  sit  in  ad- 
joining offices  separated  by  only  a  glass  wall.  During  a  pivotal 
meeting  in  the  fall  of  2001,  Dell  proposed  they  agree  not  to 
make  a  major  move  without  the  others  approval.  Working  in 
tandem  helps  avoid  mistakes  that  the  more  entrepreneurial  Dell 
or  the  more  rigid  Rollins  might  make  alone.  Says  Dell:  "This 
company  is  much  stronger  when  the  two  of  us  are  doing  it  to- 
gether." And  diere's  no  question  that  Rollins  is  the  successor. 
"If  I  get  hit  by  a  truck,  he's  the  CEO.  Everyone  knows  that." 


THE GAUNTLET 


NOT  THAT  THE  CURRENT  CEO  is  letting  up.  He  maintains 
pinpoint  control  over  the  company's  vast  operations  by  con- 
stantly monitoring  sales  information,  production  data,  and  his 
competitors'  activities.  He  keeps  a  BlackBerry  strapped  to  his 
hip  at  all  times.  In  the  office,  he  reserves  an  hour  in  the  morn- 
ing and  one  each  afternoon  to  do  nothing  but  read  and  respond 
to  e-mail,  according  to  one  former  executive.  "Michael  can  be  a 
visionary,  and  he  can  tell  you  how  many  units  were  shipped 
from  Singapore  yesterday,"  says  General  Electric  Co.  CEO  Jef- 
frey R.  Immelt,  a  top  Dell  customer. 

Dell's  penchant  for  tracking  every  last  detail  can  land  him  in 
hot  water.  On  Oct.  10,  during  the  trial  of  former  Credit  Suisse 
First  Boston  tech  banker  Frank  R  Quattrone  for  allegedly  ob- 
structing an  investigation  into  the  bank's  handling  of  hot  initial 
public  offerings,  prosecutors  revealed  e-mails  between  Dell  and 
Quattrone.  In  one  July,  2000,  exchange,  Dell  requested  250,000 
snares  in  Corvis  Corp.,  a  promising  networking  company  that 
was  preparing  to  go  public,  for  his  corporate  venture-capital 
fund.  Dell  suggested  the  allocation  "would  certainly  help"  the  re- 
lationship between  his  company  and  CSFB.  Dell  declined  to  com- 
ment. But  his  spokesperson  says  he  was  merely  trying  to  assist 
the  fund  and  noted  that  the  company  did  not  do  any  investment- 
banking  business  with  CSFB  before  or  after  the  exchange.  In  a 
separate  e-mail  on  which  Michael  Dell  was  copied,  the  manager 
of  Dell's  personal  venture  fund  requested  Corvis  shares  for  the 
fund.  A  spokesperson  for  that  fund  says  it  had  invested  in  Corvis 
in  1999  and  there  was  nothing  improper  about  the  request. 

Rollins  has  the  same  attention  to  detail  as  Michael  Dell.  He  is 
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INK  THINK  PETERS'       overseeing  a  Six  Sigma  transformat 
PRINTER  TEAM  of  everything  from  manufacturing 

STUDIED  AND  marketing  that  is  expected  to  help 

RESTUDIED  THE         expenses  $1.5  billion  this  year.  Thee 
MARKET  phasis  is  on  small  surgical  strikes 

defects  and  waste,  not  massive  res 
turings.  Consider  a  Six  Sigma  meeting  one  balmy  July  afterno 
Rollins  listened  to  John  Holland,  a  technician  in  Dell's  server  fi 
tory,  describe  how  his  team  replaced  the  colored  paper  it  used 
print  out  parts  lists  with  plain  white  paper,  saving  $23,0( 
"Where  else  do  you  get  a  supervisor  making  $40,000  a  year  p 
senting  to  the  president  of  a  $40  billion  company?"  says  Amc 
cas  Operations  Vice-President  Dick  Hunter,  Holland's  boss. 

The  discipline  in  Michael  Dell's  management  style  is  most  i 
parent  in  how  the  company  approaches  new  markets.  Take  De 
plunge  into  the  $50  billion  printer  business.  Beginning  in  20i 
a  team  of  Dell  strategists  spent  more  than  a  year  researching  t 
market.  Dell  only  started  serious  planning  after  finding  that  ne 
ly  two-thirds  of  its  customers  said  they  would  buy  a  Dell  prin 
if  they  could  get  the  same  kind  of  service  they  got  when  th 
bought  a  PC  or  server.  In  the  summer  of  2002,  Vice-Presidi 
Tim  Peters,  a  veteran  of  Dell's  handheld  launch,  was  tapped 
lead  the  effort.  But  like  any  exec  planning  to  put  out  a  new  pre 
uct,  he  had  to  face  the  gauntiet  of  Dell  and  Rollins.  After  thinki 
up  a  strategy,  he  had  to  sit  by  while  it  was  picked  apart. 

Nothing  was  left  to  chance.  Dell  prodded  Peters  to  thi 
about  product  features  and  the  buying  experience,  while  Roll 
pushed  him  to  keep  costs  low  without  sacrificing  quality.  Be 
bosses  wanted  to  make  sure  the  timing  was  right.  That  requir 
intense  discussions  about  how  standardized  printer  techno 
gies  were  and  the  state  of  the  supply  chain  that  Dell  would  u 
One  key  challenge:  ink.  Customers  typically  buy  replaceme 
cartridges  at  a  nearby  retailer.  It  didn't  seem  likely  that  th 
would  wait  for  days  for  an  Internet  order  from  Dell  to  arrive 
The  toughest  task  in  any  product  launch  is  the  math.  At  D< 
a  new  line  of  PCs,  which  is  good  for  $2  billion  to  $3  billion 
annual  revenue,  costs  roughly  $10  million  to  launch.  Any  n< 
idea  must  have  a  comparable  return  says  G.  Carl  Everett,  a  D 
senior  vice-president  who  retired  in  2001,  and  turn  a  profit  frc 
the  get-go.  That' s  what  Peters  had  to  promise  in  printers.  T 
rare  exceptions  occur  only  when  Dell  senses  an  opportun 
that' s  critical  to  the  company's  future.  Dell's  server  business,  1 
instance,  took  18  months  to  reach  profitability,  says  form 
Vice-President  Michael  D.  Lambert. 

In  the  printer  business,  it  took  seven  months  for  Peters  to  wo 
everything  out.  The  products  debuted  in  March  and  were  pn 
itable  immediately.  Peters'  proposed  solution  to  the  ink  ridd 
Every  Dell  printer  comes  loaded  with  software  directing  users 
Dell.com,  where  they  can  order  a  new  cartridge  and  have  it 
livered  the  next  day.  Still,  Michael  Dell  never  let  up:  The  night  c 
fore  the  launch,  he  sat  up  until  2  a.m.  to  watch  the  printers  deb 

online  and  then  zipped 
mails  to  Peters  with  su 
gestions  for  improvemei 
When  initial  sales  came  in 
double  the  internal  targi 
Peters'  team  got  a  very  De 
like  reward:  a  quick  trip 
see  Terminator  3- 

That  flick  may  turn  out 
have  more  than  therapeu 
value,  considering  that  riv 
HP  is  determined  to  wi 
out  Dell's  printer  ami 
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DELL  FIGURES 
IT  CAN  KEEP 
GOBBLING  UP 
SALES  AS 
MARKETS 
MATURE 
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" T  WO    R  ()  A  I)  S    D  I  V  E  R  C;  E  D    I  N    A    W  ()  ()  D  - 
AND    I    TOOK    THE    ONE    LESS 
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EXECUTIVE  SUITE 


MICHAEL  DELL'S 
SECRET  WEAPON 


Just  days  before  Dell  Inc.'s  April, 
2002,  analyst  meeting,  President 
and  Chief  Operating  Officer  Kevin 
B.  Rollins  awoke  with  a  new 
ambition:  Double  the  company's 
revenues,  to  $60  billion  within  five  years.  It 
was  a  rare  departure  from  reality  for  Rollins, 
whose  numbers-driven  discipline  had 
elevated  him  to  Michael  S.  Dell's  No.  2.  Dell 
was  skeptical,  yet  Rollins  quickly  convinced 
him  that  it  was  achievable  and  would  excite 
investors.  Dell  unveiled  the  plan  at  the 
analyst  meeting,  and  it  has  since  become 
the  company's  primary  goal.  "Dell  has  not 
seen  its  apex,"  he  says. 

Little  noticed  outside  of  Dell,  Rollins  has 
played  a  bigger  role  in  the  company's 
current  success  than  anyone  other  than  the 
founder.  After  arriving  as  a  consultant  from 
Bain  &  Co.  in  1993,  Rollins  used  his  keen  eye 
to  craft  planning  systems  and  controls  the 
upstart  desperately  needed.  During  the 
years  of  blistering  growth  that  followed, 
Rollins  ascended  to  Dell's  inner  circle  of 
advisers,  and  when  PC  sales  started  to  slide 
in  2000,  he  drove  the  company  to  sharpen 
its  execution,  cut  costs,  and  wage  an  all-out 
price  war  that  devastated  rivals.  Now  he's 
the  point  man  for  an  audacious  expansion 
plan.  "The  company  needs  four  or  five 


people  with  the  strength  of  Kevin,"  says 
Electronic  Data  Systems  Corp.  CEOMichael 
Jordan,  a  former  Dell  board  member. 

Rollins  may  be  one  of  a  kind— an  unusual 
mix  of  the  analytical,  cerebral,  creative,  and 
spiritual.  He  trained  to  be  a  classical  violinist 
before  studying  business  at  Brigham  Young 
University  and  often  quotes  Thomas 
Jefferson  and  Alexander  Solzhenitsyn.  He 
inherited  a  tireless  work  ethic  from  his 
father,  a  collegiate  wrestler  who  grew  up 
poor  and  became  an  engineering  professor 
and  entrepreneur.  And  as  a  devout  Mormon, 
the  younger  Rollins  has  a  powerful  ethical 
core,  similar  in  many  ways  to  Dell's  Juda- 
ism. "We  both  have  very  strong  family 
backgrounds.  It's  part  of  who  we  are,"  says 
Rollins. 

The  two  men  have  grown  increasingly 
close.  Late  in  2001,  Rollins  asked  Dell  what 
role  he  would  play  in  future  decisions,  and 
Dell  offered  a  full  partnership.  The  pair  share 
a  straitlaced  style  as  well  as  a  serene  self- 
confidence.  But  it's  Rollins'  fascination  with 
history  that's  behind  an  attempt  to  remake 
Dell's  corporate  culture.  He  believes  that  if 
Dell  is  to  last,  it  must  learn  to  value  more 
than  just  the  machine-like  execution  for 
which  it's  famous.  In  a  pamphlet  for 
employees  dubbed  The  Soul  of  Dell,  he  has 
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FULL PARTNER 

ROLLINS  HAS 
DRIVEN  DELL'S 
RECENT 
SURGE  OF 
SUCCESS 


summarized  a  set  c 
guiding  principles, 
including  behaving 
ethically  and 
maintaining  a 
meritocracy.  Says 
Rollins:  "They  have 
to  believe  [in]  more  than  the  stock  price." 
Rollins  clearly  believes  in  the  company. 
He  turned  down  a  chance  to  interview  for  th< 
top  spot  at  Hewlett-Packard  Co.  in  1999, 
even  though  he  says  he  doesn't  expect  to 
ever  be  CEO  of  Dell.  "I'd  rather  be  on  the 
Super  Bowl  team  than  be  quarterback  for 
someone  else,"  he  says.  So  far,  Dell  looks 
like  it  has  a  winning  duo. 

-By  Andrew  Park,  with  Peter  Burrow. 


tions.  HP's  strategy  is  to  leave  Dell  in  the  dust  with  a  burst  of  in- 
novation. It  spends  $1  billion  a  year  on  printer  research— more 
than  twice  Dell's  entire  R&D  budget.  HP  is  using  that  money  to 
develop  products  like  high- end  photo  ink,  which  will  last  73 
years,  nearly  10  times  as  long  as  what  Dell  offers.  "Dell  is  going 
to  hit  a  wall,"  says  Jeff  Clarke,  HP's  executive  vice-president  for 
global  operations.  "We  view  them  as  low-tech  and  low-cost. 
They're  the  Kmart  of  the  industry."  And  some  experts  say  Dell 
won't  threaten  HP's  60%  market  share  anytime  soon.  Gartner 
Inc.  estimates  that  Dell  claimed  less  than  1%  of  the  printer  mar- 
ket in  the  second  quarter,  mostly  at  the  low  end  of  the  business. 


ATTACKING  FROM  BELOW 

IF  PAST  EXPERIENCE  IS  ANY  GUIDE,  Dell  may  struggle  as  it 
tries  to  move  upmarket.  With  its  bare-bones  R&D  budget,  it  had 
to  kill  off  high-end  servers  that  go  head-to-head  with  fancy  gear 
from  Sun,  saying  the  soft  demand  didn't  merit  its  attention. 
And  after  two  and  a  half  years  selling  networking  gear,  Dell  has 
failed  to  deliver  products  powerful  enough  to  threaten  Cisco 
Systems  Inc.'s  dominant  market  share.  Yet  Dell  is  betting  that 
as  technology  improves,  the  low-end  products  it  sells  so  deftly 
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will  become  more  than  good  enough  for  most  customers,  k 
ing  rivals  scrambling  to  find  their  next  high-end  innovat 
"The  history  of  the  industry  is  [that]  the  attack  from  be 
works,"  says  Merrill  Lynch's  Milunovich. 

Indeed,  Dell  has  had  no  trouble  gobbling  up  sales  as  marl 
mature.  In  storage,  its  sales  now  account  for  10%  of  EMC's  i 
enue,  some  $600  million  annually.  In  the  low-margin  home 
market,  which  Dell  long  avoided,  unit  sales  have  grown  an 
erage  of  46%  in  the  past  four  quarters. 

Michael  Dell  certainly  would  take  exception  to  HP's  j 
about  his  company  being  the  Kmart  of  tech.  But  there  are  sc 
striking  similarities  between  Dell  and  another  giant  retai 
Wal-Mart.  Like  the  behemoth  from  Bentonville,  Ark.,  Dell 
built  a  business  as  a  superefficient  distributor,  with  the  tigl 
run  operations  and  thrifty  management  to  enter  any  numbe 
new  markets  quickly  and  easily.  "We've  always  toyed  with 
idea  that  we  could  distribute  anything,"  says  Morton  L.  Top 
a  former  Dell  vice-chairman  who  now  sits  on  the  compai 
board.  Maybe  not  anything.  But  Dell  is  striving  to  greatly 
pand  his  reach  in  the  tech  world.  With  his  management  j 
losophy  of  constant  improvement,  he  seems  well  on  his  waj 
-By  Andrew  Park  in  Round  Rock,  Tex.,  w 
Peter  Burrows  in  San  Mateo,  Calif.,  and  bureau  repi 
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Bloomberg  gets  its  vision  from  Samsung.     >='  ? 

.   , 

10% 


•  Super-bright,  razor-sharp   - 
19"  analog/digital  TFT/PVA  display 

•  Unique  dual-hinge  base  allows 

up  to  90°  tilt  for  optimal  ergonomics 

•  1280  x  1024,  Xtrawide™  1707170° 
viewing  angle,  VESA'  wall-mountable  base 

•  World's  leading  manufacturer  of 
TFT- LCD  displays 


That's  DigjtAII  vision. 

BIOOmberQ    When  jt  comes  to  the  market, 

+3    Bloomberg  isn't  afraid  to  take 
a  un.que  perspective.  That's  why,  everywhere  you  look 
Bloomberg's  corporate  offices  are  filled  with  streaming 
financial  news  on  displays  from  Samsung  -  the  world's 
leading  manufacturer  of  TFT-LCD  displays.  From  columns 
on  the  wall  to  displays  in  the  floor,  Samsung  monitors 
set  themselves  apart  by  delivering  superior  technology 
and  stylish  design.  And  the  new  SyncMaster  192T  is 
no  exception.  With  that  kind  of  outlook,  it's  easy  to  be 
bullish  about  Samsung. 

Add  vision.  Add  possibility.  Add  Samsung. 


t  www.samsungusa.com 

3  Samsung  Electrons  America.  Inc.  Screen  Images  are  emulated. 


It  Only  Looks  Like 
Child's  Play 

Can  MIT  replace  keyboards  with  pinwheels, 
globes,  and  what  resembles  a  hockey  game? 


It;: 


REAL-WORLD  TEST 


IT  WOULD  BE  EASY  TO  MISTAKE 
Hiroshi  Ishii's  lab  at  Massachu- 
setts Institute  of  Technology  for  a 
day-care  center  after  all  the  tod- 
dlers have  scampered  through. 
Lisdess  pinwheels  hang  above  a 
cubicle.  A  sandbox  sports  a  huge 
crater,  as  if  Big  Foot  had  visited.  Projec- 
tors dangle  from  the  ceiling  at  precarious 
angles,  and  small  wooden  nouses  lie 
strewn  across  tables. 

These  seeming  remnants  of  child's 
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play  are,  in  fact,  the  tools  of  a  very  adult 
quest  to  forge  a  new  frontier  in  comput- 
ing. For  the  past  eight  years,  the  45-year- 
old,  Japanese-born  Ishii  has  been  striv- 
ing to  liberate  society  from  the  tyranny 
of  computer  keyboards,  monitors,  and 
mice  by  creating  new  ways  for  humans 
to  view  and  manipulate  data.  A  silicon- 
enhanced  pinwheel  turning  furiously,  for 
instance,  might  warn  a  data-center 
manager  that  a  network  is  nearing  over- 
load. Or  homebuilders  might  mold  sen- 


A  DECADE  AGO,  a  handful  of  evangel 
like  Ishii  talked  about  "tangible"  comp 
er  interfaces  that  could  engage  the  usei 
a  more  physical  way.  In  1995,  Ishii's  T 
gible  Media  Group  was  created  to  do  j 
that.  And  while  the  science  on  display  h  P 
sometimes  appears  fanciful,  this  isn' 
playpen  where  engineers  can  indulge  tr 
every   digital   whim.   The   research 
grounded  in  the  real  world,  and  it  has 
tracted  investment  from  companies  s 
as  Intel,  furniture  maker  Steelcase, 
Japanese  telecom  colossus  Nippon 
graph  &  Telephone.  The  lab  brings  toge 
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sor-laden  sand  into  different  shapes  i 
patterns  on  a  table  to  evaluate  drain; 
in  an  area  targeted  for  development.  1 1 
croprocessors  would  still  be  runn 
software  models  to  crunch  the  data- 
users  would  never  have  to  touch  a  k 
board.  "We're  inventing  a  new  me  I 
urn,"  says  Ishii.  It  looks  nothing  like 
windows,  icons,  and  pull-down  mei 
that  make  up  today's  graphical  user  L , 
terface.  "But  in  certain  areas,  like  tea 
ing  or  design,"  Ishii  declares,  "our  int 
face  is  superior." 
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Want  to  upgrade  your 
company's  computer 
network-or  redesign  it 
from  scratch?  This 
"sensetable"  has  a  built-in 
antenna  that  reads  what's 
happening  to  objects  on  the 
table  representing  network 
routers,  storage  systems, 
mail  servers,  and  the  like. 
The  data  are  transmitted  to 
a  computer  that  instantly 
remodels  the  network  and 
projects  the  new  design. 
Additional  information 
about  the  cost  and  capacity 
of  the  upgraded  network  is 
displayed  on  screens. 

er  teams  from  industry  and  acade- 
mia,  and  the  ideas  have  plenty  of 
support  outside  the  Media  Lab. 
"We  ought  to  use  the  power  of 
computing  to  get  the  technology 
the  hell  out  of  the  way,"  says  John 
Seely  Brown,  the  former  director  of 
*  Palo  Alto  Research  Center,  which 
did  similar  work  in  the  1990s. 

Ishii's  journey  toward  tangible 

computing  hinged  on  one  critical 

•u  nter.  As  a  researcher  at  NTT  in  the 

ma  1980s  and  early  '90s,  he  worked  on 

'■'■■  )ed-up  videoconferencing  systems. 

nni  )94,  he  presented  his  work  at  a  con- 

'""Mce,  and  MIT  Media  Lab  co-founder 

tolas  Negroponte  heard  him  speak. 

it  away,  says  Ishii,  "he  challenged  me 

op  my  previous  work.  He  doesn't  like 

omental    things.    He    said    'life    is 

t.' "  It  took  Ishii  about  10  minutes  to 

e  up  his  mind.  Just  a  year  later,  he 

ed  to  Cambridge,  Mass.,  and  quickly 

ed  making  his  mark  in  the  area  of 

-generation  interfaces. 

ow,  Ishii  is  getting  a  chance  to  test- 

:  one  of  his  most  talked-about  gizmos. 

i:d  IP  Network  Design  Workbench,  it 

to  make  it  easier  for  engineers  and 

technical  execs  to  collaborate  in  de- 

!'  ing  telecom  and  computer  networks. 

ies  this  by  letting  team  members  sit 

nd  a  "sensetable"  and  rejigger  com- 

s"  nts  of  the  network— routers,  servers, 

tge  systems,  filler  optic  pipes,  and  the 

-and  examine  the  results  of  their  ex- 

nents  in  real  time. 

te  project's  sponsor,  an  NTT  unit 
d  NTT  Comware,  is  counting  on  the 
?1;bench  to  help  recruit  new  network 
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customers  outside  .VIT's  family  of  com- 
panies. Running  a  data  network  with  60 
million  subscribers  is  a  $3  billion-a-year 
business  for  Comware.  But  to  grow,  it 
wants  to  design  and  sell  Web-based  net- 
works—from virtual  private  networks  to 
entire  telecom  systems— to  other  compa- 
nies and  government  agencies.  "Within 
NTT,  it's  easy  to  communicate  what  a  net- 
work is,"  says  Kazuhiko  Tanaka,  a 
Comware  general  manager  based  in 
Cambridge,  Mass.  "Outside,  we  have  to 
explain." 

How  will  the  table  help?  The 
power  is  all  in  the  user  interface.  A 
big-ticket  purchase  like  a  net- 
work—or even  a  network  up- 
grade—often requires  an  O.K.  from 
a  company's  chief  financial  officer, 
CEO,  or  both.  These  execs  typically 
aren't  comfortable  using  computer- 
aided  design  programs  running  on 
workstations  to  grasp  the  merits  of 
what  they're  buying.  Tanaka  thinks 
that  if  the  customer  can  sit  at  a 
table  with  Comware  engineers  and 
see  how  changing  the  number  or 
location  of  network  routers  and 
servers  will  effect  performance  and 
costs,  they'll  be  able  to  settle  quick- 
ly on  a  design  and  close  the  sale. 


work  specs  to  the  projector  overhead, 
which  is  wired  to  the  same  microchips 

that  handle  sensory  input  from  the  table. 
Network  designers  at  the  table  can  irn 
mediately  see  the  impact  of  their  work.  A 
line  representing  bandwidth  might 
change  color  from  blue  to  red,  signaling  a 
need  for  more  capacity.  That  means  high 
er  cost,  with  an  estimate  appearing  on  a 
screen  attached  to  the  table.  "You  could 
prepare  beautiful  PowerPoint  slides,  but 
it's  dead  ink,"  says  Ishii.  "With  the  table, 
you're  engaged.  It's  an  easier  sell  because 


IMMEDIATE  IMPACT 

RIGHT  NOW,  THE  demo  table  at 
MIT  displays  a  relatively  simple 
configuration  of  switches  and 
computers  typical  of  a  small  office. 
A  video  projector  above  shines  a 
network  design  onto  a  2-foot-by-3- 
foot  white  table.  An  antenna  em- 
bedded in  the  table  can  track  the 
movement  and  placement  of  elec- 
tronically charged  objects,  resem- 
bling small  hockey  pucks,  that 
slide  over  the  table  surface.  Using 
the  pucks,  Tanaka  can  shift  icons 
projected  onto  the  table  to  change 
the  network  configuration.  He 
might,  say,  add  an  e-mail  server  or 
upgrade  switches  and  routers.  In  a 
flash,  the  computer  that  drives  this 
simulation  reconfigures  the  net- 
work, and  the  picture  and  addi- 
tional displays  adjust  to  tell  the 
user  two  things:  how  far  the  up- 
grade will  go  to  meet  expanded  re- 
quirements and  whether  it  can  all 
happen  within  budget. 

The  software  involved  in  this 
simulation  isn't  so  different  from 
the  programs  that  run  on  a  work- 
station. Based  on  input  from  the 
table,  a  program  crunches  the 
numbers  and  relays  the  new  net- 


Receivers  embedded  in  the  necks  of 
these  bottles  let  them  pick  up 
programmed  music  from  the 
sensetable  and  then  play  it  when  a 
stopper  is  pulled.  Care  for  a  carafe  of 
Embraceable  You? 


1 


Some  sensetables 
can  work  with  mockups  of  buildings  to 
help  urban  planners  see  how  the 
placement  of  new  structures  will  affect 
airflow  and  light  over  time.  Other  tables 
would  let  landscape  architects  sculpt 
models  in  clay  and  capture  the  3D 
geometry  through  laser  scanning. 
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customer  is  a  part  of  the  design 
n."  NTT  Comware  expects  to  start  as 

the  system  next  year  in  Japan  and 
£8  to  sell  it  toother  major  telecom  ear- 
's as  well.  Next,  Tanaka  and  his  team 
lie  to  ereate  a  truly  portable  version 
It  ean  be  earned  around  on  sales  calls. 
shii's  team  is  working  on  similar  sys- 


One  tangible-data 
adget  on  the  market  is  this 

owing  sphere  from  Ambient 
evices.  Wirelessly  linked  to  the 
et,  it  can  display  weather  and 
affic  forecasts,  or  track 
lovements  in  the  stock  market 
/  changing  colors-no  need  to 
Den  a  newspaper  or  click  on  a 
eb  page.  Next  Up:  A  pinwheel 
lat  changes  speed  to  track  the 
ime  types  of  data. 


Ufo 


» for  urban  or  landscape  design.  MIT 
students,    acting    as    product 
have  begun  building  miniature 
owns  on  the  table,  enabling  them  to 
;e  changing  traffic  patterns,  airflow, 
the  movement  of  shadows  during  the 
se  of  a  day.  The  developers  can  also 
mother  gizmo  that  looks  like  a  sand- 
to  help  make  decisions  about  where 
how  to  build.  The  user  manually 
s  the  "sand"— semi-translucent  glass 
lis— to  alter  slope  or  contours.  An  in- 
d  light  shines  from  the  bottom  of  the 
allowing  a  camera  overhead  to  dis- 
tish  shapes  on  the  table.  The  camera 
I  the  3D  geometry  into  a  computer, 
h  analyzes  the  data,  then  shoots  back 
[•-coded  markers  that  tell  the  direct- 
or speed  of  water  flow,  for  instance. 


Ishii's  lab  isn't  the  only  one  trying  to 
make  data  tangible.  Elizabeth  Mynatt, 
an  associate  professor  of  computer  sci- 
ence at  Georgia  Institute  ol  Technology, 
wants  to  make  data  a  "warmer"  pres 
ence  in  the  home.  With  support  from 
Motorola,  Hewlett-Packard,  and  Intel, 
among  others,  she  developed  a  digital 
family  portrait  that  electronically  links 
members  of  a  real  family.  Say  you'd  like 
to  keep  tabs  on  your  aging  mother,  who 
lives  alone.  A  sensor  network  in  Mom's 
home  could  discreetly  monitor  her  activ- 
ity and  send  data  to  a  reader  in  your 
home— which  might  be  a  digitized 
frame  around  a  photo  of  Mom.  Pictures 
of  butterflies  that  stud  the  frame  grow 
larger  or  smaller  based  on  her  activity 
level.  If  the  butterflies  diminish  drasti- 
cally in  size,  you'll  notice  and  give  her  a 
call.  Without  being  too  intrusive,  "it 
gives  an  overall  sense  of  how  she's  do- 
ing," says  Mynatt. 

AMBIENT  AMBITIONS 

APPLICATIONS  LIKE  THIS  may  still  be  a 
few  years  off.  But  shoppers  at  Brookstone 
Co.  stores  ean  already  see  what  tangible 
computing  is  all  about.  On  display  is  a 
product  called  the  Ambient  Orb— a  $150 
glass  globe  that  plugs  into  the  wall  and  re- 
ceives wireless  data  feeds  of  stock  activity, 
traffic,  weather,  or  other  types  of  informa- 
tion you  select.  The  orb  changes  color  as 
the  data  change.  So  green  could  mean  that 
the  1-93  artery  heading  north  from  Boston 
is  clear;  red  means  if  s  clogged. 

Ambient  Devices,  the  startup  in  Cam- 
bridge, Mass.,  that  developed  the  orbs 
based  on  work  done  in  Ishii's  lab,  has 
more  elaborate  ambitions.  It's  in  talks 
with  British  telecom  company  Orange 
Innovations  to  supply  similar  devices  to 
customers.  Ambient  says  if  s  also  negoti- 
ating a  deal  with  Bloomberg  LP,  which 
might  use  ambient  pinwheels  to  monitor 
the  performance  of  regional  sales  teams. 
"The  concept  could  become  much  more 
widespread,"  says  Negroponte,  who  has 
invested  $150,000  in  Ambient  and  sits 
on  its  board.  "But  there  is  still  a  great 
deal  of  work  to  be  done." 

In  the  old  days,  the  kind  of  product 
development  work  that  Negroponte  is 
talking  about  would  undoubtedly 
involve  lots  of  engineers  with  eyes 
locked  on  computer  screens  and  fingers 
flying  over  keyboards.  But  as  Ishii's 
ideas  emanate  beyond  his  laboratory  and 
tangible  bits  replace  the  one-dimension- 
al variety,  there's  no  telling  what  form 
human-machine  interactions  are  likely 
to  take  next.  ■ 

-By  Faith  Arner  in  Cambridge,  Mass. 
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Derrick  Warren,  IBM  variable  cost  guru,  retail  industry 
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Hungry  frogs  and  variable  costs. 


Rana  clamitans.  The  common  green  frog?  Or  on  demand  business  case 
study?  In  a  single  summer,  this  three-inch  carnivore  devours  almost 
10,000  flies.  It's  his  opportunity.  His  seasonal  spike.  And  he  jumps  on  it. 

Odds  are,  you  could  use  a  little  amphibious  instinct.  That  ability  to  quickly 
leap  out  of  hibernation  and  into  your  high  season.  Or  to  adjust  to  a  change 
in  supply  or  demand.  Or  customer  preference.  Or  a  new  trend.  Day  to  day, 
opportunities  change.  Needs  vary.  So  should  your  business. 

You  don't  want  to  pay  year-round  for  resources  you  need  only  during  the 
rush.  Paying  for  what  you  need  only  when  you  need  it  is  on  demand 
business.  And  it  goes  way  beyond  IT.  It's  about  viewing  every  bit  of  your 
cost  structure  as  potentially  variable.  Potentially  more  efficient. 

The  frog  knows:  When  the  flies  are  out,  chase  flies.  When  they  aren't,  don't. 

* 

On  demand  business  starts  with  on  demand  thinking. 

We  have  180,000  experts  who  can  help  you  make  your  business  more 

i 

variable.  With  the  business  expertise  to  see  possibilities  and  the 
IT  capabilities  to  deliver  on  them,  IBM  can  bring  more  flexibility  to  your 
business,  your  technology  and  your  culture.  On  demand  business. 
Get  there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking) 
or  visit  ibm.com/services/thinking 


Can  you  see  it? 


BM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  «  2003  IBM  Corp.  All  rights  reserved 
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PeoDle  Executive  Suite 


Putting  a  Pretty 
Face  on  Revlon 

Can  Coke  veteran  Jack  Stahl  really  make  a 
difference  at  the  cosmetics  giant? 


DIPLOMAT  Stahl  is 
known  for  forging 
good  relations 
with  retailers 
and  Wall  Street 
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NCE  A  MONTH.   E\| 
Ion  employees  geMj 
chance    to    ask    ti| 
Executive    Jack 
anything  they  wisH 
mid-September,  ihM 
ference  room  at  than 
metics  company's  Manhattan  head<B 
ters  is  packed,  and  many  of  the  ques 
concern  Revlon's  ungainly  financial 
ation.  The  company  is  struggling  n 
$1.76  billion  in  debt,  has  repeatedly  f 
to  generate  enough  cash  to  pay  the  i 
est  it  owes,  and  avoided  bankruptcy  I 
winter  only  because  financier  Rona 
Perelman,    its    mercurial    contro 
shareholder,  bailed  it  out.  "For  twoy 
the  financial  picture  has  been  a 
bleak,  but  you  should  be  comfortabl 
don't  have  an  Enron  situation  going 
says  Stahl,  as  the  room  falls  silent.  "V 
confronting  it  head-on.  I  can't  say  v 
100%  secure,  but  we're  98%  secure.'' 

FRACTIOUS  FIEFDOMS 

THAT  MAY  BE  COLD  comfort.  But  at]  f, 
if  s  a  refreshing  degree  of  candor  at  ar 
ganization  used  to  CEOs  lording  it    j„ 
employees  and  fiefdoms  so  fractious    1(||es 
seldom  communicated  at  all.  The  res 
were  predictable:  New  products  and  <  ^ 
sumer  promotions  were  late  to  stores,  r  im 
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keting  was  inconsistent,  and  million 
dollars  were  wasted  through  sheer  in 
ciency.  Revlon's  revenues  felfby  more  t 
40%  from  1998  to  2002,  to  $1.12  bill 
and  the  decision  by  Stahl's  predecesso  .rti( 
sell  off  several  units  to  raise  cash  is 
partly  to  blame.  The  company  has  rac 
up  operating  losses  for  19  consecu 
quarters.  Revlon,  which  created  the  ide 
affordable  glamour,  is  now  "one  of  tiwl 
lost  brands,"  says  Marc  Gobe,  chairmai  it 
marketing  consultant  Desgrippes  Gobt 
New  York. 

Stahl,  who  came  to  Revlon  in  Februi 
2002,  after  22  years  at  Coca-Cola 
prefers  to  say  that  the  company  had 
its  way.  "A  lot  of  things  were  just 
working  right,"  he  says.  And  now  they 
seem  to  be  working  better.  Stahl 
smoothed  out  many  kinks  in  Revlon's  < 
erations  and,  yes,  has  even  gotten  the  c( 
Revlon  and  Almay  brands  growing  ag; 
in  the  face  of  deep-pocketed  rivals  such] 
Procter  &  Gamble  Co.'s  Cover  Girl 
L'Oreal's  Maybelline. 

The  problem  is,  those  gains  h 
come  at  the  cost  of  a  glamour  blitz  (th 
Halle  Berry  and  Julianne  Moore) 
many  Revlon  watchers  believe  a  com 
ny  in  Revlon's  financial  straits  can't 
ford  for  long.  What  Revlon  needs  is  i 


y 
|  Id 


reme  makeovei  AndStahJ    thccom- 
ny's  third  CEO  in  four  years— would 

;;  >in  to  In.'  an  odd  choice  to  try.  He  knew 

1  thing  about  the  beauty  business  and  at 

ke  had  concerned  himself  more  with 

nice  than  marketing.  But  he  brought 

Revlon,  a  company  with  credibility 

}i  iblems  if  there  ever  was  one,  a  reputa- 

1  n  tor  forging  close  relationships  with 

s  ailers  and  communicating  well  with 

''  11  Street.  And  at  Coke,  he  succeeded  in 

ting  the  long-feuding  bottle  and  foun- 

i  divisions  to  work  together.  Not  least, 

h  his  50th  birthday  looming,  Stahl 

s  looking  for  more  of  a  challenge  than 

other  CEO  jobs  that  were  dangled  be- 

i  him  when  he  left  Coke  after  his  men- 

M.  Douglas  Ivester,  was  pushed  out 

2000. 

Vt  Revlon,  Stahl  has  tried  to  shake  off 
bureaucratic,  hierarchical  Coke  way 
doing  business.  By  putting  industry 
vcomers  (often  other  Coke  exiles)  in 
slots,  he  has  challenged  accepted 
dom  on  everything  from  packaging  to 
ling  with  retailers.  Stahl  claims  to 
ah  e  already  cut  $100  million  in  yearly 
'l  ts.  But  he's  blown  through  that  much 
more  in  marketing  and  new-product 
s  aches.  He  also  seems  to  have  ended 
routine  bungling  that  too  often  left 
JOrtant  retailers  fuming.  "Jack  has 
n  more  hands-on  and  more  willing  to 
age  in  dialogue  than  any  CEO  in  the 
t,"  says  Chris  Bodine,  merchandising 
if  at  drugstore  chain  CVS  Corp.,  who 
dealt  with  three  regimes  at  Revlon. 
r  the  past  year,  the  Revlon  brand  has 
1  laimed  a  point  of  market  share,  grow- 
to  17.3%,  according  to  AC  Nielsen 
fflfa,  while  Almay  has  held  steady  at 


5.5%.  In  1997,  Revlon  controlled  2K%  of 

the  market. 

Tbday,  the  company  isn't  making  a 
dime— and  Stahl  can't  get  away  with  that 
for  long.  Sales  may  be  rising,  but  only 
because  of  a  pricey  ad  blitz  that  some 
outside  Revlon  think  is  unsustainable. 
"Jack  Stahl  has  done  a  good  job,  but 
they're  burning  through  cash,"  says 
Standard  &  Poor's  credit  analyst  Lori 
Harris,  who  warns  of  another  down- 
grade of  Revlon 
debt,  currently  rated 
a  highly  speculative 
CCC+.  That  may  be 
why  the  exec  who 
pushed  the  cam- 
paign, Stahl's  hand- 
picked  marketing 
chief,  Debra  Leip- 
man-Yale,  abruptly 
departed  in  early 
October.  Her  succes- 
sor, Stephanie  Klein 
Peponis,  a  Boston 
Consulting  Group  Inc.  vet  who  had  been 
working  with  Revlon,  says  she  has  a  new 
plan,  which  calls  for  streamlining  market- 
ing by  being  more  strategic  with  ads.  "If  s 
all  about  doing  more  with  less,"  she  says. 
The  real  dilemma  for  Stahl,  though,  is 
that  no  matter  what  else  he  does,  he  still 
has  to  contend  with  a  debt  load  that  is 
one-and-a-half  times  as  large  as  the  com- 
pany's annual  sales.  With  the  company's 
debt  starting  to  come  due  in  2005, 
"something  has  to  happen,"  Harris  says. 
Right  now,  there  are  no  indications  that 
Perelman,  who  took  on  the  debt  when  he 
bought  out  the  company  in  1985,  will 
close  his  wallet  anytime  soon.  "A  Revlon 


A 17% 
market 
share- 
not 
a  dime 
of  profit 
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ack  Stahl 

he  CEO  says  he  was  looking  for  a 
[lallenge-and  he  has  it  at  Revlon 

BORN  Mar.  27, 1953,  in  Boston. 

EDUCATION  BA,  Economics,  Emory 
University,  1975;  MBA,  Finance, 
Wharton,  1977. 

POSITION  Became  president  and 
CEO  of  Revlon  in  February,  2002. 

PREVIOUS  JOB  Spent  most  of  his 
career  at  Coca-Cola.  Was  the 
youngest  chief  financial  officer  at 
age  36.  Left  as  president. 

ON  COSMETICS  VS.  COKE 

I  "Cosmetics  are  part  and  parcel  of 


people's  pysches-much  more  than 
soft  drinks." 

MANAGING  UP  Talks  to  Revlon 
controlling  shareholder  Ronald 
Perelman  almost  every  day. 

MANHATTAN  LIFESTYLE  QUIRK 

Sometimes  rides  in  pedicabs. 

FAMILY  Married  to  Lynn  for  26  years; 
grown  son  and  daughter. 
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The  Corporation 


bankruptcy  proceeding  is  not  a  possibil- 
ity," says  a  Perelman  spokesman. 

Although  the  pressure  is  unrelenting, 
Stahl  seems  to  like  being  boss.  He  often 
scraps  the  suit  and  tie  that  was  required 
at  Coke,  and  he  needles  a  colleague 
from  Atlanta,  Tom  Maguire,  now 
Revlon's  chief  financial  officer,  for  being 
unable  to  make  the  adjustment.  ("But  I 
wore  a  sports  jacket  today!"  Maguire 
objects  at  one  meeting.)  Stahl  has  tried 
to  put  his  staff  at  ease  with  his  casual, 
just-call-me-Jack  approach.  He  makes  it 
a  point  to  accompany  them  on  visits  to 
consumers'  homes  and  prowls  of  retail 
stores.  When  relocating  the  company  in 
October  from  its  famously  grungy 
Madison  Avenue  offices  to  bright  new 
digs  off  Park  Avenue,  he  assigned  him- 
self an  office  no  larger  than  those  of  oth- 
er key  executives.  And  he's  always  avail- 
able to  make  a  sales  call  if  Paul  Murphy, 
who  runs  North  American  sales,  thinks 
it  will  help.  "Paul  will  tell  me  I  have  to 
call  this  customer  at  this  time,"  Stahl 
tells  employees  at  one  point.  "That  day, 
I  work  for  him." 

I  LOVE  NEW  YORK 

THE  LONGTIME  ATLANTA  suburbanite 
also  seems  to  be  enjoying  Manhattan. 
Stahl  can  walk  to  work  across  Central 
Park,  he  plays  basketball  at  the  local 
YMCA,  and  often 
Q1"qV»1  cqttc     eats  out  at  neigh- 

siajusays  borhood  restju_ 
he  has        rants  ^^  n*s 

wife,  Lynn.  Stuck 
trying  to  find  a 
taxi  one  rainy  day, 
Stahl  even  ven- 
tured into  one  of 
the  pedicabs  that 
troll  the  city;  now, 
he  rides  them 
regularly. 

Still,  when  it 
comes  right  down  to  it,  Stahl  is  in  a 
tight  spot.  He  has  been  feeling  out  in- 
vestors who  might  put  some  money 
into  the  company,  perhaps  through  a 
debt-for- equity  swap  that  would  finally 
ease  the  crushing  debt  burden.  But 
that's  unlikely  to  happen  until  Revlon 
has  shown  it  can  make  money.  "Great 
brands  that  are  run  effectively  attract 
capital.  They  always  have,"  he  insists. 
That  would  be  Stahl  putting  a  pretty 
face  on  things.  ■ 

-By  Gerry  Khermouch  in  New  York 


BusinessWeek  online 


For  an  interview 
with  Revlon's  Jack  Stahl,  go  to 
businessweek.com/magazine/extra.htm 
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PENNSYLVANIA  P 

Teva  is  a  major 
seller  of  generic 
dfugs  in  the  U.S 


Biotech:  Teva's 
Next  Triumph? 

The  Israeli  maker  of  generics  wants  a 
piece  of  the  fast-growing  bio-drug  mat 


K 


ISRAEL  MAKOV  SHOULD  BE  A 
HAPpy  man.  In  the  $46.5  billion 
world  of  generic  drugs,  his  Teva 
Pharmaceutical  Industries  Ltd., 
based  outside  Tel  Aviv,  is  a  quiet 
king.  It's  one  of  the  largest  sellers 
of  generics  in  the  U.S.,  where  70% 
of  its  132  products  are  first  or  second  in 
market  share.  It's  also  a  leader  in  getting 
first  dibs  on  big-name  drugs  that  are 
coming  off  patent— a  real  advantage,  be- 
cause the  initial  generic  producer  gets  six 
months  of  exclusivity  before  others  can 
flood  the  market.  The  $2.5  billion  com- 
pany even  competes  with  Big  Pharma 
with  some  branded  drugs.  All  that  helps 
explain  why  Teva's  stock  has  climbed 
nearly  70%  in  the  past  year,  to  about  $57. 
What  Teva  lacks— and  what  CEO  and 
President  Makov  may  soon  get— is  a 
shot  at  one  of  the  pharmaceutical  in- 
dustry's most  lucrative  segments:  bio- 
logical drugs.  About  a  third  of  the  drugs 
now  in  development  are  products  of 
biotechnology.  Among  the  best-known 


tait 
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existing  biotechnology  drugs  ai 
man  growth  hormone,  insulin,  a 
terferon,  which  is  used  to  treat  he  t 
C.  "It  is  the  fastest  area  of  growth  ;j 
Makov,  63,  a  veteran  Israeli  exe 
who  joined  the  company  in  199, 
want  to  play  in  all  the  major  parts 
generic  market." 

Sales  of  generics  have  explodec  i 
cent  years  as  consumers  and  emp  j  j 
alike  seek  relief  from  drug  price  ir 
es.  Generics,  which  generally  cost  J  > 
much  as  the  brand-name   dru 
which  they're  based,  made  up  42 
all  U.S.  drug  sales  in  the  first  i 
months  of  this  year,  according 
sultant  IMS  Health  Inc.  That's  urft 
37.6%  in  2000,  and  generic  sales  ; 
pected  to  grow  an  additional  20 
year.  Insurers  and  consumers  hav  & 
more  reason  to  want  a  break  on  1  f 
ics,  which  can  be  vastly  more  exp 
than    other   drugs.    Genzyme    d 
Cerezyme,  an  enzyme  replacemer  I 
apy  that's  used  to  treat  a  rare  gene 
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r  called  ( laucher  disease,  costs  about 

',  ),()()()  per  patient  each  year. 
OWever,  the  law  currently  doesn't  al- 
for  generic  biologies.  Manufactured 
ugh  biological  processes,  often  in 
vats  of  cells,  these  drugs  are  far 
B  complex  than  traditional  chemical 
pounds.  The  fear  is  that  if  a  generic 
precisely  identical  to  the  original 
;,  it  could  act  differently  in  the  body, 
're  talking  about  a  safety  issue  here," 
Carl  B.  Feldbaum,  president  of  the 
.•chnology  Industry  Organization, 
h  represents  many  biotech  compa- 
with  original  drug  patents.  Teva  es- 
ally  would  have  to  mimic  the  clinical 
and  efforts  of  a  drug's  first  produc- 

[f||i  pricey  process  that  Makov  likens  to 

f  'enting  the  wheel. 

WAITING  FOR  THE  FDA 

WITH  FEDERAL  regulators  feeling 

■  comfortable  about  the  science  and 

•  concerned  about  rising  drug  prices, 
and  other  generics  producers  may 
catch  a  break.  FDA  Commissioner 

lark  B.  McClellan  says  that  "we  are 
ng  at  some  first  steps  toward  gener- 
>logics."  The  FDA  recendy  decided  to 

•  the  review  of  many  biologic  drugs 
its  Center  for  Biologies  Evaluation  & 
ireh  to  its  Center  for  Drug  Evalua- 

1  v  Research,  signaling  that  biologies 
oji  ually  may  be  approved  in  the  same 
is  other  drugs.  While  the  FDA  shares 
■rns  about  safety,  some  insiders  ar- 
that  scientific  advancements  have 
it  easier  to  characterize  and  repli- 
(iologics. 
:  while  Teva  and  its  rivals  wait  for 

;^DAto  formulate  new  rules,  they're 

tor 


rowing  Pains 
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h  an  exploding  market  in 
engineered  drugs,  generic 
gmakers  such  as  Teva  are 
^  king  a  piece  of  the  action 

WDRUGS  Biotech  drugs  are  large-molecule 
:-  s  which  are  usually  versions  of  natural 
'jcal  substances 

" ,  MARKET  Such  drugs  comprise  a  $41.4 
n  market,  growing  at  a  double-digit  rate 

HITCH  Current  law  doesn't  allow  generic 
&  gics,  which  are  deemed  too  difficult  for 
ic  drugmakers  to  manufacture 

solution  Generic  drugmakers  like  Teva 
ying  to  acquire  more  capability  in  biotech 
1  ire  lobbying  for  changes  in  the  law 




pursuing  their  own  branded  biologies.  ( )n 
Oct.  7,  Teva  said  it  might  acquire  biotech 
player  Savient  Pharmaceuticals  Inc.  in  a 
deal  that  would  be  valued  at  $365  mil- 
lion. Among  its  products  are  a  recombi- 
nant hepatitis  B  vaccine  and  genetically 
engineered  human  growth  hormone. 
Makov  says  his  company  also  has  a  stake 
in  a  handful  of  startups  that  are  develop- 
ing possible  biological  treatments  for  can- 
cer, spinal  cord  injuries,  and  bone  mar- 
row transplants.  Teva,  in  fact,  already  has 
a  lucrative  franchise  in  producing  its  own 
branded  traditional  chemical  drugs, 
which  are  focused  on  multiple  sclerosis 
and  other  neurological  diseases.  That 
business  accounts  for  about  a  quarter  of 
the  company's  sales. 

But  Teva's  core  focus  remains  pump- 
ing out  as  many  generics  as  possible. 
Founded  more  than  a  century  ago  as  a 
small  wholesale  drug  distributor,  it  has 
grown  rapidly  since  the  late  1980s 
through  aggressive  acquisitions.  Much  of 
the  growth  came  under  chairman  Eli 
Hurvitz,  who  was  president  and  CEO  for 
over  25  years.  But  there  has  been  no  slow- 
down under  Makov,  who  became  CEO 
last  year.  Teva  recorded  a  34%  jump  in 
sales  in  the  second  quarter,  to  $764  mil- 
lion, while  net  income  before  one-time 
items  rose  49%,  to  $137  million. 

Makov  cites  Teva's  access  to  top  sci- 
ence in  Israel  as  a  key  advantage.  But  just 
as  important,  analysts  say,  is  its  aggres- 
sive legal  strategy,  with  the  company  of- 
ten fighting  in  court  to  get  early  access  to 
drugs.  The  company  is  very  aware  that 
being  based  in  a  political  hot  spot  can 
make  some  investors  nervous.  Teva,  how- 
ever, is  global,  with  extensive  research  fa- 
cilities in  Europe  and  North  Ameri- 
ca. About  a  third  of  manufacturing  is 
done  in  Israel,  with  the  rest  spread 
out  mainly  to  Eastern  Europe  and 
the  U.S.  Only  a  fraction  of  its  rev- 
enues are  earned  at  home,  with 
North   America   contributing   the 
bulk  of  sales. 

With  the  $41.4  billion  global 
biotech  drug  industry  growing  at 
double-digit  rates,  Teva  clearly  is  po- 
sitioning itself  for  the  future.  And 
what  Makov  wants  is  for  Teva  to  be  a 
major  player  when  biologies  go 
generic.  "At  the  end  of  the  day,  regu- 
lators will  encourage  generics  be- 
cause everyone  wants  to  save  mon- 
ey," he  says.  The  challenge  will  be  to 
prove  those  savings  don't  come  at  a 
„  cost  to  safety.  ■ 

-By  Diane  Brady  in  New  York, 

with  John  Carey  in  Washington 

and  Amy  Tsao  in  New  York 
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Government  The  Environment 


How  Green  Is 
The  White  House? 

Enviros  say  President  Bush  is  a  disaster. 
BusinessWeek  examines  his  real  record 


VEN  IF  GLOBAL  WARMING 
isn't  real,  the  rhetoric 
over  President  George 
W.  Bush's  environmental 
record  alone  is  hot  enough 
to  raise  the  temperature  in 
Washington.  "It's  the  worst 
environmental  record  in  American  histo- 
ry," charges  Carl  Pope,  the  Sierra  Club's 
executive  director.  Absurd,  retorts  James 
L.  Connaughton,  chairman  of  the  White 
House  Council  on  Environmental  Quality 
(CEQ).  When  Bush  Administration  plans 
are  implemented,  he  says,  "the  air  will  be 
cleaner,  the  water  will  be  cleaner,  and 
more  wetlands  will  be  protected." 

So  who's  right?  If  s  a  big  question  on 
Capitol  Hill  right  now.  Bush  has  nomi- 
nated Utah  Governor  Michael  O.  Leavitt 
to  head  the  Environmental  Protection 
Agency,  and  a  number  of  Democratic  sen- 
ators are  holding  up  a  vote  to  expose  what 
they  see  as  a  failing  Administration  per- 
formance. Cut  through  the  hyperbole 
though,  and  "it's  a  mixed  record,"  says 
Henry  D.  Jacoby,  an  environmental  expert 
at  Massachusetts  Institute  of  Technolo- 
gy's Sloan  School  of  Management.  The 
Bush  clean-air  initiative,  for  instance,  will 
slash  pollution.  But  the  reductions  aren't 
as  great  as  might  be  achieved  under  cur- 
rent law. 

The  White  House 
gets  credit  for  backing 
tougher  standards  for 
diesel  engines,  for  a 
plan  to  clean  up  PCBs  in 
the  Hudson  River,  and 
for  enabling  the  rede- 
velopment of  contami- 
nated, urban  "brown- 
field"  sites.  In  other 
cases,  such  as  efforts  to 
open  up  more  federal 
lands       for       mining, 


drilling,  or  logging,  there's  an  underlying 
philosophical  difference.  "A  small  seg- 
ment of  our  critics  think  all  public  lands 
should  be  off-limits  to  the  public,"  ex- 
plains CEQ's  Connaughton.  Lands  man- 
aged by  the  Forest  Service  or  the  Bureau 
of  Land  Management  should,  by  law,  be 
"oriented  to  economic  uses,"  he  argues. 

Hard-core  environmentalists,  of 
course,  are  aghast  at  the  idea  of  more 
drilling  for  oil  on  public  lands,  such  as  in 
national  monuments  or  off  the  coast,  as 
the  White  House  has  proposed.  They  see 
the  economic  exploitation  of  federal 
lands  as  another  case  of  paying  back  the 
powerful  industries  that  helped  get  Bush 
elected— and  that  are  vital  to  his  chances 
in  2004.  "The  President  doesn't  have  an 
environmental  policy.  He  has  a  political 
policy,"  says  Philip  Clapp,  president  of  the 
National  Environmental  Trust. 

In  fact,  some  career  staffers  at  key  en- 
vironmental agencies  charge  that  their 
Administration  overseers  are  interested 
only  in  political  spin— looking  green 
enough  not  to  lose  suburban  voters.  The 
national  parks  have  "become  the  back- 
drop for  the  reelection  of  the  President," 
says  one  longtime  Park  Service  official. 
Mistrust  is  so  high  that  some  enviros  re- 
fuse to  credit  Bush  with  decisions  that  do 


clearly  benefit  the  environment.  "A 
goddamn  Washington  environment;  Sl" 
care  about  is  bashing  Bush,"  comp 
one  academic  expert  and  a  strong 
ministration  critic.  "There  is  this  holj 
going  on,  and  we  can't  make 
progress." 

So  behind  the  overheated  rhet 
what's  real  and  what's  not?  Business 
took  a  hard  look: 
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HIGH  MARKS 

The  White  House 
gets  credit 
for  backing 
tougher 
emissions 
standards  for 
diesel  engines 


THE  1990  CLEAN  AIR  ACT  amendm 
passed  under  Bush  I  brought  a  rat  te 
new  approach  to  regulation.  Instea 
telling  power  plants  how  to  reduce  k 
of      acid-rain-cau  1 
sulfur    dioxide    (spi?ti 
the  law  set  caps 
gave    companies 
flexibility  to  meet 
caps  in  the  most 
cient    way— incluc 
buying  and  selling 
rights  to  emit  S02 
law    has    been    ei 
mously  successful, 
suiting  in  greater  h 
ductions  at  far  lo  te 
cost  than  predicted,  imi 
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\11  >w,  Bush  II  wants  to  extend  the  same 
no  to  get  additional  SO,  reductions,  as 

ra„l,  is  big  cuts  in  nitrogen  oxides  (a  major 

„,  ibutor  to  smog  and  ozone)  and  mer- 
The  reductions  are  greater  than 

Ij  proposed  by  any  previous  Adminis- 
n— and  will  cost  our  industry  billions 
liars,"  says  DaleE.  Heydlauff,  senior 

.^resident  for  governmental  and  envi- 

ental  affairs  at  American  Electric 

r  Co.  AEP  and  other  utilities  support 

)- called  Clear  Skies  initiative,  howev- 

cause  it  would  sweep  away  a  number 

nplicated  enviro  regulations  covering 

three  pollutants— and  probably  pre- 

i  flood  of  costly  litigation.  It  would 

arovide  flexibility  and  certainty,  "so 

n  plan  ahead  and  avoid  investments 

night  be  rendered  obsolete  by  future 

ations,"  Heydlauff  says. 

e  cap  and  trade  approach  has  also 

embraced  by  many  environmental 

>s  as  the  most  efficient  and  effective 

»f  regulation.  So  why  is  the  Bush  plan 

attacked  as  "a  dramatic  rollback  in 

.tions  for  air,"  as  Deb  Callahan,  pres- 

of  the  League  of  Conservation  Voters, 

tS?      The     main     reason:     disap- 

Xtent  that  the  targets  aren't  lower.  For 

ice,  the  White  House  plan  sets  a  cap 

million  tons  of  SO.  by  2010,  down 


iiim 
l  rat 

» 

■am 


from  11  million  today.  But  if  all  current 
laws  were  fully  enforced,  which  is  ques- 
tionable considering  probable  litigation, 
the  levels  could  be  closer  to  2  million  tons. 
In  addition,  the  cap  and  trade  ap- 
proach allows  companies  to  meet  any  giv- 
en target  more  cheaply  than  under  the 
current  regs.  Environmentalists  argue 
that,  in  exchange  for  lowering  the  cost  of 
the  emissions  reductions,  the  Adminis- 
tration should  have  called  for  greater  re- 
ductions—as Bush's  father  did  with  the 
acid-rain  program.  "Bush  I  said  we  could 
get  lower  industry  costs— and  a  better  en- 
vironmental outcome,"  says  Joseph  Goff- 
man,  senior  attorney  at  Environmental 
Defense.  "Bush  II  said  we  will  have  lower 
industry  costs,  but  we're  not  promising 
more  ambitious  environmental  out- 
comes. It  is  a  critical  contrast— which  re- 
ally did  undermine  the  credibility  of  the 
Clear  Skies  plan." 

BOTTOM  LINE:  The  Bush  plan  will  result  in 
cleaner  air— but  not  as  clean  as  the 
greens  would  like. 

Water 

IN  JANUARY,  2003,  the  White  House 
floated  the  idea  of  creating  a  new  category 
of  "isolated"  waters  that  would  not  be 
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Government  The  Environment 


subject  to  Clean  Water  Act  rules.  That 
sounds  arcane,  but  to  environmentalists  it 
is  nothing  less  than  an  assault  on  the  na- 
tion's water.  They  say  the  definition  could 
cover  some  20%  of  the  country's  wedands 
and  60%  of  streams— those  that  don't  flow 
all  year.  Under  the  proposal,  developers  or 
other  industries  would  no  longer  need 
permits  to  fill,  or  discharge  waste  into, 
these  isolated  waters.  "It  would  nullify  the 
letter,  the  spirit,  and  the  effectiveness  of 
the  Clean  Water  Act,"  charges  Daniel 
Rosenberg  of  the  Natural  Resources  De- 
fense Council. 

The  proposal  pro- 
voked some  133,000 
comments— the  major- 
ity of  which  were 
opposed  to  the  idea. 
Opponents  included 
state  water-pollution 
control  administra- 
tors—normally foes  of 
the  environmental- 
ists—and hunting 
groups  such  as  Ducks 
Unlimited  Inc.,  which 
fear  that  wetland  habi- 
tats for  birds  could  be 
at  risk.  Are  such 
concerns  overblown? 
Tracy  Mehan  III,  assis- 
tant administrator  for 
water  at  the  EPA,  in- 
sists that  the  Adminis- 
tration is  carefully 
studying  the  comments  and  won't  put 
wedands  and  streams  at  risk.  "There  is  no 
predetermined  outcome  in  this  process," 
he  says.  "We  are  committed  to  protecting 
this  resource."  Of  course,  in  this  climate, 
enviros  remain  dubious. 
BOTTOM  LINE:  A  big  chunk  of  the  nation's 
wedands,  streams,  and  rivers  could  be 
threatened.  But  little  has  actually  hap- 
pened yet,  and  may  not,  depending  on 
where  the  Administration  goes  from  here. 


The  Administration's  Healthy  Forests 
Initiative  is  another  case  in  point.  Mark 
Rey,  Agriculture  Under  Secretary  for  Nat- 
ural Resources  and  Environment,  argues 
that  the  plan,  which  makes  it  easier  to  log 
on  federal  lands,  is  vital  for  thinning 
forests  and  making  them  less  susceptible 
to  devastating  fires.  Plus,  he  says,  "we 
think  forests  should  be  used  for  a  broad 
range  of  experiences,  services,  and  prod- 
ucts." But  enviros  see  it  as  way  to  let  tim- 
ber companies  run  rampant. 
BOTTOM  LINE:  Under  the  Bush  proposals, 


Blue,  but  Not 
That  Blue 

PASSING  GRADE 

While  the  Administration 
is  going  slower  on  air  qual- 
ity, progress  is  still  steady 

Public  Lands 


THE  BUSH  RECORD  on  public  lands  offers 
a  similar  story.  In  a  series  of  proposals  and 
actions,  the  White  House  has  tried  to  lift 
existing  protections  on  federal  lands  and 
open  up  areas  to  more  drilling,  mining, 
and  logging.  GOP  supporters  argue  that 
the  public  is  on  their  side.  "Most  Ameri- 
cans aren't  as  extreme  as  the  Sierra  Club, 
which  quite  literally  wants  to  lock  away 
thousands  of  acres  so  people  can't  enjoy 
them,"  says  Republican  pollster  Frank 
Luntz.  Administration  officials  argue,  for 
instance,  that  the  public  wants  to  be  able  to 
ride  snowmobiles  in  national  parks. 


"the  cumulative  impact  will  be  much  less 
land  protection,"  says  a  GOP  Hill  aide. 
Nothing  much  has  happened  yet,  but  over 
time,  "it  could  literally  change  the  land- 
scape," he  says. 

Climate 

TO  MANY  SCIENTISTS  and  environmen- 
talists, the  possibility  that  human  beings 
are  warming  the  globe  by  spewing  so- 
called  greenhouse  gases,  such  as  carbon 
dioxide,  into  the  atmosphere  is  the 
biggest  environmental  issue  of  our  time. 
"When  history  books  are  written,  this  will 
be  the  issue  that  defines  Bush's  environ- 
mental legacy,"  says  Fred  Krupp,  presi- 
dent of  Environmental  Defense.  There's 
widespread  agreement— among  enviros, 
academics,  and  industry— that  Bush  has 
fumbled  badly. 

It  wasn't  just  that  candidate  Bush  pro- 
posed caps  on  carbon  dioxide,  then  re- 
neged on  that  promise,  or  that  he  rejected 
the  international  Kyoto  Protocol,  anger- 
ing other  governments  as  well  as  enviros. 
More  important,  he  failed  to  come  up 
with  any  sort  of  alternative  plan  for  more 


than  a  year— and  then  he  issue* 
scheme  of  research  and  voluntary  lir 
that's  widely  seen  within  his  own  E 
ronmental  Protection  Agency  as  a  sh 
"It's  stupid  and  bogus,"  scoffs  one 
climate  staffer. 

But  this  chapter  of  the  Bush  recor 
still  incomplete.  "Looking  forw; 
whether  or  not  the  President  remain 
denial  on  global  warming  will  have  a ! 
matic  impact  on  health  of  the  planet 
how  the  world  views  America,  and 
how  environmentalists  view  Bush," 
Krupp.  And  the  W 
House  will  soon 
put  to  the  test 
Senate  is  schedule 
vote  in  late  Octobei 
a  plan— which  has 
partisan  suppo  | 
that  would  put  moi 
caps  on  carbon  d 
ide  emissions,  jus 
Bush  proposed  dui 
his  campaign. 

Those  close  to 
Administration 
that  the  White  H 
has  been  divided 
climate  issue, 
when  decisions 
made,  they  say, 
politicos— led  by 
Rove— refuse  to 
anything  that  mi 
reduce  critical  supj. 
in  states  seen  as  vital  for  reelect 
"Their  litmus  test  is  to  run  anything 
climate  by  their  West  Virginia  suppi 
ers,"  says  one  industry  source.  So 
Bush's  team  has  made  the  political  ca 
lation  that  the  Administration's  ove 
environmental  record— however  m 
if  s  being  bashed  by  the  enviros— is  " 
anced"  enough  to  keep  traditional 
publican  supporters  on  board  with 
alienating  too  many  mainstream  vote 

Meanwhile,  environmentalists 
hoping  to  tip  the  balance  by  mak 
green  issues  far  more  prominent  in 
upcoming  2004  election.  But  they  fa< 
tough  challenge  convincing  a  pu 
more  concerned  about  terrorism  and 
economy  that  terrible  things  are  happ 
ing  to  the  natural  world— especi 
when  most  of  those  bad  things,  if  they 
cur  at  all,  will  happen  in  the  future. 
BOTTOM  LINE:  The  Bush  environme 
record  isn't  "bad"  enough  to  skewer  his 
election.  And  only  in  a  second  term  wil 
really  be  able  to  see  what  his  policies  a 
ally  mean  for  the  America's  air,  water, 
landscape— and  the  earth's  climate. 
-By  John  Carey  in  Washin. 
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Stock  Markets 


Specialists 
Under  Siege 

NYSE  traders  are  feeling  increasing 
heat— but  if  s  foolhardly  to  count  them  out 


IT  WAS  SHORTLY  BEFORE  1  P.M. 
on  Oct.  21,  when  a  floor  broker 
from  a  large  institutional  firm 
walked  up  to  Post  No.  5  on  the 
main  trading  floor  of  the  New  York 
Stock  Exchange.  His  client  wanted 
to  buy  50,000  shares  of  medical- 
devices  manufacturer  Zimmer  Holdings 
Inc.,  which  trades  at  the  post  and  is  red- 
hot,  climbing  more  than  40%  so  far  this 
year.  Big  investors  have  been  snapping  up 
Zimmer  shares— and  in  such  situations, 
the  job  of  the  specialist  in  charge  of  trad- 
ing the  stock,  Richard 
T.  Barry  of  LaBranche 
&  Co.,  is  to  step  in 
when  there  aren't 
enough  sellers  out 
there.  Or,  in  regulatory 
parlance,  to  use  the 
firm's  capital  to  make 
a  "fair  and  orderly 
market"  in  Zimmer. 

In  this  case,  Barry 
was  able  to  fill  the  or- 
der only  by  adding 
15,000  shares  from 
LaBranche's  invento- 
ry to  the  10,000  put  up 
for  sale  by  another 
floor  broker.  The  trade, 
at  $58.80  a  share,  was 
recorded  at  13  seconds 
past  1  p.m.— and  it 
turned  out  to  be  one  of 
the  best  buys,  and 
worst  sells,  of  the 
day  in  the  stock.  Zim- 
mer  closed  at 
$58.94— which  meant 
a  $2,100  paper  loss  to 
LaBranche  that  day  on 
the  15,000  shares  Bar- 


A  Special  Job 

The  443  specialists  sit  in  20 
booths  on  the  NYSE  floor.  They 
have  an  exclusive  franchise  to 
trade  listed  stocks,  usually  5  or  10 
each.  In  return,  they  have  certain 
obligations.  Their  roles: 

ORDER  HANDLERS  Display  the  best 
available  prices  ("bids"  and  "offers") 
on  a  stock  and  match  up  all  buy  and 
sell  orders. 

ORDER  CATALYSTS  Signal  to  floor 
brokers  that  they  have  unfilled  buy  or 
sell  orders  on  their  books,  spurring 
trades  that  might  not  have  occurred. 

BUYERS;  SELLERS  OF  LAST  RESORT 

Maintain  the  "fair,  competitive,  orderly 
and  efficient  market"  required 
by  exchange  rules  by  buying  or  selling 
snares  when  no  one  else  is  willing  to 
do  so. 

TRADERS  Buy  and  sell  shares  for  their 
own  profit. 

Data:  New  York  Stock  Exchange,  BusinessWeek 


ry  had  used  to  fill  the  customer's  order. 
"The  specialist  didn't  know  where  the 
stock  was  heading.  But  he  did  his  job,  put 
up  our  capital"— and  provided  liquidity 
that  allowed  a  large  order  to  be  filled,  says 
Michael  LaBranche,  chairman  and  chief 
executive  of  the  largest  of  the  seven  NYSE 
specialist  firms. 

All  in  a  day's  work  for  a  specialist?  Not 
entirely.  Their  main  job,  right  now,  is  sur- 
vival. As  the  211-year-old  NYSE  wrestles 
with  life  after  disgraced  CEO  Richard  A. 
Grasso,  the  specialist  system  is,  in  Street 
parlance,  "in  play." 
Specialists  are  not 
worried  about  interim 
Chairman  John  S. 
Reed,  whose  go-slow 
approach— and  pro- 
floor  statements- 
have  reassured 
traders.  More  likely  to 
undermine  the  spe- 
cialists' franchise  are 
potential  regulatory 
changes  designed  to 
increase  competition 
between  the  NYSE  and 
other  markets  and 
trading  systems.  Regu- 
lators also  want  to  ad- 
dress complaints  from 
big  institutional  in- 
vestors about  special- 
ist misconduct,  such 
as  trading  ahead  of 
customer  orders 
(BW-Oct.  27):  The 
specialists'  main  com- 
petitors—the electron- 
ic communications 
networks,  or  ECNs— 
are  anxious  to  exploit 


these  troubles  to  boost  their  puny  mar  A  all 
share  in  NYSE  stocks.  mtfbo 

Fueling  doubts  about  the  system  is  iely  | 
NYSE  probe  of  alleged  improper  tradi  rman 
by  LaBranche  and  four  other  specia  ia#ft 
firms.  All  have  declined  to  comment  tsystf 
the  probe.  But  the  amount  they  are  i  to  add 
pected  to  fork  over— believed  to  be  abc  up.  f0 
$150  million— is  chump  change  co  (idiom 
pared  with  the  potential  losses  from  icss.Tl 
creased  competition,  which,  LaBranc  tfthea 
concedes,  may  well  eat  into  profits  do  ctradi: 
the  road.  The  Securities  &  Exchan 
Commission  is  clearly  moving  toward  i 


leashing  the  free  market  onto  the  tradi  Iajjs1 
floor.  Annette  L.  Nazareth,  director  of  1  Thevh 
SEC's  Market  Regulation  Div,  puts  it  t  gt ' 
way:  "We  are  creating  an  environm*  nto  t]], 
that  doesn't  choose  winners  or  losers.  T 
marketplace  that  most  responds  to 
vestor  needs  will  most  likely  prevail." 

But  don't  count  the  specialists  out  jilt 
yet.  The  SEC  isn't  likely  to  do  anything  jg 
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ii  iilly  alter— and  thereby  damage— the 
nt  floor- trading  system.  Any  changes 
kely  to  be  measured,  gradual.  SEC 

dlj-man  William  H.  Donaldson  told 
lessWeek  he  doesn't  believe  the  spe- 
t  system  is  inherendy  flawed.  "We 
to  address  possible  rule  changes  that 
up,  force  it  to  be  more  competitive, 
/ithout  deciding  it  should  go  out  of 
ess.  The  goal  is  to  encourage  the  ben- 
»f  the  auction  market  along  with  elec- 
trading  markets." 
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Any  changes 
will  be  slow 
since  the 
SEC  won't 
push  radical 
reform 


NYSE— a  built-in  obsta- 
cle to  significant  change. 
Says  Junius  W  Peake,  a 
finance  professor  at  the 
University  of  Northern 
Colorado  and  longtime 
NYSE  critic:  "I'm  old 
enough  to  remember 
when  you  picked  up  the 
phone  and  got  an  opera- 
tor. If  the  telephone  oper- 
ators ran  the  phone  com- 
pany, they'd  still  be 
saying,  'Hello,  central.' " 
The  specialists'  rivals 
are  anxious  to  nudge 
them  toward  extinction. 
Instinet  Group  Inc.,  an 
alternative  trading  sys- 
tem 63%-owned  by 
Reuters  Group  PLC, 
launched  in  September 
an  ad  campaign  for  its 
institutional  brokerage. 
Its  ads  needle  the  NYSE 
by  boasting  "unconflict- 
ed  sales  trading"  free  of 
"front-running"  and 
"ethical  shenanigans."  Instinet  also 
funded  a  Greenwich  Associates  study  en- 
titled "What  Do  Institutional  Investors 
Want  in  a  Securities  Trading  System?" 
The  report,  unsurprisingly,  found  two- 
thirds  of  large  investors  surveyed  don't 
think  NYSE  specialists  or  NASDAQ  market 
makers  add  value  in  trading  large  liquid 


stocks.  "No  one's  asking  !<<i  tin-  nysi  "< 

i  In  away  with  the  specialist  system,"  says 
Instinct  CEO  Edward  J.  NicolL  "What  we 
want  is  the  ability  to  have  our  quote  pub- 
lished side  by  side  with  New  York  s  and 
let  customers  choose  where  to  send  order 
flow  with  out  artificial  barriers." 

That's  easier  said  than  done  because  of 
the  SEC's  "trade-through"  rule,  enacted 
in  the  1970s,  that  requires  orders  for  stock 
to  be  executed  on  the  market  with  the 
best  price.  Critics  say  that  it  now  works  to 
confine  trades  to  the  NYSE  floor  when  the 
prices  are  only  slightly  better,  even  for 
customers  who  prefer  fast  executions  over 
marginally  improved  prices. 

The  rule  will  probably  not  be  aban- 
doned entirely.  More  likely,  it  will  be 
tweaked  to  allow  trades  that  deviate  from 
the  best  price  by  2<{:  to  go  to  other  mar- 
kets. But  the  specialist  system  is  likely  to 
cope  with  such  a  change.  "They'll  figure 
out  a  way  to  offer  automatic  execution  for 
orders  coming  in  up  to  a  certain  size," 
predicts  an  SEC  official.  "No  way  they'll 
sit  out  and  lose  80%  of  their  market  share 
before  they  wake  up." 

DIMINISHING  MONOPOLY? 

NOT  THAT  THE  specialists'  competitors 
aren't  going  to  try.  Gerald  D.  Putnam, 
CEO  of  Chicago-based  Archipelago  Ex- 
change, or  ArcaEx,  thinks  his  firm  will  be 
able  to  attract  significant  market  share 
away  from  the  NYSE  with  only  a  2(J;-3<t  ex- 
emption from,  the  rule.  He  bases  this  on  a 
year-old  3<t  exemption  on  the  exchange- 
traded  fund  that  replicates  the  NASDAQ 
100  index.  As  a  result,  electronic  markets 
now  dominate  trading  in  the  fund.  On 
Sept.  22,  ArcaEx  had  22%,  vs.  the  NYSE's 
6%.  "With  just  a  3<t  exemption,  we  pretty 
much  kicked  their  butt,"  says  Putnam. 
With  a  similar  exception  for  listed  stocks, 
"we  will  see  the  monopoly  power  of  the 
NYSE  diminished,  and  the  value  of  an 
electronic  marketplace  come  through." 
But  the  NYSE's  rivals  assert  that  the 
trade-through  rule  is  routinely  ignored 


TION  OF  POWER 

[(flIALISTS  HAVE  HISTORY  on  their 
rhey  have  been  adept  at  adjusting  to 
ies  that  had  been  widely  expected  to 
lto  their  livelihood— ranging  from 

/p||nd  to  fixed  commissions  in  1975  to 
lali/.ation.  Critics  are  keenly  aware 
!  fact  that  specialists  and  floor  bro- 

jif  by  their  ownership  of  seats  on  the 
lg  floor,  are  the  actual  owners  of  the 
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The  Players 

Five  specialist  firms  handle  95%  of  NYSE  trading 


STOCKS 
TRADED 

%  OF  NYSE 
VOLUME 

NO.  S&P500 
STOCKS 

LaBranche 

575 

28 

101 

Spear  Leeds  &  Kellogg 

568 

21 

102 

Fleed  Specialist 

431 

18 

86 

Van  Der  Moolen 

378 

12 

47 

Bear  Wagner 

341 

16 

67 

OjIj:  .  Mock  Exchange 
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when  they  offer  better  prices.  ArcaEx  says 
that  even  though  it  offered  the  best 
prices  on  General  Electric  Co.  shares  43% 
of  the  time  one  recent  week,  it  had  only  a 
little  over  1%  of  the  volume  in  GE  trades. 
Overall,  ArcaEx  and  Instinet  each  gener- 
ate only  about  2%  of  the  average  volume 
in  NTYSE-listed  stocks. 

Any  possibility  of  increasing  that  still- 
tiny  market  share  isn't  likely  to  happen 
very  quickly.  Donaldson  declines  to  say 
when  changes  in  the  trade-through  rule 
are  likely  to  take  place.  They  may  be  sev- 
eral months  away— long  enough  for  pub- 
lic attention  to  the  issue  to  wane.  And 
Donaldson  is  sensitive  to  the  dangers  of 
excessive  tinkering  with  the  specialist  sys- 
tem. Says  Donaldson:  "There's  a  tremen- 
dous liquidity  pool  at  the  NYSE.  As  we  ad- 
dress the  trade-through  rules,  we  would 
not  want  to  destroy  that  liquidity.  In  calm 
times,  the  electronic  way  of  doing  busi- 
ness works  very  well.  But  when  you  get  a 
market  dip,  the  liquidity  on  the  floor  of 
the  NYSE  is  important.  I  fear  a  structure 
that  would  lack  this  liquidity  in  stressful 
times." 

SAGGING  SEAT  VALUES 

TO  LABRANCHE,  WHO  happened  to  be  at 
the  post  with  a  visitor  when  the  Zimmer 
trade  took  place,  trades  such  as  that  are 
proof  that  specialists  providing  liquidity 
to  the  market  is  not  an  abstract  concept.  It 
is  the  firm's  business— and  lately  it  has 
been  decreasingly  profitable,  to  the  extent 
that  the  LaBranche  board  voted  on  Oct. 
20  to  omit  its  quarterly  dividend.  The 
firm,  whose  shares  have  slumped  60% 
this  year,  was  placed  on  negative  credit 
watch  by  Standard  &  Poor's.  And  the  val- 
ue of  NYSE  seats  is  also  on  the  wane; 
they're  now  trading  at  $1.35  million— a 
27%  drop  in  one  month.  With  specialists 
now  a  pinata,  NYSE  insiders  are  clearly 
jittery.  Says  LaBranche:  "The  only  thing 
most  people  know  about  us  is  that  they 
hate  us." 

Fortunately  for  specialists,  a  bad  rap 
does  not  immediately  translate  into  ex- 
tinction. With  Donaldson  and  Reed  in  fa- 
vor of  gradual  change,  critics  such  as 
Peake  do  not  believe  that  the  system  itself 
will  change  significantly  unless  the  SEC  or 
Congress  directly  intervene,  which  isn't  in 
the  cards.  For  his  part,  LaBranche  be- 
lieves that  specialist  firms  will  adapt  to 
whatever  changes  are  imposed  by  im- 
proving their  technology  and  providing 
customers  with  increased  execution 
speed.  If  s  an  existential  struggle— and  for 
the  specialists,  failure  is  not  an  option.  II 
-By  Gary  Weiss  in  New  York,  and  Amy 

Bonus  and  Paula  Dwyer  in  Washington 
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Chairman  Donaldson 
On  the  Record 


William  H.  Donaldson 
became  chairman  of  the 
Securities  &  Exchange 
Commission  eight 
months  ago-and  hasn't 
had  a  dull  moment  since.  The  latest  hot 
issues  are  scandals  at  the  New  York  Stock 
Exchange  and  in  the  mutual-fund  industry. 
On  Oct.  17,  he  discussed  these  and  many 
other  issues  with  BusinessWeek  editors. 


Will  we  see  more  reforms  at  the  NYSE? 

It's  open  season  for  all  those  who  have  had 
any  sort  of  frustration  with  the  dominant 
position  of  the  exchange.  I  don't  think  the 
ultimate  solution  is  destruction  of  the 
system  but  rather  to  make  it  more 
competitive. 

Can  the  Big  Board's  specialist  system 
survive  the  current  trading  scandal? 

[I  hope]  we  would  create  an  environment  in 
which  the  specialist  system  can  compete 
alongside  other  trading  venues.  I  think 
you'll  see  more  electronics,  more 
competitive,  speedy  execution,  side  by  side 
with  the  use  of  the  auction  system. 

Should  the  NYSE  keep  its  powers  as  a 
self-regulator? 

We  have  oversight,  and  they're  going  to 
present  a  regulatory  scheme,  and  we're 


going  to  either  say  'that's  a  good  scheme' 
or  'that's  not  a  good  scheme.'  In  the  final 
analysis  it  has  to  be  theirs,  but  it  has  to 
meet  our  standards. 

Where  is  the  SEC's  probe  of  mutual 
funds  going? 

The  main  thrust  of  our  work  has  been  to 
bring  sunlight-through  increased 
disclosure  -into  the  whole  cost  structure. 
[Then]  along  comes  the  very 
disturbing  Canary  situation  [Hedge 
fund  Canary  Capital  Partners  LLC]. 
That  opens  up  a  whole  new  area  of 
inquiry-late  trading  and  timing 
issues.  We're  very  upset  by  what 
we've  seen,  and  we're  moving  as 
rapidly  as  possible  to  see  just  how  far 
it  extends. 

Are  investors  regaining 
confidence? 

The  perception  [that  people  are 
buying  stocks  again]  doesn't 
necessarily  mean  John  Q.  Investor 
thinks  that  all  of  a  sudden  there's  a 
new  dawn  out  there  and  everyone  will 
be  totally  honest.  I  don't  think  that 
has  happened  yet 

What's  the  matter  with  executive 
pay? 

There's  still  a  major  disconnect  between 
performance,  as  I  define  it,  and  pay.  People 
should  be  paid  well  for  turning  companies 
around,  less  well  for  simply  presiding  over 
the  status  quo. 

How  are  relations  between  the  SEC  and 
NY.  Attorney  General  Eliot  Spitzer? 

We're  not  in  the  business  of  playing 
"gotcha."  We're  all  working  toward  the 
same  objective. 

What  about  plans  to  make  it  easier  for 
shareholders  to  nominate  directors? 

We  must  be  doing  something  right  because 
shareholder  activists  are  saying  we're  not 
doing  enough  and  Corporate  America  is 
saying  this  is  the  beginning  of  the  end.  Both 
camps  are  wrong.  We've  got  to  open  up 
under  controlled  conditions. 
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ITS  JUST  23/8"  WIDE,  YET  IT'S  BIG  ENOUGH 
TO  RAISE  THE  BAR  FOR  THE  ENTIRE  INDUSTRY. 
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Traction 


Articulation  Ground  Clearance        Maneuverability  Water  Fording 


HUli 


THE  JEER  TRAIL  RATED" SYSTEM.  A  SERIES  OF  FIVE  GRUELING  TESTS  WITH 
ONE  OBJECTIVE:  TO  MAKE  SURE  ALL  JEEP  4x4s  THAT  WEAR  THE  TRAIL  RATED  BADGE 
ARE  PROVEN  CAPABLE  ON  THE  TOUGHEST  TERRAIN  ON  EARTH.  AFTER  ALL,  WE'RE 
KNOWN  FOR  BUILDING  4x4s  WITH  LEGENDARY  CAPABILITY,  FUN,  AND  SECURITY.  AND 
WHO  BETTER  TO  RAISE  THE  BAR  THAN  THE  ONES  WHO  SET  IT  IN  THE  FIRST  PLACE. 
PLEASE  CALL  1800  925  JEER  IF  IT'S  NOT  TRAIL  RATED,  IT'S  NOT  A  JEEP  4x4. 
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JEEP.COM 


Jeep  and  Trail  Rated  are  trademarks  of  OaimlerChryslcr  Corporation. 


Finance  Stock  Markets 


The  Ups  and  Downs 
Of  Market  Liquidity 

And  the  different  ways  both  specialists  and 
electronic  exchanges  affect  it 


LIQUIDITY  IS  A  SLIPPERY  CONCEPT.  The  New  York  Stock  Exchange 
says  its  specialists  provide  the  most  liquidity,  and  that  dis- 
persing trading  in  NYSE  stocks  would  be  bad  for  everyone. 
Electronic  marketplaces  like  Archipelago  Exchange,  Instinet, 
and  Island  say  their  systems  are  highly  liquid.  But  the  debate 
is  confused.  Steps  that  increase  liquidity  in  certain  circum- 
stances could  dry  it  up  in  others.  Here's  a  primer: 


What  is  liquidity? 

It's  the  ability  to  buy  or  sell  assets  quick- 
ly without  affecting  their  price.  An  asset 
is  "liquid"  if  you  can  turn  it  into  cash 
quickly  and  still  get  a  good  price  for  it. 

What  about  liquidity  in  stocks? 

Liquidity  takes  on  two  very  different  ap- 
pearances depending  on  whether  mar- 
kets are  calm  or  in  crisis.  In  calm  mar- 
kets, liquidity  is  something  that  pleases 
traders  by  reducing  how  much  prices 
move  against  them  when  they  buy  or  sell. 
In  contrast,  when  a  market  suffers  a  cri- 
sis, such  as  major  bad  news,  liquidity  is 
what  keeps  trading  from  drying  up  en- 
tirely. By  stepping  in  to  buy  when  others 
won't,  "liquidity  providers"  can  quell 
panic  that  makes  it  impossible  to  sell  at 
any  price. 

Explain  calm-market  liquidity  first. 

For  small  investors,  it's  mostly  about 
what  traders  call  "narrow  spreads."  Mid- 
dlemen make  profits  by  buying  shares  at  a 
low  price  and  selling  them  at  a  higher 
price.  Competition  narrows  that  gap— or 
spread— so  more  of  the  benefits  of  trading 
go  to  the  customers  than  to  the  middle- 
men. Big  investors  also  care  about  rapid 
execution  of  their  trades,  since  often  they 
try  to  profit  from  short-term  price  fluctua- 
tions. 

And  they  care  about  "market  depth." 
Markets  are  deep  when  it's  possible  to 
buy  lots  of  shares  in  a  short  period  with- 
out causing  a  shortage  that  forces  the 
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or  to  sell  without 
the    market    and 


forcing  the  price  down. 


Does  liquidity  dry  up  in  calm 
markets  when  trading  gets 
split  up  among  many 
venues? 

You  would  think  so.  But  re- 
search by  Roger  D.  Huang, 
finance  professor  at  the  Uni- 
versity of  Notre  Dame's 
Mendoza  College  of  Busi- 
ness, shows  that  spreads  be-  ^^^^^m 
tween  the  highest  bids  and  lowest  offers 
on  NASDAQ  stocks  have  narrowed  since 
electronic  communications  networks 
(ECNs)  began  competing  with  NASDAQ 
market  makers.  Often,  he  reported  in  a 
study  in  the  Journal  of  Finance  last  year, 
it's  the  ECNs  that  post  the  best  prices. 
And  Huang  believes  if  s  still  possible  to 
buy  and  sell  large  blocks  of  stock  effi- 
ciently by  splitting  orders  up  among  mul- 
tiple trading  venues. 


So  who  needs  the  NYSE  specialists  ar 
the  NASDAQ  market  makers? 

In  calm  markets,  they're  probably  nd 
sential.  But  they  play  a  crucial  role  J 
markets  suffer  a  shock.  NYSE  specif 
are  obligated  to  maintain  orderly  mal 
when  prices  are  falling  by  buying  sf 
with  their  own  money.  NASDAQ  ml 
makers  are  also  supposed  to  post  bil 
well  as  offers  for  the  shares  they  tral 
all  times,  although  their  obligation! 
less  stringent. 

How  can  a  handful  of  specialists  and 
market  makers  make  any  difference?! 

Think  of  them  as  levers  for  the  Fe| 
Reserve,  which  is  the  lender  of  last  i 
in  crises.  In  1987,  the  Federal  Reseryd 
worried  that  the  October  stock  ml 
crash  would  touch  off  a  wave  of  den 
and  damage  the  entire  economy.  Tj 
the  market  functioning  again,  it  urge 
banks  to  lend  money  to  technically  i 
vent  specialists  and  market  make! 
that  they  could  continue  trading,! 
Douglas  W.  Diamond,  finance  profesJ 
the  University  of  Cl 
go's  Graduate  Schd" 
Business.  In  turnl 
Fed  promised  the  I 
they  could  borrow  | 
it  without  restraint 


Couldn't  the  Fed  do 
same  thing  with 
electronic 
communications 
networks? 
No,  because  ECNs 
ply  match  buyers! 
sellers,  without  tn 
for  their  own  acco 
If  markets  seized  u 
Fed   would   not 
where  to  direct  lo 
re-liquefy  potenti 
ers  and  restart  m 


ECNs  increase 
speed  and 

shrink  spreads. 
But  what 
happens 
when  panic 
strikes? 


So,  what  should  be 
done? 

The  people  who  a 
designing  markets 
^m  an  eye  toward  im 

ing  calm-market  liquidity  should  ke 
mind  the  importance  of  maintainin 
uidity  in  times  of  crisis.  That  may  j 
preserving  some  of  the  rules  that 
NYSE  specialists  to  be  profitable,  su 
the  trade-through  rule,  which  requir 
ders  to  flow  to  the  NYSE  if  its  speci 
are  providing  the  best  price.  Take 
the  specialists'  profits,  and  they  ma 
be  around  the  next  time  a  crisis  strik 
-By  Peter  Coy  in  New 
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B6hind-TnB-ScBnes  Sports  keeps  you  in  the  game,  even  when  you  can't 

be  at  the  game.  Stay  up-to-date  on  the  sports  that  make  you  jump-up-and-down, 

brag-to-your-buddies,  wear  blue  and  red  -  or  orange  and  teal  -  or  purple  and  gold, 

yell-at-the-coach,  cheer,  sweat,  laugh,  scream,  and  live. 
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Sharpen  Your 
Internet  Search 


All  search  engines  are  not  equal.  Knowing  where  and  how  to  make  your  queries 
help  you  avoid  ads  and  get  exactly  the  information  you  want-fast.  BY  BEN  ELGH 
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Barker:  The  mall's 
still  the  thin 


IT'S  ARGUABLY  THE  INTERNET'S  most  revolutionary  util- 
ity, beyond  even  e-mail.  Search— the  ability  to  access 
information  instantly  across  the  globe,  from  popula- 
tion statistics  on  Peru  to  recipes  for  chicken  lasagna— 
is  an  act  performed  550  million  times  a  day  on  the  In- 
ternet. Still,  few  users  understand  which  is  the  best 
search  engine  for  their  particular  needs  and  how  to 
i  it  for  topflight  results.  Improving  your  ability  to  get  from 
it  A  to  Point  B,  however,  isn't  rocket  science.  For  starters, 
uple  of  basic  search  tips  can  dramatically  improve  your  re- 
sort results  by  product  features  or  price. 
Another  tool  for  data-digging  is  invisi- 
ble-web.net.  Edited  by  reference  librarian 
Gary  Price  and  Web  consultant  Chris 
Sherman,  the  site  is  a  researcher's  gold 
mine,  a  gateway  to  tough-to-find  data  on 
everything  from  hospital  statistics  to  U.S. 
Coast  Guard  vessels.  If  s  organized  into 
categories  and  subcategories.  To  find  the 
Roller  Coaster  Database,  for  example,  you 
go  to  Entertainment,  then  Amusements. 
You  also  can  find  databases  in  search  en- 
gines such  as  Yahoo!  by  including  the 
word  database  in  the  search  box. 

If  you're  like  85%  of  the  online  popu- 
lation, you  do  most  of  your  searches  on 
one  of  the  Big  Four:  Google,  Yahoo!, 
MSN,  and  America  Online.  All  the  search 
engines  deliver  ads— usually  clearly 
marked  as  sponsored  links— around 
their  results.  But  some  of  the  biggies  are 


After  that,  knowing  which  sources 
lly  provide  answers  to  your  search 

—and  what  their  financial  motiva- 
»— can  also  help  sharpen  your  navi- 
1  skills.  Armed  with  a  little  knowl- 
your  searches  can  more  resemble  a 
;eeking  missile. 

question,  Internet  searchers  are 
ing  a  learning  curve.  The  average 
er  of  words  typed  in  per  query  has 
ed  in  the  past  five  years,  to  2.5,  ac- 
lg  to  Yahoo!  But  entering  more 

is  no  guarantee  of  success.  Re- 
•>er,  you  aren't  quizzing  a  know-it- 
u  are  looking  for  words  and  phras- 
hey  actually  appear  on  a  page. 


TERAL 

l\N  DO  IT  by  keeping  phrases  in- 

ith  quotation  marks.  If  you  want  to 

President  Kennedy's  birth  date,  try 

F.  Kennedy"  and  born,  rather  than 

F.  Kennedy"  and  "birth  date."  It's 

tatural  for  the  word  born  to  be  used 

irth  date.  If  you're  in  Phoenix  and 

g  for  a  restaurant  on  Alma  School 

try:   Phoenix  restaurant  "Alma 

f  rather  than:  Phoenix  restaurant 

School.  The  quotation  marks  tell 

ngine    that    the    phrase    "Alma 

P  must  remain  intact  (table). 

tg  the  "Advanced  Search"  feature 

I  by  most  engines  is  also  a  good 

4any  people  avoid  it  because  they 

enly  think  it's  geared  to  advanced 

In  fact,  it  can  help  even  novices  re- 

^  search. 

I  rch  techniques  are  only  half  the 

I  It  also  matters  where  you  search.  If 

^  shopping,  you  may  want  to  start  by 

;  a  relevant  source  rather  than  the 

ation  itself.  That's  because  enor- 

>$  amounts  of  data  are  stored  in  spe- 

^i  databases  that  are  often  beyond 

ill*  engines'  vast  tentacles.  Try  shop- 

•mparison  sites  such  as  Pricegrab- 

1  and  Shopping.com,  which  can 


Working  The  Web 


BE  SPECIFIC  That  will  get  you  closer  to  what  you  really 
want.  Typing  in  DVD  Players  Reviews  will  give  you  a 
different  set  of  results  than  the  more  general  DVD  Players. 


ADD  QUOTATION  MARKS  You  can  avoid  confusing  many 
search  engines  by  keeping  phrases  intact  with  quotation 
marks.  It's  particularly  helpful  for  searches  that  include 
proper  names,  like  'John  Doe." 


BE  ADVANCED  Don't  shy  away  from  the  "Advanced 
Search"  tool  offered  by  most  engines.  In  one  easy-to-use 
form,  you  can  focus  results  in  numerous  ways,  such  as 
scouring  only  certain  types  of  documents  or  by  excluding 
pages  with  certain  words. 


THINK  OUTSIDE  THE  WEB  Much  information,  like  airline 
on-time  records,  is  buried  in  databases  and  not  in  Web 
pages  scoured  by  search  engines.  Access  such  hidden 
info  through  invisible-web.net. 


now  exhibiting  commercial  creep  as  they 
let  advertisers  pay  to  be  listed  in  regular- 
looking  search  results— a  business 
dubbed  "paid  inclusion"  (BW,  Oct.  6). 
Although  Google  and  AOL  don't  accept 
such  ads,  MSN,  Lycos,  and  Yahoo !- 
owned  Inktomi  do.  Not  surprisingly, 
these  engines  tend  to  dish  out  results  that 
are  more  commercial  in  nature. 

SECOND  OPINION 

IN  SOME  CASES,  this  can  be  helpful.  If 
you're  searching  for  something  very 
specific  to  buy,  like  a  crewneck  sweater 
or  a  hotel  room  in  San  Francisco,  paid- 
inclusion  advertisers  may  provide  more 
relevant  and  up-to-date  listings.  For  ex- 
ample, a  recent  search  for  "Days  Inn  San 
Francisco"  on  Google  turned  up  a  hand- 
ful of  Days  Inn  hotels  in  San  Francisco 
suburbs.  The  same  search  on  an  Inkto- 
mi-powered  site  churned  out  direct  hits 
for  Days  Inn  properties  inside  the  city. 
Why?  Travel  site  Travelocity.com  pays 
Inktomi  to  scour  its  pages— including 
those  for  San  Francisco  hotels— generat- 
ing, in  this  case,  more  relevant  results. 

If  you're  not  shopping,  the  commer- 
cial tilt  of  such  results  can  be  annoying. 
Take  a  search  for  "Mozart"  on  Al- 
taVista.com,  which  was  recently  ac- 
quired by  Yahoo!  Out  of  588,405 
Mozart- related  listings,  AltaVista  judged 
the  ninth-most-relevant  site  to  be  an  Ex- 
pedia.com  page  for  hotels  in  the  vicinity 
of  Mozartplatz  in 
Salzburg.  Expedia.com 
pays  AltaVista  to  be  con- 
sidered for  inclusion  in 
results. 

One  tool  can  provide 
a  second  opinion  on 
your  search  results.  Hot- 
bot.com  gives  you  a 
choice  of  results  from 
four  search  engines,  in- 
cluding Google  and  Ink- 
tomi. If  you're  not  sure 
about  the  results  from 
one,  just  click  to  bring 
up  answers  from  anoth- 
er. You  don't  even  have 
to  retype  your  query. 

Armed  with  a  few  ba- 
sic search  techniques 
and  a  little  knowledge 
about  search  engines, 
your  ability  to  find  what 
you  want  on  the  Net  will 
be  vastly  improved.  ■ 

-With John  Cady 
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usinessFutures 


Back  to  the  Futures, 
With  Less  Risk 

TRAKRS  are  linked  to  commodity  prices,  but 
they're  not  so  easy  to  track.  BY  LEWIS  BRAHAM 


COMMODITIES  ARE  hot 
right  now,  yet  most  indi- 
viduals don't  have  a  lot  of 
ways  to  invest  in  them. 
Stocks  of  commodity  pro- 
ducers don't  always  move 
in  tandem  with  the  under- 
lying commodities,  and  a  couple  of  mutu- 
al funds  invest  in  bonds  that  are  linked  to 
commodity  prices.  Commodity  futures— 
perhaps  the  purest  play— engender  more 
risk  than  most  investors  can  stomach. 

One  solution  could  be  a  new  type  of 
investment  called  Total  Return  Asset 
Contracts,  which  creator  Merrill  Lynch 
dubbed  TRAKRS.  Intro- 
duced last  year,  these  are 
futures  contracts  that  are 
linked  to  prices  of  com- 
modities, stocks,  and  cur- 
rencies, but  with  less  risk 
than  traditional  deriva- 
tives. In  addition,  they 
have  greater  trading  flexi- 
bility, more  tax  efficiency, 
and  lower  costs  than  mu- 
tual funds. 

The  problem  with  fu- 
tures is  the  leverage.  In- 


vestors post  5%  to  15%  of  the  total  value 
of  the  contract  in  a  margin  account,  and 
they  stand  to  lose  more  than  they  put  in 
if  they  bet  the  wrong  way.  Such  is  not  the 
case  with  TRAKRS— because  investors 
must  pay  the  full  amount  up  front,  cur- 
rently ranging  between  $25  and  $50  per 
contract.  "In  many  respects,  TRAKRS 
trade  and  behave  exactly  like  an  ex- 
change-traded fund  [ETF]  or  stock," 
says  Merrill  Lynch's  Mitch  Cox,  who 
helped  develop  the  TRAKRS.  "If  the 
TRAKRS'  contract  goes  up  a  dollar,  your 
investment  goes  up  a  dollar,  and  vice- 
versa." 


On  the  Trail  of  TRAKRS 

TRAKRS  /  SYMBOL' 

WHAT  IT  TRACKS  /  INDEX  SYMBOL" 

Commodity  CCC 

Index  of  20  commodities  ("DJAIGTR) 

Euro  Currency  ECT 

Euro/U.S.  dollar  exchange  rate  ("ETX) 

LMC  000 

Index  of  small-  and  mid-cap  stocks  (*00C) 

Long-Short  Technology  MLT 

Index  of  long  and  short  positions  in  tech  stocks  ("MLH) 

Select  50  TTT 

Index  of  the  largest  50  stocks  in  the  S&P  500  (TLD) 

•Pncesatwww.trakrs.com    '"Index  prices  at  Yahoo1  Finance.  Use  '"'  in  front  of  each  index  symbol 

The  Commodity  TRAKRS  mirroi 
Dow  Jones-AIG  Commodity  Index 
Return,  a  composite  of  20  commo 
from  aluminum  to  zinc.  There  are  o 
Euro  Currency  TRAKRS,  a  bet  on  th< 
tionship  between  the  dollar  and  the 
a  Long-Short  Technology  TRAKRS,  \ 
acts  like  a  tech-stock  hedge  fund; 
TRAKRS  follow  small-cap  and  mi< 
stocks;  and  Select  50  TRAKRS 
large-cap  stocks  (table). 

The  equity-oriented  TRAKRS  ar 
triguing.  The  long-short  tech  fum 
many  of  the  attributes  of  a  hedge 
which  usually  charges  1%  of  asset 
year  plus  20%  of  the  profits.  There  a 
trading  costs,  since  TRAKRS  don'l 
and  sell  stocks.  There's  no  manage 
fee,  because  there's  no  underlying  p< 
lio.  And  since  TRAKRS  don't  distr 
gains,  an  investor  will  only  realize  a 
tal  gain  when  the  investment  is  sc 
when  the  contract,  which  has  a  three 
maturity,  expires.  As  long  as  T 
held  longer  than  six  months,  the  t 
rate  is  15%. 


A  SHORT  TRACK  RECORD 

THE  RECORD  ON  THESE  products 
long— but  so  far,  so  good.  The  long 
TRAKRS  has  gained  59.8%  since  it) 
gust,  2002,  inception,  compared 
46.5%  for  the  NASDAQ  100  index. 
TRAKRS  has  gained  25.9%  sine 
launch  in  January. 

One  problem  with  TRAKRS  is 
they're  hard  to  track.  Prices  are  ava 
at    www.trakrs.com    or    the    Ch 
Mercantile    Exchange    Web 
www.cme.com.   Those  prices   md* 
higher  than  the  TRAKRS'  underlyii 
dex.  For  index  prices,  you  can  ask  i 
ker— or  log  on  to  them  at  Yahoo!  Fir  k 
The  premium— recentiy  about  3%- 
tuates,  depending  on  demand  for  th 
ticular  TRAKRS.  Think  of  it  as  paj  :, 
3%  sales  charge  without  the  ongoii 
penses  of  a  mutual  fund. 

The  other  problem  is  that  these  J 
tracts  are  hard  to  purchase  from  bi 
other  than   Merril 
takes   time   for 
product  to  gain  bro; 
peal,"  says  Merrill' 
"  Exchange-traded 
started  in  the  early  ] 
but  didn't  get  popul 
til     the     late     1' 
TRAKRS'     success 
mately  will  deper 
how  well  they  pe: 
Maybe  a  bull  mar 
commodities    will 
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American  Focus 


intensity  of  our  concentration 
inot  be  overstated.  ===== 


in  need  of  separate  accounts,  an  advisor  looking  for 
multiclass  pricing  or  an  individual  investor  wanting 


Lnerican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 


;  tments.  Any  way  you  work  with  us,  you  benefit  from 


:hin 
isit  a 
Ufa 

3* 
j# 
njActive  approach  to  investment  management.  Which 


We  don't  stray  from  our  mission  by  lending  monev  or 
underwriting  securities.  To  learn  more,  please  ask  your 


m 
lertill 

t 

ibioa 


s  you  can  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  Because  your 

ni/e  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 


aitrl 

vfllli 

pa 

[mart 

nlll  ■  "'  s      ''   ^''  '  V  "r  visit  wiinv.amcricancenhiry.com  to  obtain  a  prospectus  with  more  complete  infor- 
Deluding  charges,  expenses  and  minimums.  He  sun  to  read  it  carefully  before  you  invest  or  send  money. 


in  llii/iiit; 

lieBU  , 


American 
Century. 

Investment  Managers 
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Mom  and  Dad, 
I'm  Home -Again 


As  more  twentysomethings  move  back  in,  parents 
need  to  set  clear  expectations.  BY  SUSAN  GARLAND 


A  year 

Melita 

from 


MORE  THAN 
ago,  Joseph 
graduated 
Hawaii  Pacific  Uni- 
versity with  dreams 
of  a  marketing 
career  and  a  place 
of  his  own.  Today,  he  drives  an  armored 
truck  on  a  salary  that's  too  low  to  pay 
rent  and  pay  off  his  school  debt.  He  lives 
with  his  father  and  stepmother  in  the  fin- 
ished basement  of  their  Alexandria  (Va.) 
home.  "I  don't  want  to  burden  them  for- 
ever," says  Melita,  23,  whose  space  in- 
cludes a  bathroom,  fireplace,  and  cable 
TV.  "But  it's  pretty  easy.  I'm  getting  used 
to  it." 

That's  exacdy  what  many  parents  who 
thought  they  had  moved  on  to  empty- 
nestdom  fear.  The  economic  downturn  is 
forcing  many  young  adults  back  to  the 
family  roost  after  attending  college  or  liv- 
ing independently  elsewhere.  According 


to  the  Bureau  of  Labor  Statistics,  10.9%  of 
20-to-24-year-olds  were  unemployed  in 
September,  vs.  6.7%  in  September,  2000. 
The  jobless  rate  for  25-to-34-year-olds 
rose  to  6.3%  from  3.7%  over  the  period. 

Return  rates  tend  to  rise  during  high 
unemployment,  but  student  debt  and 
high  housing  costs  also  are  factors.  The 
stigma  of  living  at  home  has  also  less- 
ened, says  Barbara  Mitchell,  an  associate 
professor  at  Simon  Fraser  University  in 
Burnaby,  B.C.,  who  has  re- 
searched these  "boomerang 
kids."  According  to  a  recent 
survey  by  MonsterTRAK,  a  divi- 
sion of  job-search  Web  site 
Monster,  nearly  40%  of  1,831 
recent  college  grads  say  they . 
intend  to  live  with  their  parents 
for  at  least  seven  months. 

Most  parents  and  their 
grown  children  are  satisfied 
with  the  arrangement,  Mitchell 


I 


SETTLING  IN 

Joseph  Melita 
(center)  with  his 
father  and 
stepmother 


The 

stigma 

ofliving 

at  home 

has 

lessened 


has  found,  as  loi^ 
the  kids  don't  j 
and  return  too  en 
One  ingredient'! 
mutually  satis  i 
coexistence,  she  ^ 
is  "a  clear  meeting  of  the  minds  j 
from  the  start." 

When  a  son  or  daughter  moves 
in,  families  should  discuss  their  fee 
about,  say,  the  child's  embarrass 
over  his  or  her  unexpected  dependerll 
the  parents'  privacy  concerns.  Once  i|| 
out  in  the  open,  parents  should  set  H 
expectations  about  a  job-search  ag« 
personal  behavior,  and  contributio 
household  expenses  and  chores,  (j 
Mellan,  a  therapist  in  Washington,! 
counsels  families  on  money  issues.1 
parents  and  their  grown  children  sll 
decide  on  a  timetable  for  departu 
benchmarks  that  show  progress  to| 
financial  independence. 

PROGRESS  REPORT 

DEPENDING  ON  how  much  struct 
young  adult  needs,  Mellan  says, 
could  require  your  kid  to  send  out : 
tain  number  of  resumes  a  week  or  tc 
for  temporary  work  after  a  specified 
searching  for  permanent  employ] 
When  an  employed  child  is  home  tc 
money  for  a  house  or  debt  reductioi 
can  ask  for  a  regular  progress  repor 
Expectations  need  to  be  rea 
"Most  recent  college  grads  enterec 
lege  during  the  best  job  market  in 
lifetime  and  left  it  at  the  worst,"  saj 
Taylor,  chairman  of  Monster.  That  n 
few  can  hold  out  for  that  dream  jo 
stead,  parents  may  have  to  urge  a  cr 
settle  for  part-time  or  lesser-paying 
though  that  could  extend  fins 
dependence. 

Parents  also  need  to  set  ruk- 
household  contributions.  Ask  him  ( 
to  chip  in  for  food  or  set  a  date  whe 
will  start  charging  rent— an  amoum 
Mellan,  that  would  both  allow  the  cl 
save  money  and  make  it  "clear  that 
there  does  cost  something."  At  the 
young  adults  should  help  with 
work,  meal  preparation 
shopping. 

It's  easy  to  fall  back  in 
habits— but  remember, 
kids  are  no  longer  childrc- 
unrealistic  to  set  a  curfe 
instance.  But  if  you  dor 
prove  of  overnight  gues 
cohol,  or  loud  music,  saj 
the  outset. 

At  the  Melitas,  Josepl 
the  armored-car  job  last 
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20    40Kb|» 


Send  and  receive  attachments. 


Sprint 


average 
50-70 Kbps 


Send  and  receive  attachments  nearly  twice  as  fast. 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 


Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  Over  30  million  more  people  covered 

All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


PCS  Connection  Card:1 
Insert  it  in  a  laptop 
Get  a  wireless 
<  connection 


> 


Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144  for  a 
PCS  Business  Representative. 


Sprint 


One  Sprint.  Many  Solution;, 


Voice/Oaia         PCS  Wireless         Internet  Services         E-Business  Solutions        Managed  $■ 


n.ised  on  published  averages  from  each  carrier  and  other  information  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors.  Coverage  claims  based  on 

I  ced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 

<i  luding  roaming  areas.  Copyright  ©2003  Sprint  Spectrum  LP  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 
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Every  issue,  in  its 
entirety,  direct  to  your  computer 
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■  Fastest  delivery  of  each  week's  issue 

■  Find  articles  quickly  with  keyword  search 
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if  kit  a  low-paying  sales  position  in 
ry.  In  the  interim,  ho  was  unable  to 

'  Marketing  work  and  would  hang 
d  the  house  "hummed  out,"  he 
•vhen  he  received  no  replies  to  his 
ies.  lie  changed  his  ways  when  his 

i ,  Anthony,  48,  told  him  he  would 
>  move  out  if  he  didn't  get  some  job. 
elder  Melita,  a  Defense  Dept.  em- 


stau  rants 


ployee,  says  his  son  helps  with  ehores 
when  asked,  though  they  don't  have  a  set 
agreement.  Joseph  is  saving  for  an  apart- 
ment and  pays  for  his  health  insuranee 
and  persona]  expenses.  Early  on,  Dad  told 
Joseph  he  had  to  cut  back  on  visits  from 
his  girlfriend  because  they  violated  his 
privacy.  Stepmom  Sara,  36,  says:  "As  long 
as  he  is  working  and  contributes,  I  don't 


mind  him  staying."  Hut,  she  adds:  '  I  [e 
will  not  live  here  when  he  is  26." 

As  the  Melitas  are  finding,  striking  a 
balance  between  nurturing  your  child  in 
hard  times  and  nudging  him  to  move  out 
is  tricky.  And  until  the  labor  picture  im- 
proves, parents  who  had  hoped  to  turn 
their  kid's  room  into  a  den  may  have  to 
stow  the  fabric  swatches  for  a  while.  II 


[itting  the  Sweet  Spot 

inale  in  Boston,  dessert  is  the  main  event.  BY  FAITH  ARNER 


OR   ANYONE    WHO    HAS 
ever   felt   like   making   a 

Hmeal     of    dessert,     one 
Boston  restaurant  has  the 
menu     for    you.     Finale 
serves   up   13   artistically 
arranged     decadent     de- 
that  tempt  with  a  creative  mix  of 
.  The  Italian  teaser,  for  example, 
^s  tiramisu  with  baby  cannohs,  tart 
curd  gelato,  and  brandied  coffee 
Small  portions  limit  the  calorie 
id,  but  they  don't  preclude  high 
The  tiramisu  goes  for  $12.95. 
:onians  with  a  sweet  tooth  don't 
3  mind.  At  10:30  on  a  recent  Satur- 
ght,  the  place  is  jammed  with 
goers  and  young  couples  on  dates, 
vait  up  to  15  minutes  for  a  seat  in 
gant  dining  room  lined  with  red 
janquettes. 

iOOEY  CENTER 

E  GREW  OUT  of  a  Harvard  Busi- 
•hool  project  by  Class  of '97  grads 
bore  and  Paul  Conforti.  "Our  re- 
showed  there  were  plenty  of casu- 
s  for  a  cup  of  coffee  and  slice  of 
mt  no  places  for  a  fine  dining 
restaurant,"  says  Moore, 
y  patrons  crave  one  of  Finale's 


NOW  THAT'S  RICH 

The  molten  chocolate 
cake  (above)  is  one  of 
the  signature  desserts 
of  Finale  (right) 


signature  creations:  the  $10.95 
molten  chocolate.  Shaped  like  a 
muffin,  this  chocolate  cake  has  a 
hot,  gooey  center  and  comes 
with  achingly  rich  coffee  ice 
cream,  chocolate  sauce,  and  a  cluster  of 
chocolate-covered  almonds.  Finale  sug- 
gests wines  to  accompany  each  of  its 
plates.  For  molten  chocolate,  it  recom- 
mends a  $9.95  glass  of  Williams  &  Hum- 
bert Solera  Especial  15-year-old  sherry. 
Non-chocolate  specialties  include  creme 
brulee  with  fresh  fruit  and  orange  butter 
cookies  for  $8.95.  For  those  who  have 
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NEW  YORK        CHICAGO 


ChikaLicious 
203  E.  10th  St. 
212995-9511 


Sugar 

108  W.Kinzie  Street 

312  822-9999 


VANCOUVER 

Death  by  Chocolate 
several  locations 
604  684-2462 


willpower  to  stick  to  their  diets,  the 
menu  offers  fresh  fruit  with  sorbet  for 
$9.95. 

Just  dessert  is  just  not  enough?  Look  to 
the  "prelude"  page  of  the  menu  for  appe- 
tizers such  as  mesclun  salad  with  goat 
cheese  and  pistachio  nuts,  antipasto, 
soup,  or  other  light  starters. 

Finale  has  two  locations:  at  1  Colum- 
bus Ave.  in  Boston  (617  423-3184)  and 
30  Dunster  St.  in  nearby  Cambridge  (617 
441-9797).  The  next  stop:  possibly  Port- 
land, Me.,  or  Providence  as  Finale  con- 
tinues to  expand— just  like  its  cus- 
tomers' waistlines.  II 
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Personal  Business  Insurance 


Deflecting  a  Blow 
From  Uncle  Sam 

How  executives  can  avoid  a  new  tax  on  their 
"split-dollar"  insurance  perk.  BY  ANNE  TERGESEN 


TTENTION,  EXECU- 
tives:  Starting  on  Jan.  1, 
the  Internal  Revenue 
Service  will  close  a 
loophole  that  allows 
those  with  profitable 
"split- dollar"  life-in- 
surance policies— a  sweet  perk  employers 
often  give  senior  executives— to  avoid 
taxes  on  their  gains.  Still,  if  you  act  by 
Dec.  31,  you  can  dodge  the  tax  bullet  and 
keep  those  profits  tax-free. 

It  sounds  simple.  But  determining 
whether  to  take  advantage  of  this  window 
of  opportunity  is  anything  but.  Indeed, 
because  split-dollar  policies  are  notori- 
ously complex,  be  prepared  to  sit  down 
with  the  financial  advisers  who  crafted 
your  arrangement  and  crunch  some 
numbers. 

Typically,  split-dollar  policies 
work  like  this:  A  company  buys 
a  life-insurance  policy  on  a  sen- 
ior executive  and  pays  the  pre- 
miums. Then,  at  some  point- 
often  retirement— the  employee 
reimburses  the  company  for  the 
premiums,  taking  sole  owner- 
ship of  the  policy.  The  policies 
provide  two  benefits.  One  is  life 
insurance.  The  other  is  the  cash 
value  that  grows  as  the  premi- 
ums are  invested  by  the  insurer. 
Once  the  cash  value  exceeds 
what's  required  to  repay  the 
premiums,  employees  can  with- 
draw or  borrow  against  it.  It's 
this  cash  value,  historically  tax- 
free  to  the  employee,  that  now 
faces  taxation,  says  George 
Cushing,  partner  at  Kirkpatrick 
&  Lockhart  in  Boston. 

If  you've  got  a  split- dollar 
arrangement,  first  ascertain 
whether  your  policy  has  any 


cash  value.  If  so,  calculate  how  much  tax 
you'll  owe.  Consider  an  executive  with 
$5  million  of  life  insurance.  If  the  policy 
has   $1.6   million   in   cash  value   and 
$600,000  has  been  paid  in  premiums, 
$1  million  will  remain  once  the  executive 
reimburses  the  company.  At 
today's  top  income-tax  rate  of 
35%,  the  potential  tax  hit  on 
that  profit  is  $350,000.  (The 
timing  of  that  tax  bill  will  de- 
pend on  when  the  policy  was 
established.) 

To  escape  the  tax  bill,  the    With  TOUT 
executive  can  terminate  the     r*  •    -i 

split-dollar  arrangement  and    ilXlcLtlClcU. 
reimburse  the  employer  for    Qrlxricov 
the  premiums.  To  do  so,  em-    dU-VloCl 
ployees  can  either  cash  in  their 


Be  ready 
to  sit 
down 


policies  or— if  they'd  rather  keep  t 
surance— dig  into  their  own  pocke 
qualify  for  this  treatment,  thougl 
policy  has  to  have  been  in  place  1 
Jan.  28, 2002. 

For  policies  established  after  Ja 
2002,  but  before  Sept.  17,  2003,  tl 
treatment  is  less  clear.  The  IRS  ma; 
mately  impose  tax  on  the  cash  i 
says  Susan  Lennon,  a  director  in  tl 
man  resources  services  group  at 
waterhouseCoopers.  But  the  a; 
"hasn't  yet  issued  final  public  guid; 
she  adds. 

BAILED  OUT  WITH  A  BONUS? 

IF  YOUR  POLICY  was  established 
Sept.  17,  there  are  two  possible  outc 
If  your  company  owns  the  policy,  bo 
insurance  protection  and  cash  valu 
be  subject  to  tax.  But  if  the  emj 
owns  it,  the  IRS  will  treat  the  pren 
paid— $600,000  in  the  above  exan 
as  a  loan  from  the  company.  The  c 
side  to  a  loan,  of  course,  is  that  you' 
interest.  But  you'll  escaj: 
on  the  cash  value.  To  help 
utives  meet  these  costs, 
companies  are  doling 
bonuses,  says  Catherine 
ing,  a  wealth  adviser  at  JI 
gan  Private  Bank. 

Even  if  your  arrange  | 
was   around   before  Jar 
2002,  you  may  want  to  cc 
it  to  a  loan  by  Dec.  31, 
than  terminate'  it.  Why 
haps  you  need  to  keep 
surance,  but  cannot  afford 
pay  the  premiums.  IndeedjB 
interest  rates  so  low,  you ;  F 
pay  less  by  taking  out  a  I 
than  by  paying  tax  on  th< 
value.  One  caveat:  If  you 
for  a  public  company,  d 
centiy  passed  Sarbanes- 
Act  prohibits  corporate  lol 
certain  top  execs.  If  you  fa| 
that  category,  you  might  i 
bank  loan  instead. 

If  your  split-dollar  polid 
no  cash  value,  it  makes! 
sense  to  terminate  it.  Butl 
need  to  monitor  the  cashl 
and  plot  your  exit  strateg 
Mark  Teitelbaum,  seconc 
president  of  Travelers  I 
Annuity.    Because   no  , 
about  split-dollar  life  insu  j 
is  simple,  consult  with  a  ISfi 
pert.  But  don't  take  too  |fv 
time:  Your  window  to  sec ' 
potentially  large  tax  break 
on  New  Year's  Eve.  II       t 
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EDITED  BY  CAROL  MARIE  CROPPER 


MUTUAL  FUNDS 

Don't  Leave  So  Soon 

AS  THE  SCANDAL  in  the  mutual-fund  industry  widens,  more  companies  are  slapping 
redemption  fees  on  their  funds.  These  levies,  about  2%  of  the  amount  withdrawn,  are 
designed  to  discourage  speculators  from  short-term  trading,  or  "market  timing.''  Fund 
shareholders  get  stuck  paying  these  fees  usually  if  they  hold  a  fund  for  90  days  or  less. 

Fund  companies  Harbor  Funds  and  Tweedy  Browne  recently  added  redemption  fees 
to  three  funds,  and  Marty  Whitman,  founder  and  manager  of  Third  Avenue  Funds, 
says  he  is  considering  a  similar  move.  Barry  Barbash,  a  former  fund  regulator  at  the 
Securities  &  Exchange  Commission,  expects  more  firms  to  follow  suit,  and  he  also 
predicts  that  the  fees  may  soon  be  doubled. 

Some  small-company  funds  have  long  charged  redemption  fees  to  defray  trading 
costs  that  are  especially  onerous  for  small,  illiquid  stocks.  The  fees,  which  are  disclosed 
in  the  prospectus,  have  been  used  in  international  funds,  too.  Of  course,  many  broker- 
sold  funds  charge  even  higher  exit  fees,  but  they're  a  different  animal.  Those  charges, 
known  as  "back-end  loads,"  go  to  brokers,  not  the  fund.  -Lauren  Young 


INDELIBLE 

Oldenburg's 
"Eraser' 


TIME  OFF 

ALUS  HAS  RAISED  the  stakes  in  its 
.  Itural  rivalry  with  Fort  Worth.  The  Big  D  is 
now  home  to  the  $70  million  Nasher 
Sculpture  Center  (nashersculpture- 
center.org),  displaying  more  than  300 
sculptures  collected  by  real  estate 
developer  Raymond  Nasher.  Modern  works 
by  the  likes  of  Rodin,  Picasso,  and  Claes 
Oldenburg  should  make  Dallas  a  must-see 
for  more  than  the  Grassy  Knoll. 


GOLF 

LIGHTENING 

THE 

LOAD 

IF  YOU'RE  FLYING  with  golf 
clubs,  you  no  longer  have 
to  pack  your  golf  bag  in  a 
hard-shell  travel  case  that 
weighs  a  ton.  Dallas- 
based  Cargo  Golf 
cargogolf.com)  has 
designed  the  Pro-Series 
hybrid  travel  bag  ($165) 
with  a  hard  cover  to 
protect  your  sticks.  Yet  if  s 
light  enough  to  take  straight  to  the 
course.  For  golfers  who  enjoy  walki 
for  $20  more  the  bag  comes  with  fo 
legs  that  prop  it  up  on  the  course. 

UPDATE 

STILL  LOOKIN' 
STELLAR 

IN  MARCH,  Standard  &  Poof's  teamec 
with  BusinessWeek  to  give  the  first  ar 
Excellence  in  Fund  Management  Av 
(BW— Mar.  24).  Since  then,  the  10  fi 
cited  have  not  disappointed.  The  se^ 
equity  funds  gained,  on  average,  32 
and  each  topped  the  S&P  500-stock 
index5  20.7%  return  (through  Sept. 
Two  of  the  three  bond  funds  beat  tb 
Lehman  Bros.  Aggregate  Bond  inde 

TOTAL  RE1 


Bjurman  Barry  Micro-Cap  Growth 

Royce  Low  Priced  Stock 40| 

Legg  Mason  Value  Trust 

mmmmmmmmmmmmmmmm 

Tweedy  Browne  Global  Value 
Dodge  &  Cox  Stock 


Julius  Baer  International  Equity  2  5 

— tmmmmmmmmmmmmtmmtmmmmmtmm 


Growth  Fund  of  America 


23 


Calamos  Growth  &  Income 

wmmmmmmtmmmmmmmmmmma 

Harbor  Bond 


16 


TCW  Galileo  Total  Return  Bond 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains 
taxes  Mar.  14-Sept  30. 2003  Data:  Standai 
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Personal  Business  The  Barker.  For 


BY  ROBERT  BARKER 


A  Mall  Mammoth  Witt 
Little  Room  to  Grow? 


Perhaps  in  Chechnya  you  might  find  a 
worse  travesty  of  majority  rule.  But  I'd 
say  it's  a  toss-up  next  to  what  just  went 
down  in  Bloomfield  Hills,  Mich.,  U.S.A., 
home  to  Taubman  Centers,  the  leading 
owner  of  upscale  shopping  centers.  To 
elude  takeover  by  rival  Simon  Property 
Group,  Taubman  got  Michigan  on  Oct.  7 

to  enact  a  measure  letting  Taubman  insiders  thwart  a 
majority  of  investors  who  had  accepted  Simon's  merger  offer. 

Frustrating  as  that  must  be  to  Taubman's  public 
shareholders,  Simon  Property  Group  may  have  it  worse.  It 
spent  $10  million  on  a  yearlong  quest  for  Taubman,  but  the 
wasted  money  and  time  is  not  the  problem.  If  s  having  now  to 
find  other  avenues  of  growth.  With  some  238  properties,  SPG 
already  is  far  and  away  the  top  U.S.  retail  lessor.  In  nearly  10 

years  as  a  public  company, 
SPG  quintupled  revenues,  to 
$2.3  billion,  while  total  return 
has  far  outstripped  that  of  the 
Standard  &  Poor's  500-stock 
index.  Its  stock  is  up  39%  this 
year  alone  (chart). 
Maintaining  such  a  pace  has 
to  be  daunting,  yet  with  the 
stock  near  its  all-time  high  of 
$45.90,  investors  may  not 
appreciate  how  growth  has 
slowed. 


MODEST  PACE 


Simon's  occupancy 
rate  is  up  a  bit... 

REGIONAL  MALL  OCCUPANCY  RATE 


JUNE  30.  2003  I  JUNE  30.  2002 
91.6%  91.5% 


...its  rents  are 
up  a  bit  more... 

REGIONAL  MALL  AVERAGE 
BASE  RENT,  PER  SQUARE-FOOT 


JUNE  30.  2003  I  JUNE  30.  2002 

$31.47  $30.03 
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...and  its  stock 
is  up  a  lot 

WEEKLY  CLOSING  PRICE 


SPG  STOCK  PRICE     ^ 
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SPG  IS  GOING  AHEAD  with 

plans  to  build  five  or  six  new 
shopping  centers  in  the  U.S., 
with  a  $400  million  to  $500 
million  annual  development 
budget  set  for  the  next  three 
to  five  years,  all  funded 
internally,  its  CFO,  Stephen 
Sterrett,  told  me.  SPG  also 
expects  to  buy  a  few  other 
malls  as  they  become 
available  and  to  expand  more 
abroad,  notably  via  a  French 
joint  venture  that  already 
gives  it  part  of  nine 


properties.  All  told,  SPG  sees  revenue 
growth  of  8%  to  10%  a  year.  "We're  the 
Steady  Eddie,"  Sterrett  said. 

Nothing  wrong  with  that.  But  Simon's 
history  is  marked  by  faster  growth,  driven 
by  deals.  In  1996,  Simon  merged  with 
DeBartolo  Realty.  Revenue  in  1997  leaped  41%.  Then, 
string  of  deals  over  the  next  three  years,  SPG  raced  ahea 
the  1990s,  gross  leasable  space  ran  to  185  million  squar 
from  69  million.  SPG  since  has  added  some  other  malls, 
as  the  upscale  Stanford  Shopping  Center  in  Palo  Alto,  C 
bought  in  August.  But  it  sold  some  locations,  too.  Its  poi 
of  retail  spaces  now  is  about  as  big  as  three  years  ago. 

Rising  rents  have  fed  growth,  too,  but  in  SPG's  region 
malls  they  gained  a  middling  7%  a  year  on  average  sinct 
1996.  SPG  also  has  boosted  occupancy  to  nearly  92%,  fr< 
under  85%  in  1996.  Impressive,  yet  such  a  high  current 
leaves  less  headroom.  Sterrett  thinks  occupancy  theore 
might  go  up  to  95%.  Finally,  to  supplement  leasing  reve 
SPG  has  sold  business  services  to  tenants  and  put  the  Si 
brand  on  gift  cards  and  such.  These  initiatives  are  gro 
nicely,  but  brought  in  just  $40  million  in  2003's  first  h 

Given  all  this,  it's  no  wonder  Simon  fought  hard  for 
Taubman's  nearly  $400  million  in  revenue.  Centers  su 
as  The  Mall  at  Short  Hills.  N.J.,  command  much  highei 
base  rents,  currently  an  average  of  more  than  $42  per 
square  foot,  vs.  about  $31.50  at  SPG's  malls.  Finding  ai 
source  of  such  concentrated  earning  power  by  acquisit 
is  unlikely:  SPG's  main  public- company  rivals  see  aver; 
rents  of  $30  to  $31  per  square  foot.  Even  without  Taub 
SPG  is  the  industry's  dominant  force.  Trouble  is,  major 
don't  always  win.  ■ 

E-mail:  rb@businesswet 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY 

THE  AMERICAN  DREAM. 


The  population  is  growing  and  with  it  the  American  Dream  of  homeownership.  In  fact,  every 
eight  seconds  a  baby  ts  born  in  this  country  -  that's  four  million  babtes  a  year  .This  combined 
1  he  mdhons  of  families  that  move  to  our  country  in  pursuit  of  the  American  Dream 
makes  foi  a  population  that  we  anticipate  will  grow  by  30  million  by  2oiO.  And  when  they 
dream  of  owning  a  home,  we'll  be  there.   Because  as  the  American  o'ream  grows,  so  do  vS 
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Personal  Business  Inside  Wall  Stree 


BY  GENE  G.  MARCIAL 


RESEARCH  IN  MOTION  CRANKS  OUT  BLACKBERRYS  BY  THE  CRA1 
WHY  BIG  INVESTORS  ARE  BUYING  SPECTRUM  PHARMACEUTIC^ 


y|  STRATEGIC  DIAGNOSTICS:  COULD  A  TAKEOVER  BE  UNDER  WAY? 


TAKING  OFF 
AS  TECHS SURGE 


DOLLARS 


Handhelds  Are  Clicking 

B  ERNIE  SCHAEFFER,  who  runs  Schaeffer's  Investment 
Research,  is  hot  on  techs— even  after  their  huge  rally. 
Investors  are  rubbing  their  eyes,  "unconvinced  that 
techs  are  really  back,"  he  says.  The  euphoria  of  the  '90s  is  still 
not  in  sight,  so  he  reckons  techs  have 
room  to  run.  Schaeffer's  "master 
portfolio"  this  year  is  up  44.5%,  vs. 
18.9%  for  the  Standard  &  Poor's  500- 
stock  index.  His  top  pick,  Research  in 
Motion  (RIMM),  which  makes  wireless 
handhelds  such  as  the  BlackBerry,  is 
way  up— from  10  in  March  to  43.75  on 
Oct.  22.  Although  it  is  trading  at  91 
times  estimated  Thomson  First  Call's 
consensus  2004  (ending  Feb.  28) 
earnings  of  47<t  a  share,  he  expects  a 
price  of  75  in  a  year.  RlM's  market  cap, 
he  notes,  peaked  in  2000  at  $13.5  billion,  when  the  stock  hit 
176.  Now  it's  about  $3.4  billion.  He  sees  BlackBerry  demand 
rising.  RIM  has  licensed  its  technology  to  cell-phone  makers, 
including  Motorola  and  Sony  Ericsson,  for  e-mail  and  text 
messaging.  The  latest  BlackBerry,  notes  Schaeffer,  functions 
as  a  phone  in  addition  to  e-mail.  RIM  has  also  integrated 
BlackBerry  into  the  Microsoft  Exchange  Server  2003.  The 
company  raised  its  third-quarter  earnings  estimate— after 
posting  better-than-expected  second-quarter  profits.  Thomas 
Sepenzis  of  ThinkEquity  Partners  sees  earnings  of  47$,  on 
sales  of  $535  million,  in  2004,  and  97<t,  on  $619  million,  in 
2005,  vs.  a  loss  in  2003. 


MOTION 
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Spectrum's  New 
Cancer  Weapons 


SEVERAL  BIG  INVESTORS  have  been  buying  little-known 
Spectrum  Pharmaceuticals  (SPPI),  which  develops 
anticancer  agents  that  have  previous  clinical  data  to  back 
their  efficacy  and  safety.  SDS  Capital  and  SCO  Financial  Group 
each  have  a  10%  stake,  and  Barclays  Bank  owns  more  than  6%. 
Institutional  interest  boosted  the  stock  from  2  in  March  to  7.87 
on  Oct.  22.  Spectrum  has  lots  more  potential,  says  Daniel 
DiPietro  of  SCO  Financial,  even  though  no  analyst  follows  it. 
Last  year,  it  signed  a  pact  with  Germany's  GPC  Biotech  to  co- 
develop  Satraplatin,  a  medication  for  prostate,  ovarian,  and 
small-cell  lung  cancer.  Satraplatin  had  been  owned  by  Bristol 
Myers-Squibb,  which  decided  not  to  go  ahead  with 


UADRUPLED 
INCE  SPRING 


SPECTRUM 
RMACEUTICI 
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Data:  Bloomberg  Financial  rV 


development.  Spectrum  picked  it  up  for 
$250,000.  GPC  paid  Spectrum  $2 
million  upon  signing  and  a  further  $2 
million  on  Oct.  13,  when  Phase  3 
clinical  trials  of  Satraplatin  began.  GPC 
will  pay  $18  million  more  as  regulatory 
targets  are  met.  CFO  John  McManus 
says  the  drug  has  a  potential  market  of 
$500  million  a  year.  Spectrum  has  $25 
million  in  cash  and  McManus  expects 
Spectrum  to  make  money  in  2006. 

The  Heavy  Trading  in 
Strategic  Diagnostics 

STRATEGIC  DIAGNOSTICS  (SDIX),  which  makes 
immunoassay  tests  to  detect  toxicity  in  foodstuffs,  ha 
risen  since  September  from  3.90  to  4.87— on  heavy 
volume.  Herbert  Lotman,  who  owns  Keystone  Foods  and  i 
on  Strategic's  board,  has  been  buying  snares,  and  it  is  rum 
that  he  may  make  a  run  for  Strategic.  He  has  1  million 
shares— and  is  buying  more.  Lotman  bought  the  shares  or 
open  market  when  Richard  Birkmeyer,  who  resigned  as 
Strategic's  CEO  in  July,  was  unloading  about  1  million  shai  | 
Keystone  supplies  hamburger  patties 
and  processed  poultry  to  McDonald's. 
Lotman  also  owns  Molecular  Circuitry, 
which,  with  Strategic,  developed  a  test 
for  mad-cow  disease.  All  this  makes 
Keystone  a  logical  buyer  of  Strategic, 
says  Sven  Monberg,  editor  of  Super- 
Stock  Investor.  He  figures  Strategic  is 
worth  10  in  a  buyout,  but  Lotman 
denies  that  he  is  after  Strategic.  He  says 
if  s  obvious  to  him  that  the  stock  is 
undervalued.  Strategic's  RapidChek, 
validated  for  testing  raw  meat  and 
poultry,  recently  got  certified  to  test  for  salmonella  in  milk, 
orange  juice,  eggs,  and  cabbage.  Ken  Trbovich  of  C.E. 
Unterberg,  Towbin  figures  it  will  earn  8<t  a  share  in  2003,  i 
12<t  in  2004,  vs.  a  loss  in  2002.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  on  the  magazine's  publication 
day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  cm 
The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  t 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invest^ 
banking  or  other  financial  relationships  with  them. 
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Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre-OwnejJ 

■HHiHi^  by  BMW  mmm^amm^am 


the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW 
Certified 
Pre -Owned 


bmwusa.com 
1-800-334  -4BMW 


Q 


The  Ultimate 
Driving  Machine* 


r  -TOtectlon  I  'I,im  provides  coverage  for  up  to  2  years  or  50.000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New 
«  nited  Warranty  See  participating  BMW  center  for  details  and  vehicle  availability  For  more  information,  call  1  800-334-4BMW,  or  visit  bmwusa.com.  ©2003  BMW 
a,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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STOCKS 


S&P  500 

OCT.      APR.      OCT.  OCT.  16-22 


760 


1010 


COMMENTARY 

Earnings  continue  to  meet  or 
exceed  expectations.  But 
investors  shrugged  off  upbeat 
results  from  Citigroup,  3M,  and 
UPS,  preferring  to  focus  on  the 
negatives  about  future  trends. 
There  was  bad  news,  especially 
in  the  telecom  sector,  where  SBC 
and  AT&T  reported  weak  sales 
and  earnings.  The  Dow,  S&P 
500,  and  NASDAQ  all  fell  for  the 
week. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT.  21 

■  S&P  500  WM  U.S.  DIVERSIFIED  SB  ALL  EQUITY 
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Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 

Tuesday,  Oct.  28,  8:30  a.m. 
EST  »  New  orders  for  durable 
goods  in  September  probably  rose 
1%,  after  a  1.1%  fall  in  August.  The 
forecast  would  mean  a  2.9%  jump 
in  orders  for  the  third  quarter,  the 
biggest  increase  since  the  second 
quarter  of  2000.  That's  based  on 
the  median  forecast  of  economists 
surveyed  by  MMS  International. 
FOMC  MEETING  Tuesday,  Oct. 
28,9  a.m.  EST  »  The  Federal 
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GLOBAL  MARKETS 
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S&P  Euro  Plus  (U.S.  Dollar) 
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London  (FT-SE 100) 
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Frankfurt  (DAX) 
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Hong  Kong  (Hang  Seng) 
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FUNDAMENTALS 
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S&P  500  Dividend  Yield 

1.62% 
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•Mar.  19, 1999=1000     "Feb.  7.  2000=1000 


S&P  500  P/E  Ratio  (Ti  ailing  12  mos.)  28.1  29.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*      17.6  17.7 

First  Call  Earnings  Surprise*              6.24%  8.06% 

■First 

TECHNICAL  INDICATORS          ocr.a  weekago 

S&P  500  200-day  average                942.8  938.7 

Stocks  above  200-day  average            82.0%  84.0%   N 

Options:  Put/call  ratio                     0.66  0.67       I 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.51  5.49      N 
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17.3 
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Large-cap  Blend 

18.0 

Small-cap  Growth 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
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Rsve.  Pr.  Intl.  Sm.  C.  R  17.3 

Fidelity  Japan  Small  Co.  16.6 

US  Global  Inv.  China  Reg.  15.8 
J.P.  Morgan  Fleming  Jap.  A  15.5 
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PFds.  Biotch.  User.  Inv.  -8.4 

PIMCO  RCM  Biotech.  D  -6.8 
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Money  Market  Funds 
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LEADERS 

Apex  Mid  Cap  Growth  207.8 

Jacob  Internet  198.2 

ProFds.  Intnet.  Ultsr.  Inv.  181.0 

PFds.  Smicdr.  Ultsr.  Inv.  151.3 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -64.2 

ProFunds  UltSh.  OTC  Inv.  -64.1 

Frontier  Equity  -55.2 

Potomac  OTC/Short  Inv  -39.3 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 
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Insured  Revenue  Bonds 


3.72 


Taxable  Equivalent 


I  To  ort 


Reserve  Board's  Open  Market 
Committee  meets  to  discuss 
monetary  policy.  Economists 
surveyed  by  MMS  International 
agreed  unanimously  that  the 
Fed  would  maintain  interest 
rates  at  1%. 

CONSUMER  CONFIDENCE 
Tuesday,  Oct.  28, 10  a.m. 
EST  »  The  Conference  Board's 
October  confidence  index  is 
forecast  to  have  improved  to  78.5, 
up  from  76.8  for  September. 


GROSS  DOMESTIC  PRODUCT 

Thursday,  Oct.  30,  8:30  a.m. 
EST  »  The  economy  probably 
grew  at  an  annual  rate  of  5.8%  in 
the  third  quarter,  after  expanding 
3.3%  in  the  prior  period.  Early 
fourth-quarter  forecasts  call  for 
4%  growth.  • 

EMPLOYMENT  COST  INDEX 
Thursday,  Oct.  30,  8:30  a.m. 
EST  »  Compensation  in  the  third 
quarter  probably  climbed  0.9%  for 
a  second  straight  quarter. 


The  BusinessWeek  production 
inched  up  to  203.1  for  the 
ended  Oct.  11,  up  5.8%  fron 
previous  year.  Before  calculati 
the  four-week  moving  average 
index  moved  up  to  204.4. 
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data,  and  the  components 
of  the  production  index  visit  i 

www.businessweek.com/magazine/exl 


124  I  BusinessWeek  !  November  3.  2003 


ADVERTISEMENT 


Business  Objects 


siness  Objects  2003 
ernational  User  Conference 
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^company's  ROI,  and  prepare  for  the  exciting  future 
jsiness  intelligence.  Whether  your  current  investment 
,  rves  broadcasting,  dashboards,  or  analytic  applications, 
will  get  the  answers  to  your  most  pressing  technical 
business  questions.  For  more  information,  visit 
/.businessobjects-com/userconference. 
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I  BusinessWeek  Editor-in-Chief,  Stephen  Shepard,  for 
litimate  conversation  with  Microsoft  CEO,  Steve 
)  ier,  on  November  13, 2003.  Beginning  at  8pm,  the  lec- 
will  be  held  in  Kaufmann  Concert  Hall  at  the  92nd 
it  Y  (Lexington  Ave.  at  92nd  St.,  NYC).  Tickets  are 
■  To  order,  call  212-415-5500  or  visit  www.92y.org. 
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On-Road, 
Off-Road 
and  Everywhere  in  Between 

Ford  Explorer,  America's  best-selling  SUV  for  12  years 
running,  has  built  a  solid  foundation  of  trust.  Its 
interior  versatility  and  smooth  riding  dynamics 
inspire  more  people  to  repurchase  an  Explorer  than 
any  other  SUV  in  its  class.*  For  more  information, 
visit  www.fordvehicles.com  or  call  1-800-301-7430. 

'Based  on  repurchase  numbers  among  '93-03  new  vehicle  buyers. 
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EXECUTIVE  EDUCATION 


Leadership  in  Action 


Join  the  companies  that  turn  to  Carnegie  Mellon  for 
innovative  executive  education  tailored  to  challenge  and 
address  emerging  business  issues  and  opportunities. 
Contact  us  to  explore  programs  for  customized, 
collaborative  and  results- driven  executive  education 
that  deliver  organizational  and  personal  impact.  Our 
flagship  open  enrollment  program,  The  Program  for 
Executives,  begins  September  19  -  October  15, 2004.  For 
more  information,  visit  www.cmu.edu/execed  or  call 
1-888-565-3091. 
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Mutual  Funds: 
It  Gets  Worse 


THE  MESS  IN  MUTUAL  funds  goes  from 
bad  to  worse,  and  the  big  loser  is  the  small 
investor.  Many  fund  companies  have  been 
underinforming  and  overcharging  their 
customers  for  years,  but  the  latest  news  is 
still  shocking.  Late  trading  and  market  timing,  which 
bolster  the  profits  of  a  few  large,  short-term  trading 
investors,  invariably  dilute  the  profits  of  millions  of 
small,  long-term  investors.  In  their  rush  to  increase  their  asset 
base— and  fees— mutual-fund  managers  and  owners  have 
clearly  turned  a  blind  eye  to  practices  that  are  either  illegal  or 
breach  their  own  bylaws.  It  is  past  time  for  the  Securities  & 
Exchange  Commission  and  the  funds'  own  trustees  to  step  up 
to  their  responsibilities  (page  34). 

The  list  of  mutual-fund  misbehavior  is  long  and  growing. 
Paradoxically,  the  latest  round  of  misconduct  may  be  easier  to 
clean  up  than  others  that  have  plagued  the  industry.  Allowing 
big  investors  to  trade  in  mutual  funds  after  hours  is  simply 
against  the  law.  So  brokerage  houses  that  do  it,  and  mutual 
funds  that  condone  it,  should  be  busted.  Practicing  market 
timing  is  not  illegal  per  se,  but  it  often  undermines  the  long- 
term  profits  for  everyone  else.  Nearly  all  mutual  funds  ban  it 
in  their  prospectuses.  But  clearly  some  managers  are  making 


exceptions  for  those  who  offer  to  deposit  large  amounts 
money  in  the  funds  in  exchange  for  the  privilege.  This,  I 
can  be  easily  corrected  by  just  enforcing  the  written  rule 
the  funds.  Funds  also  may  have  to  reimburse  investors  ft 
loses  due  to  dilution  and  extra  capital-gains  taxes  they  p 
The  harder  task  ahead  may  come  in  cleaning  up  the 

structure  of  the  industry.  Hig 
compensation  paid  to  mutua 
managers  regardless  of 
for  aSSetS,  performance,  high  fees,  and 

excessive  costs  have  seriousl) 
eroded  investor  returns  for  fa 
long.  Worse,  under  the  infam 
12(b)-l  rule,  investors  even  h; 
pay  a  fee  for  the  funds'  own 
marketing  and  advertising  cc 
This  is  absurd. 

What  should  be  done?  Pu 
and  private  overseers  of  mui 
funds  have  to  insist  that  fun 
publish  quarterly  figures  that  clearly  show  how  much 
investors  are  paying  in  fees  on  their  accounts.  Perhaps 
light  of  day  will  generate  sharper  competitive  pressures 
lower  costs.  Investors  also  deserve  to  know  how  well  tb 
mutual-fund  managers  are  being  compensated.  And  the 
must  finally  abolish  the  12(b)-l  rule. 

The  mutual-fund  industry  has  lost  its  way.  In  its  sear 
assets  and  fees,  it  has  betrayed  the  multitude  of  smaller 
investors  to  favor  a  few  high  rollers  willing  to  break  the 
if  not  the  law.  With  the  economy  finally  catching  fire  an 
stock  market  moving  higher,  Americans  need  to  feel  co: 
that  they  will  be  treated  fairly  and  honestly  when  they  i 
There  is  no  time  to  waste. 


In  its  search 

assets, 
the  industry 
has  betrayed 
small 
investors 


Bush's  Enviro 
Report  Card 


PRESIDENT  BUSH'S  report  card  on  the 
environment  gets  a  gentleman's  "C."  It's 
better  than  critics  are  willing  to  admit  but 
worse  than  most  previous  Presidents, 
Republican  and  Democrat  alike.  As  the 
2004  Presidential  election  heats  up,  so  does  the 
partisan  rhetoric  over  environmental  policy.  Let's 
deconstruct  the  Bush  Administration's  environmental 
policies.  There  are  some  pluses  and  many  minuses  (page  96). 
The  White  House  gets  credit  for  backing  tougher  standards 
for  diesel  engines  and  for  developing  a  plan  to  clean  up  the 
PCBs  in  the  Hudson  River.  It  is  also  making  it  easier  to 
redevelop  contaminated  urban  "brownfield"  sites.  President 
Bush  should  also  get  credit  for  extending  the  market  approach 
of  the  1990  Clean  Air  Act.  It  set  caps  on  acid-rain-causing 
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sulfur  dioxide  and  allowed  companies  to  trade  the  rights  I 
emit  S02.  Now  the  Administration  wants  to  use  the  apprq 
to  cut  nitrogen  oxides  and  mercury,  as  well  as  S02  furthej 
caps  set  could  be  lower,  but  the  approach  gets  an  "A" 

The  Administration  gets  a  low  grade,  however,  in  pro 
ting  the  nation's  water.  It  has  a  proposal  that  excludes 
streams  and  wetiands  from  the  Clean  Water  Act.  Even 
Republican  supporters  such  as  the  hunters'  group  Due 
Unlimited  fear  that  it  could  destroy  crucial  habitat. 

The  Administration  also  gets  poor  grades  on  public  1 
use.  It  is  lifting  protections  on  federal  lands  to  open  the 
to  more  drilling,  mining,  and  logging.  Certainly  the  nati 
needs  more  energy  production.  But  nearly  all  public  Ian 
already  open  to  development.  Much  of  the  nation's  beef, 
lumber,  and  oil  comes  from  public  lands.  There  are  a  fe 
pristine  places  left  in  the  U.S.  for  backpackers,  hunters 
eco-tourists.  These  wild  and  beautiful  places  are  threate 

Finally,  the  Administration  fails  on  global  warming.  Re 
ing  the  Kyoto  Protocol  on  its  merits  made  sense.  But  failh 
follow  up  with  a  credible  alternative,  as  promised,  gives  tl 
White  House  an  "F."  The  U.S.  has  good  market  policies  ti 
could  work.  It  needs  to  show  global  leadership  on  the  issi 

Final  grades  on  the  environment  for  this  Administrat 
don't  come  due  until  November,  2004.  President  Bush  s 
has  time  to  improve. 
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The  new  PowerBooks.  Now  available  in  three  sizes.  Meet  the  PowerBook  G4  family. The  12"  PowerBoo^, 
is  the  only  ultra-compact  portable  with  a  slot-loading  CD/DVD-burning  SuperDrive:uThe  17"  PowerBook  offers tt  ^ 
largest,  most  stunning  display  to  ever  grace  a  notebook.  And  the  family  is  now  joined  by  the  all-new  15"  PowerBocj  i, 

TM  and  62003  Apple  Computer,  Inc.  All  rights  reserved.  For  more  information,  call  I  800  MY-APPLlor  visit  apple.com/powerbook. 


II 
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jl  shares  its  siblings'  all-aluminum  design  and  strikes  an  unprecedented  balance  of  power  and  portability. 
MJrdless  of  which  one  you  pick,  you'll  get  a  turbocharged  PowerPC  G4  processor,  a  DVD-burning  SuperDrive 
able  on  all  models),  and  the  fastest  wfreless  networking.  The  new  PowerBooks.  It's  one  amazing  gene  pool. 


NOW,  MORE  ULTIMATE. 


The  exacting  standards  of  the  Bavarian  Motor  Works  are  legendary.  So  when  their  engineers 
were  searching  for  a  partner  to  integrate  advanced  digital  systems  into  their  entire  line  of  cars, 
they  turned  to  a  company  with  an  equally  storied  history  of  innovation -Harman  International. 
For  over  50  years,  the  brands  of  Harman  International  have  been  developing  the  industry's  most 
advanced  new  technology.  From  the  world's  first  factory-installed  car  stereo  that  brought  hi-fi 
to  the  highway  in  1948,  to  groundbreaking  Harman  Infotainment  systems  that  bring  up-to-the- 
second  information  and  cutting-edge  entertainment  to  your  car  in  2003. You  can  see  the  results 
of  our  most  recent  work  in  the  remarkably  intuitive  onboard  computer  system  of  the  BMW  5 
Series.  Harman  engineering,  combined  with  industry-standard  MOST  technology,  integrates 


©2003  Harman  International  Industries,  Incorporated.  LOGIC  7  is  a  registered  trademark  of  Harman  International  Industries,  Incorporated. 
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the  audio  and  navigation  systems  into  one  simple  yet  sophisticated  interface-allowing  you  to 
access  the  complete  range  of  in-vehicle  services  quickly  and  easily.  Additionally,  our  voice-activated 
control  system  lets  you  manage  all  of  these  systems  and  talk  on  a  cell  phone,  hands-free.  And  it  all 
works  side  by  side  with  one  of  the  world's  most  breathtaking  audio  systems.  A  custom  version  of 
our  Harman  Kardon  LOGIC  7  system  that  features  13  high-fidelity  loudspeakers,  Digital  Dynamic 
Volume  Control  and  multichannel  surround  sound  for  a  uniquely  rich,  enveloping  musical 
experience.  So,  with  help  from  Harman  Infotainment,  the  new  BMW  5  Series  is  the  ultimate 
driving,  calling,  heating,  cooling,  navigating  and  listening-to-incredible-music  machine. To  see 
what  kind  of  superlatives  we  can  add  to  your  car,  visit  harman.com/mfotainment. 


H  harman  international 

Parent  of  the  great  Harman  Kardon,  Infinity,  JBL,  Becker,  Lexicon  and  Mark  Levinson  brands. 
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VI  INTEGRATED  SECURITY.  I  HAVE  THE  POWER  TO  PROTECT 
UR  NETWORK  FROM  THE  INSIDE,  THE  OUTSIDE  AND  FROM 
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VI  MORE  THAN  A  CISCO  CATALYST  6500. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK,  now.      millinWnMl!ffl  < 

cisco.com/securitynow 
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The  right  software  can  transform 

your  infrastructure  into 

an  on-demand  environment. 


What's  the  best  way  to  survive  any  business  crisis?  Avoid  it  altogether.  That's  why 
we  created  management  software  that  lets  your  business  be  more  responsive 
than  ever  before.  Our  software  lets  you  align  your  IT  to  fit  your  business  needs. 
In  the  era  of  utility  computing,  it's  more  important  than  ever  to  have  software 
that  seamlessly  integrates,  allowing  your 
existing  resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you  never 
dreamed.  To  find  out  more  about  transforming 
your  IT  environment  for  better  business  success, 
go  to  ca.com/management1. 
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digital  cameras,  tvs,  MP3  players,  and  laptops  seem  li 
to  maintain  that  momentum.  Though  the  stock  is  pri 
portfolio  managers  think  it  can  keep  climbing 

The  Hidden  Costs  of 
IT  Outsourcing 

Moving  software  development  and  tech 
support  offshore  is  all  the  rage,  but  many 
companies  find  the  savings  aren't  that  great 
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More  Pain  for  Tenet  Healthcare? 

Its  stock  was  hammered  when  the  probe-plagued 
hospital  chain  said  it  would  miss  its  2003  earnings. 
With  more  patients  uninsured  and  unable  to  pay,  slu\ 
with  costs  increasing,  things  could  get  worse  yet 
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the  new  museum®  automatic 

con  of  modernism,  now  with  fine  21- jewel  self-winding 
Mechanical  movement  and  sapphire  crystal  case  back, 
endary  museum  dial  in  black  or  white,  sapphire  crystal, 
viss  made,  water  resistant,  in  two  sizes,  movado.com 
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Unlike  many  cards,  th 
American  Express"  Re\ 
Card  isn't  about  limits 
about  remarkable  flexi 
unprecedented  reward: 
exclusive  services. 

GONDOLA  RIDE  ANYO 

You  can  redeem  points 
travel  with  a  multitude 
airlines,  hotels,  cruises 
vacation  packages. 

YOU'RE  SEEING  DOUBI 
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more.  Every  day. 
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online  fraud  protection, 
Return  Protection,  a  Yea 
End  Summary  and  more 
There's  never  been  a  bett  jet 
time  to  be  a  Cardmembe 

To  apply,  log  on  to 
americanexpress.com/gr 
or  call  1-800-THE-CARD 
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"We  arc  now  truly 
the  bank  of 
America." 

Km  Lewii  Bard  of  America 
chairman  and  <  EO  on  the 

in i/ui  .Hum  of  FleetBoston, 
which  creates  the  country  t 

second  Umy-,1  bank 
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(FOR 
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'  F  THE  INITIAL  public 

igofWeb  travel 

v  Orbitz  is  a  dud,  CEO 
Oh   Katz  will  whistle 

le  pay  window. 

Expectations 
aren't  high: 
In  September, 
company 
bankers 
predicted 
Orbitz  would 
price  its  IPO 
at  $30  or 
more  a  share. 
Instead, 
Orbitz  is 
planning  to 
go  public  at 

share  the  week  of  Nov. 
t  the  Orbitz  board  has 
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'ned  Katz  from  such 
es,  according  to 
ions  of  his  contract, 
■d  in  an  Oct.  21 


ion 
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Securities  &  Exchange 
Commission  filing. 

The  contract,  signed  in 
July,  gives  Katz  66,667  shares 
of  restricted  stock,  worth  $1.5 
million.  But  Katz  also  gets 
cash  to  make  up  for  the 
low  price  of  the 
83,333  shares  he 
owned  already.  Then, 
if  Orbitz  trades  near  its 
offer  price  for  most  of  the 
30  days  after  the  IPO,  Katz 
can  get  $666,664  in  cash- 
or  the  $8  difference 
between  the  offer  price 
and  $30.  "If  s  part  of  a 
broader  trend  of  execs 
negotiating  risk  out  of 
their  contracts,"  says 
Patrick  McGurn,  of 
shareholder  advisers 
Institutional  Shareholder 
Services.  Orbitz  says  Katz  has 
the  proper  incentives  "to 
promote  value  for  all 
shareholders." 

Katz  may  still  be  glum:  His 
1.6  million  stock  options  are 
worth  $13  million  less  with 
Orbitz  at  $22  than  at  $30. 

-Timothy  J.  Mullaney 


BIG  PICTURE 


iGER,  BETTER  BEAN  COUNTER?  The 

Bntage  of  companies  that  say  the  following 
Basons  to  stick  with  a  Big  Four  audit  firm: 
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5HIC  PRESENCE  REQUIRED  OF  AUDIT  FIRM 

/ON'T  APPROVE  NON-BIG  4  FIRM 
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DISSENT  DECREE 

Microsoft:  The 
Same  Old  Song? 

IF  YOU  THOUGHT  Microsoff  s  antitrust  battles  were  over,  think 
again.  On  Oct.  24,  the  federal  government  and  19  state 
attorneys  general  told  the  judge  overseeing  the  settlement  of 
the  landmark  antitrust  case  that  Microsoft  may  be  violating  the 
consent  decree.  The  regulators  are  worried  about  a  feature  in 
Windows  XP  that  lets  users  buy  music  online. 

The  problem?  When  users  click  on  the  "Shop  for  Music 
Online"  link,  the  feature  automatically  uses  Microsoft's 
Internet  Explorer  browser  technology— even  if  a  person  has 
selected  another  browser  as  their  default.  Regulators  worry 
this  could  violate  a  core  principle  of  the  settlement,  designed 
to  prevent  Microsoft  from  using  its  monopoly  Windows 
operating  system  to  gain  leverage  in  other  markets. 

Microsoft  denies  that  it's  doing  anything  wrong.  It  says  the 
filing  is  proof  that  the  settlement  is  working.  "This  is  part  of 
what  the  consent  decree  is  all  about,  checking  into  these  sorts 
of  complaints,"  a  spokesman  says.  If  the  issue  isn't  resolved, 
regulators  could  ask  the  court  to  order  a  change  at  the  next 
hearing  on  Jan.  16.  For  Microsoft,  charges  of  anticompetitive 
behavior  won't  go  away.        -Joy  Greene,  with  Lorraine  Woellert 
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SPORTS  BIZ 

WHEN  CEOs 
PLAY,  SO  DO 
COMPANIES 

EWALDKIST,  CEO  of  financial- 
services  giant  ING  Group,  is  a 
former  Olympian  and  six-time 
marathoner.  But  he  won't  be 
running  in  the  New  York  City 
marathon  on  Nov.  2.  Instead, 
Kist  will  play  host,  since  ING 
is  the  new— and  first— "title 
sponsor."  ING  also  backed  a 


INGHQ  Guess  the 
boss's  sport 


THE  LIST 


One  out  of  nine 
Web  surfers  is  aged 
12  to  17.  Here  are 
their  favorite  sites: 

10riginallcons.com 
Download  icons  for  your 
instant  messaging  buddy  list 

2BluntTruthGame.com 
Create  surveys  about 
yourself  for  friends  to  answer 


3 


TeenPeople.com 

The  magazine's  Web  site 


4FireHotQuotes.com 
An  archive  of  saccharine 
slogans  and  love  poems 

5Buddy4u.com 
Add  special  effects  to  AOL 
Instant  Messenger 

Data:  Nielsen/NetRatmgs.  September,  2003 


marathon  in  Amsterdam  this 
year  and  will  organize  an 
event  in  Brussels.  Why 
marathons?  "In  business  we 
focus  on  the  long  term,"  says 
Kist.  "It's  the  same  with 
running  marathons." 

Other  companies  boost 
their  CEOs'  sports,  too. 
Chipmaker  Infineon's  CEO, 
Ulrich  Schumacher,  races 
Porsches,  and  Infineon  is  the 
official  supplier  to  the 
Ferrari  Formula  One  team. 
Adidas-Salomon's  Herbert 
Hainer  was  once  a  soccer 
pro— his  company  sponsors 
a  soccer  team.  Data-mining 
company  Acxiom  is  primary 
sponsor  of  the  Grand 
American  Road  Racing 
Assn.,  a  pro  sportscar  series 
in  which  CEO  Charles 
Morgan  competes. 
Kist  says  his 
sponsorship  staff 
suggested  backing 
marathons.  Maybe 
they  took  a  hint  from 
ING's  new  Amsterdam  HQ 
(left).  -David  Fairlamb 


FUND  FRONT 

LOCAL  SUPPORT  In  September,  investcs 
cashed  out  $4  billion  from  Janus,  after  el 
a  probe  into  improper  trading.  Little  of  a 
money  went  to  shareholdersliving  nea  h 
mutual  fund's  Denver  base,  suspects  f  11 
adviser  Peter  Lengsfeld.  When  Janus  let 
chief  investment  officer  in  2000,  Lengsili 
clients  to  leave  Janus.  They  wouldn't.  Vie 
Janus  stumbled  in  the  bear  market,  hea 
sell.  No  way.  Now,  he's  again  saying  get  i 
only  three  of  his  100  Denver-area  diem  r 
done  so.  "We  appreciate  the  loyalty  of  cr 
shareholders,"  Janus  says.  Lengsfield  I  )l 
it  differently.  "Hometown  team  or  not,  i 
losing  money,  then  get  out."  That  could  i 
sound  advice.  -Laurt ' 
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WHO'SJESSE 

LEANING 

TOWARD? 

In  1988,  Jesse  Jackson  won 
the  Democratic  Presidential 
primary  in  Michigan, 
prompting  cries  of  "What  does 
Jesse  want?"  To  be  President, 
of  course.  That  didn't  happen. 
But  when  Jackson  visited 
BusinessWeek  Oct.  23,  we  had 
to  ask  who  he's  supporting  for 
President  now. 

Surely  not  George  W.  Bush. 
Lost  jobs,  dwindling  health 
benefits,  and  huge  tax  cuts 
that  mostly  benefit  the  rich 
raise  Jackson's  ire.  "We'd 
have  given  Saddam  Hussein  a 
tax  cut.  After  all,  he  was  in  the 
top  1%."  Jackson,  62,  also 
decries  the  "Wal-Mart-ization 
of  the  economy."  He  says  the 
cost  of  low  prices  is  high:  low- 
paying  jobs  and  factories 
idled  by  cheap  imports.  So 
Jackson  wants  to  revisit  trade 
pacts  such  as  NAFTA. 

While  he  says  he's 
intrigued  by  former  Vermont 
Governor  Howard  Dean- 
whom  his  son  recently 
endorsed-he  isn't  ready  to 
support  any  candidate  yet. 
He  will  instead  continue  to 
focus  on  issues  of  economic 
inequality.  For  now,  that's 
what  Jesse  wants. 

-Robert  McNatt 


FIRST  CAME  HARLEY-DAVIDSON, 

with  its  branded  apparel  and 
cafes.  Then  Jack  Daniel's,  with 
alcoholic  Hard  Cola  drinks 
available  at  the  corner  gro- 
cery. Now  add  Smith  &  Wesson 
to  the  list  of  manufacturers  of 
machismo  looking  to  extend 
their  brands  into  mainstream 
consumer  goods.  On  Oct.  14 
the  Springfield  (Mass.)  gun- 
maker  launched  its  own  line 
of  furniture  and  other  home 
items.  The  company  hopes  to 
help  bolster  sales,  which  were 
up  8%,  to  $76.5  million,  last 
year,  but  still  off  32%,  from 
$112  million,  in  2000.  The 
products,  sold  under  the 
Crossings  label,  are  designed 
with  a  rustic  Americana  look 
to  conjure  up  the  Old  West. 
"The  products  reflect  the  her- 
itage that  Smith  &  Wesson 
has  long  been  associated 
with,"  says  company  spokes- 
woman Amy  Armstrong. 
Among  the  more  distinc- 


MEDIA 

GLOBAL  NEWS 
WITH  A 
FRENCH  TWIST 

FRANCE,  TIRED  OF  what  it 

sees  as  an  American 
spin  on  news,  will  soon 
launch  its  own 
international  cable 
news  network.  By  the 
end  of  2004,  state- 
financed,  24-hour 
French  International  News 
Channel  (CFII)  will  be 
live.  It  will  broadcast  in 
Europe,  Africa,  and  the 
Middle  East— but,  to 
avoid  competing 
with  French 


tive  goods,  available  via  cata- 
log and  the  Internet 
(www.  crossingsbysw.  com), 
are  a  genuine  cowboy  boot 
lamp  ($129),  a  Texas  moon 
clock  ($32),  and  a  branding 
iron  in  the  shape  of  an  ar- 
madillo ($18) that  can  be 
used  to  brand  everything 
from  steaks  on  the  grill  to 
leather  cases  and  saddles. 
While  many  gun  lovers 
won't  forgive  Smith  &  Wes- 
son for  caving  in  to  the  Clin- 
ton Administration's  request 
that  it  and  other  gunmakers 
build  locks  into  their  prod- 
ucts, gun-rights  advocates 
nonetheless  predict  that  the 


networks,  not  in  France.  The 
U.S.  and  Asia  will  be  added  if 
the  budget  allows. 

Competitors  will  be  ready. 
CNN  is  considering  its  own 
French  and  Arabic 
translations,  while  Al-Jazeera 
wants  to  broadcast  in 
English.  "This  shows 
just  how  difficult  it  will 
be  for  CFII  to  get  some 
kind  of  recognition," 
says  Brad  Adgate  of 
researchers  Horizon 
Media.  Is  France 
worried?  Non.  Enough 
with  freedom  fries. 
Soon,  France  will  have 
its  own  voice  to  the 
world.  -Stephanie 
Trastour  and 
Christina  Passariello 


new  line  will  do  well, 
already  have  a  built-ii^ 
ket,"  says  Joe  Tartaro 
dent  of  the  Second  Am 
Foundation. 

Still,  some  design 
aren't  sure  Smith  & 
home  products  will  a 
the  nongun  crowd  gn 
controversial  nature  J 
goods.  Michelle  Snyd 
the  American  Society  o 
Designers  questions 
the  company  "will  be 
separate  the  brand  of 
guns  and  the  brand  o: 
furniture."  Smith  & 
must  figure  it's  worth 
-Anand  Ni 


THE  STAT 


The  number,  in 
millions,  of 
millionaires  in  th( 
U.S.,  upl5%fror 
2002.  Credit  an 
equity-market  risl 
lifting  membersh| 
the  millionaires' 

Data:  NFO  Financial  Services 
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One  great  finish  deserves  another. 


Introducing  our  newest  expression. 

THE  GLENLIVET*  $rj*^  Oak  Finish?  uniquely  f  unshed 
in  French  Limousin  Oak,  renowned  for  bringing 
flavor  to  fine  wines  and  cognacs. 


whj,  Whin  PI        \ 
lcglenlivet.com 


The  Place. 
The  Glenlivet. 
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Readers  Reoort 


Government  policies 
ought  to  encourage.. .a 
supportive  environment 
for  children.. .marriage 
wins  hands  down." 


BusinessWe 


-Chris  Cary 
Gibsonville,  N.C. 


THE  BENEFITS 
OF  MARRIAGE 

"UNMARRIED  AMERICA"  (Cover  Story, 
Oct.  20)  shows  what  is  really  wrong  with 
America.  The  author  notes  that  research 
shows  that  marriage  brings  social  stabil- 
ity, is  better  for  children,  and  reduces  so- 
cial ills  such  as  drug  addiction  and  crime. 
Yet  the  author  throws  these  facts  out  the 
window  because  our  governmental  and 
employee-benefits  policies  are  less  benefi- 
cial for  those  outside  of  traditional  two- 
parent  families.  Rather  than  whine  about 
gay  adoption  rights,  unequal  pension  and 
Social  Security  benefits  for  unmarried 
partners,  and  inheritance  equality  for  un- 
married people,  perhaps  the  article 
should  have  focused  on  why  traditional 
families  are  under  attack  by  those  want- 
ing the  benefits  of  marriage  without  the 
biological  and  legal  ties. 

-Scott  Horsburgh 
Novi,  Mich. 

MICHELLE  CONLIN  writes  as  if  the  ben- 
efits that  people  who  are  married  with 
children  accrue  are  a  bad  thing.  Not  so. 
The  existence  of  these  benefits  should  be 
shouted  from  the  rooftops  until  those  still 
young  enough  to  hook  up  with  someone, 


marry,  and  breed  realize  that  mania 
and  family  are  smart  moves.  Not  only  I 
the  procreators  ensure  that  there  will  s| 
be  an  America  after  they're  dead, 
these  benefits  also  provide  much-neec 
incentives  to  undertake  the  sacrifices 
herent  in  such  an  enterprise. 

-Jillian  Abl 
Bayside, . 

SIX  YEARS  AGO,  I  became  a  divorced  s 
gle  parent.  I  have  been  active  in  my  s 
gles  group  at  church  and  have  exp 
enced  much  of  what  you  wrote  abo 
One  significant  area  you  missed  was 
economics  of  divorce— specifically, 
impact  of  splitting  retirement  plans,  Si 
ing  homes  (Americans'  largest  sin; 
source  of  wealth),  and  maintaining  tv 
households  on  the  same  income.  Chi 
support  can  amount  to  a  significant  pc 
tion  of  a  person's  income  (10%  to  209 
In  Loudoun  County,  Va.,  I  find  more  ai 
more  middle-aged  singles  having  to  ta 
on  roommates  just  to  make  ends  meet. 

-GarySta 
Ashburn,  \ 

THE  AUTHOR  SEEMS  concerned  th 
policies  designed  to  support  and  encou 
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How  well  does  your 
insurance  company 
get  to  know  your  fleet? 


A  hands-on  insurance  company  is  bound  to  get  its  hands  dirty. 
But  we  wouldn't  have  it  any  other  way.  At  Liberty  Mutual  we  get 
to  know  your  fleet  operations  firsthand.  We  get  out  there  and 
kick  the  proverbial  tires,  speak  with  your  drivers,  and  ask  the 
questions  that  allow  us  to  see  beyond  just  the  facts  on  paper. 
All  of  this  helps  our  underwriters  pinpoint  your  potential  risks, 
suggest  safety  program  improvements,  and  recommend  coverage 
at  a  pnce  that's  appropriate  for  you.  A  company  as  unique  as  yours 
deserves  a  unique  approach  to  insurance.  Where  white  collars 
aren't  always  quite  so  white. 


ACTION. 


For  more  information  go  to  www.libertymutual. com/business 
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SAMSUNG  DIGITo 

everyone's   invited,, 


Stealth  PDA 


i500 
PDA  Phone 


i600 
Smartphone 


i700 
Pocket  PC  Phone 


POWERED 


5* 


Windows 
Mobile™ 


For  more  information  visit  www.samsungusa.com/wireless 


CUSTOMER  UXA1TV 

AWARD  WINNER 

2003 


Samsung  mobile  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row,  according  to  Brand  Keys,  a  leading  independent  authority  on  brand  loyalty. 

©2003  Samsung  Telecommunications  America,  LP.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  America,  Inc.  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  are 

registered  trademarks  of  PalmSource,  Inc.,  a  subsidiary  of  Palm,  Inc.  Windows  and  Windows  Mobile  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and  other  countries. 


The  Samsung  family  of  phones  with  built-in  PDAs. 
That's  DigitAII  ingenuity. 

Introducing  the  amazing  Samsung  i500  —  the  flip  phone  with  a  PDA  hidden  inside.  It  opens 
wide  to  reveal  a  vivid  65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  And  it's  just  one  in  a  line  of  incredibly  compact  PDA  phones  in 
both  PalmOS"'  and  Windows  Mobile"-based  operating  systems.  So  whether  you're  checking 
email  or  calling  the  office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

The  table  "One  costly  place  to  do  business" 
accompanying  "Something's  got  to  give," 
(News:  Analysis  &  Commentary,  Oct.  20), 
should  have  listed  electricity  rates  of  11.54? 
per  kilowatt  hour,  not  dollars. 

The  table  "The  unmarried  penalty"  in 
"Unmarried  America"  (Cover  Story,  Oct. 
20),  incorrectly  stated  that  estates  worth 
more  than  $675,000  are  taxed.  Under  new 
tax  laws,  that  figure  has  risen  to  $1  million 
in  2003.  Also,  we  said  surviving  spouses 
can  collect  half  of  a  deceased  worker's 
Social  Security  benefit.  In  fact,  the  amount 
varies  depending  on  a  number  of  factors. 


age  marriage  are  not  "fair"  to  others.  What 
really  isn't  fair  is  that  children  with  un- 
married parents  are  more  likely  to  live  in 
poverty,  more  likely  to  struggle  in  school, 
and  more  likely  to  end  up  in  the  legal  sys- 
tem. That  isn't  the  fault  of  the  children,  but 
it  certainly  isn't  the  fault  of  married  cou- 
ples. Government  policies  ought  to  en- 
courage a  family  structure  that  breeds  self- 
sufficiency,  civic  responsibility,  and  a  sup- 
portive environment  for  children.  Under 
those  criteria,  marriage  wins  hands  down. 

-Chris  Cary 
Gibsonville,  N.C. 

I  HAVE  WITNESSED  firsthand  the  star- 
tling inconsistency  with  which  Corporate 
America  deals  with  singledom.  In  2000, 
when  my  girlfriend  and  I  had  already 
been  living  together  for  five  years,  I  left  my 
job  in  Austin,  Tex.,  as  head  of  marketing 
for  Whole  Foods  Market  (where  I  was  able 
to  cover  her  under  my  health  insurance) 
to  take  a  job  in  Maryland  as  vice-president 
for  marketing  at  Discovery  Communica- 
tions Inc.  Not  only  could  I  no  longer  put 
her  on  my  insurance,  but  Discovery  also 
refused  to  pay  to  relocate  her  and  in- 
structed us  to  pack  separately— clearly 
marking  goods  as  "his"  and  "hers." 
Amazingly,  they  would  have  paid  to  move 
a  spouse  or  even  a  same-sex  partner. 

Back  then,  it  was  an  amusing  annoy- 
ance that  we  skirted  anyway.  But  now 
that  I've  read  your  cover  story  and  seen  all 
the  other  financial  penalties  of  staying 
single,  maybe  we  need  to  rethink  this. 

Julie,  want  to  get  married? 

-Joe  Dobrow 
Potomac,  Md. 

FASCINATING.  I  should  have  bought 
stock  in  Match.com. 

-Irenejeng 
Dallas 


MEDICARE  CONTRIBUTIONS: 
AN  UNEQUAL  BURDEN 

"SHARING  THE  HEALTH  burden"  (Edi- 
torials, Oct.  20),  endorses  means  testing 
for  Medicare.  Have  you  forgotten  that  the 
so-called  wealthy  already  pay  more  for 
their  Medicare  coverage?  Income  subject 
to  Social  Security  contributions  is  capped 
at  $87,000  per  year.  There  is  no  such  cap 
for  Medicare— taxes  are  deducted  from 
the  full  salary  and/or  self-employment  in- 
come of  working  individuals.  Once  eligi- 
ble for  Social  Security  benefits,  the 
"wealthy"  take  another  hit:  Up  to  85%  of 
their  benefit  payments  are  subject  to  in- 
come taxes— taxes  that  go  directly  to  sup- 
port Medicare.  Isn't  this  enough  without 
asking  them  to  take  a  third  hit  by  paying 
even  more  for  their  Medicare  premiums? 

-Roger  L.  Duba 
San  Rafael,  Calif. 

COLLEGE  PRESIDENTS 

HAVE  FAILED  COLLEGE  SPORTS 

"A  WHOLE  NEW  ball  game?"  (Sports  Biz, 
Oct.  20)  on  college  presidents'  plan  for 
athletic  reform  could  have  been  written  20 
years  ago,  when  the  presidents  took  con- 


trol of  athletics  from  campus  faculi  I 
The  reform  plan  then  was  identical  to   it*  t 
one  they  are  now  attempting.  Since 
1980s,  presidents  have  talked  much  abliliiK- 
reform  yet  have  presided  over  more  vie  fcationa 
tions  and  scandals  on  campus  than  e\  jcoadu 
In  addition,  under  their  guidance,  90%  ding 
athletic  programs  are  carrying  huge  d  ftrever 
(Ohio  State's  is  $250  million).  Once  tl 
found  that  malting  a  statement  from 
locker  room  gave  them  more  ink  and 
posure  than  a  fund-raising  breakfast  w 
alumni,  there  has  been  no  stopping  the  |to 
Their  inept  management  has  brought  c 
lege  athletics  to  its  knees. 

The  unbelievable  part  is  that  as 
presidents  manage,  they  have  eliminaAtorei 
their  "board  of  directors"  in  the  forrn 
the  former  Faculty  Boards  of  Athleti 
What   $50   million   business   opera 
without  a  board  of  directors?  Ohio  St 
Texas,  Michigan,  Stanford,  and  othjlileniv 
have  budgets  approaching  that  figure, 
their  faculties  have  not  a  single  vote 
National  Collegiate  Athletic  Assn.  mattfartlirrii 
and  too  often  no  significant  influence 
campus,  as  they  once  did. 

If  there  is  to  be  meaningful  reforfce  wen 
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multi-channel  integration  systems 
at  work  in  your  organization. 


www.bt.com/globalservices 


22  I  BusinessWeek  I  November  10,  2003 


■EM   ■ 


£■ 

••»»» 


3M 


■ 


II 


■n 


r*H'         ''T''C 


EM 


i'i;hiiK'n  should  not  be  immediately 
'M.'iblc  to  play  spoils,  ,md  rnnpus  fac- 
l'"^y  must  return  to  control.  Presidents 
llM  uld  he  taking  care  of  more  significant 
itional  matters  than  hiring  unqual- 
'  I  coaches,  firing  qualified  coaches,  ex- 
cluding conferences,  and  fighting  over 
}vl  revenue. 
-Don  Canliam 
Ann  Arbor,  Mich. 
tor's  note:  The  writer  was  athletic  di- 
i  n  at  the  University  of  Michigan  from 
8  to  1988. 
ghto 

iENERALLY  GOOD  article,  but  to  say 
i  Swarthmore  College  has  "taken  ac- 
tual h  to  rein  in  sports"  by  dropping  foot- 
torrn  |  strikes  me  as  just  plain  silly.  About 
ars  ago,  I  attended  a  Muhlenberg 
[M  Swarthmore  football  game  at  Swarth- 
Stare.  (My  nephew  was  a  member  of  the 
li  lenberg  College  team.)  For  a  Big  Ten 
ur^imnus  (Indiana  '68),  it  was  a  real  cul- 
otei  =  shock.  There  was  no  stadium.  On  the 
naffi  arthmore  side  of  the  field,  there  were 
ncei  re  kids  suited  up  than  there  were  fans 
he  bleachers.  On  the  Muhlenberg  side, 
■efon're  were  about  a  dozen  fans  seated  on 


their  own  lawn  chairs.  I've  seen  much 
bigger  crowds  at  t  ball  games.  Whatever 
one  thought  of  Swarthmore's  football 
program,  it  didn't  have  to  be  reined  in. 

-Steve  Lewbach 
Ambler,  Pa. 

DON'T  DISMISS 

CHINA'S  CURRENCY  ADVANTAGE 

THE  POINT  MADE  in  "Is  it  China's 
fault?"  (News:  Analysis  &  Commentary, 
Oct.  13)  about  China's  currency  being 
undervalued  by  "only"  15%  to  25% 
rather  than  the  "40%  figure  China's  crit- 
ics bandy  about"  is  stunning.  Even  a 
15%  advantage  is  one  that  means  a  dif- 
ference between  winning  and  losing  the 
vast  majority  of  orders  for  which  a  man- 
ufacturer competes.  It  certainly  influ- 
ences a  decision  to  send  all  work  over- 
seas or  to  balance  a  blend  of  sources  that 
allows  for  development  and  quick  turn- 
around in  the  U.S.  (as  it  did  for  me  dur- 
ing my  20  years  managing  businesses 
around  the  world  for  a  multinational 
manufacturer). 

Most  manufacturers  would  give  up 
body  parts  to  get  a  15%  leveling  of  the 
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>se  points  of  contact,  these  employees  have  increased  their  chances  of  making  a  sale.  It  may 
I,  but  that's  where  a  decent  CRM  Programme  starts  -  maximising  your  client  contact  channels. 
I  range  of  innovative  CRM  solutions  such  as  outsourced  contact  centres,  making  sure  that  the 

i.Uion  reaches  the  right  person  at  the  right  time  -  bringing  together  all  your  customer 
,i  in  harmony.  Because  we  all  know  that  in  business,  communication  is  everything. 
1  how  your  business  communications  could  run  like  your  human  -»■  «^ 

itions,  contact  us  on  1-800-331  4568  or  www.bt.com/globalservices        ■"^"^P"  A      % 
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playing  field.  It  wouldn't  stop  th<  rmgrfl 
lion     and  shouldn't      but  it  would  make 

the  difference  between  a  logical  econom 
ic  shift  and  virtually  a  total,  rapid  aban 
donment  of  manufacturing  in  the  I  .S. 

-Desmond J.  \h  Donald 
Saegertown,  Pa. 

ONE  WAY  TO  STOP  AMERICANS 
FROM  BUYING  DRUGS  IN  CANADA 

RE  "DRUG  R&D:  Must  Americans  al- 
ways pay?"  (News:  Analysis  &  Commen- 
tary, Oct.  13):  Just  because  the  U.S.  mar- 
ket is  so  fragmented  and  disorganized 
that  the  country  can't  use  its  size  to  ne- 
gotiate a  better  deal  doesn't  mean  no  one 
else  should. 

Here's  a  solution  that's  being  tried  suc- 
cessfully by  the  music  industry:  Why 
don't  pharmaceutical  companies  start 
suing  customers  who  buy  their  drugs 
from  Canada?  How  much  lower  can 
drugmakers'  reputations  fall,  anyway? 

-David  Wineberg 
New  York 
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The  Boom:  What  Went  Wrom 

THE  ROARING  NINETIES  A  New  History  of  the  World's  Most  Prosperous  Decade 

By  Joseph  E.  Stiglitz;  W.W.  Norton;  416  pages;  $24.95 


Joseph  E.  Stiglitz  whacked  a  hornets' 
nest  in  2002  with  the  publication  of 
Globalization  and  Its  Discontents. 
Drawing  on  his  years  inside  the  Clinton 
White  House  and  as  chief  economist  at 
the  World  Bank,  the  Nobel  laureate 
argued  that  globalization  had  been 
hijacked  by  moneyed  interests  and  free- 
market  ideologues.  He  blamed  the  austerity  policies  of  the 
American-influenced  International  Monetary  Fund  for 
bringing  misery  to  the  people  of  Indonesia,  Thailand,  Latin 
America,  and  elsewhere. 

The  response  was  vociferous.  Kenneth  S.  Rogoff,  then  chief 
economist  of  the  IMF,  accused  Stiglitz  in  a  2002  debate  of 
"sniping  at  the  paramedics  as  they  tended 
the  wounded."  He  said  the  expansionary 
policies  Stiglitz  advocated  would  have 
worsened  inflation  in  developing  economies, 
"hurting  the  entire  populace,  but  especially 
the  indigent."  Rogoff  got  a  lot  off  his  chest. 
He  said  Stiglitz  was  living  in  "the  gamma 
quadrant,"  accused  him  of  slandering  Fund 
officials,  and  said:  "I  failed  to  detect  a  single 
instance  where  you,  Joe  Stiglitz,  admit  to 
having  been  even  slightly  wrong  about  a 
major  real-world  problem." 

Rogoff  got  at  least  one  thing 
right:  Stiglitz  is  sure  of 
himself.  The  Columbia 
University  economist  proves  it  by 
snapping  back  from  the  public 
dressing-down  with  a  new  book,  The 
Roaring  Nineties,  that  broadens  his  attack. 
Wall  Street,  big  business,  and  free-market 
economists  didn't  just  screw  up  globalization,  he  says.  They 
also  messed  up  on  electricity  deregulation,  stock  options, 
pension  reform,  accounting  scandals,  the  merger  of 
commercial  and  investment  banking,  and  the  budget  deficit. 
He  dismisses  the  '90s  boom  as  "hyperactivity"  that  was 
based  mainly  on  false  hopes  and  lies. 

Stiglitz  says  he  joined  the  Clinton  Administration  as  a 
member  and  later  chairman  of  the  President's  Council  of 
Economic  Advisers  with  the  mission  of  "putting  people 
first"— the  slogan  of  Bill  Clinton's  first  campaign.  "Perhaps 
never  has  a  group  of  such  intelligence  and  dedication  been 
assembled,"  he  writes.  He  says  the  Clinton  forces  did  achieve 
some  of  their  goals,  such  as  reducing  the  poverty  rate  and 
increasing  funding  for  Head  Start. 

But,  argues  Stiglitz,  the  liberal  Clintonites  allowed 
themselves  to  be  steamrolled  by  Republicans  and  by 

24  I  BusinessWeek  I  November  10.  2003 


Mil 


■ 


01  '0 

M I  I  ■ 


I   III   iliTMl 


II  III  ■•III  I  lilt 


fMIHIfll  lldll 


HE 

OARING 

INETIES 


JOSEPH   E.    STIGLITZ 


Democrats  with  a  Wall  Street  agenda.  His  bete  noire  on  this 
point,  as  in  Globalization  and  Its  Discontents,  is  Robert  E. 
Rubin,  who  was  co-chairman  of  Goldman,  Sachs  &  Co. 
before  becoming  Treasury  Secretary.  Stiglitz  says  that  then 
no  evidence  that  deficit  reduction  was  the  cause  of  the  '90s 
boom.  And  he  argues  that  a  fetish  for  surpluses  caused  the 
Clinton  team  to  abandon  important  but  costly  goals,  such  ; 
strengthening  schools. 

On  deregulation,  too,  Stiglitz  argues  that  liberal 
Democrats  "conceded  the  battle"  without  putting  up  a  fig' 
He  decries  Rubin's  support  for  the  successful  campaign  to 
repeal  the  Glass-Steagall  Act,  which  separated  commercial 
from  investment  banking.  "I  worried  about  the  conflicts  of 
interest,  about  the  effect  on  competition,"  he  writes,  "but 
these  worries  were  quickly  shunted  aside." 

Stiglitz  repeatedly  returns  to  the  theme  that  "we  didn't 
stand  up  for  our  principles."  But  it's  clear  from  the  context 
that  the  "we"  does  not  include  the  author. 
'  who  portrays  himself  as  a  sometimes  lonel 

warrior  for  the  truth. 

Not  that  Stiglitz  reserves  all  his  criticism 
for  fellow  Democrats.  He's  even  harder  on 
Bush  family.  "Looking  at  what  preceded  the 
Clinton  Administration,  and  especially  wha 
followed  it,  the  [Clinton]  grades  become 
almost  glowing,"  he  writes.  The  title  of  his 
epilogue  on  President  George  W  Bush  says 
all:  "Further  Lessons  on  How  to  Mismanag 
the  Economy."  Stiglitz  also  takes  Federal 
Reserve  Chairman  Alan  Greenspan  to  task 
for,  as  he  sees  it,  inflating  a  bubble  in  the 
stock  market.  He  says  Greenspan  should  ha 
backed  up  his  "irrational  exuberance" 
musings  with  action:  raising  the  margin 
requirements  on  loans  to  buy  stocks. 
Stiglitz  is  persuasive  when  he  deals  with 
topics  that  are  closest  to  his  field  of  expertise— particularly 
regulatory  issues.  Stiglitz,  after  all,  is  a  serious  economist- 
like  another  left-leaning  critic,  Princeton  University's  Paul 
Krugman.  Even  Rogoff,  who  clearly  despises  Stiglitz,  called  j 
him  "a  towering  genius"  as  an  academic.  Stiglitz  shared  th 
Nobel  in  2001  for  analyzing  cases  where  information  is 
imperfect  or  "asymmetric"— that  is,  when  some  people  kno 
more  than  others.  He  demonstrated  the  ways  markets  can 
cease  to  function  if,  for  example,  buyers  feel  they  can't  trust 
what  they're  told  by  sellers. 

It's  intriguing,  then,  to  see  through  Stiglitz'  eyes  how 
many  of  the  disasters  of  the  late  1990s  and  early  2000s  can 
be  construed  as  stemming  from  imperfections  or 
asymmetries  of  information— from  the  Enron  Corp.  scanda 
to  the  cheerleading  on  Wall  Street  that  contributed  to  the 
stock  market  bubble.  If  s  no  surprise  that  one  of  his  few 
heroes— aside  from  himself— is  Arthur  Levitt  Jr.,  the 
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InfraStruXure  Architecture 


InlraStwXure'  lets  you  build  out 
capacity  only  as  it's  required  Save  up 
to  50%  CapEx  and  20%  OpEx',  and 
reclaim  an  average  of  20%  usable 
space  InfraStruXure  AIR  delivers 
cooling  directly  where  it  is  needed, 
eliminating  dangerous  hot  spots. 


InfraStruXure™  is  the  industry's  only  patent-pending, 
on-demand,  network-critical  physical  infrastructure  (NCPI). 

Build  out  capacity  only  as  it's  required  with  InfraStruXure's 
open,  adaptable  and  integrated  approach.  Select  standard- 
ized components  to  create  your  own  customized  solution. 

Finally,  you  can  target  availability,  pay  as  you  grow,  adapt 
to  change  and  maximize  efficiency  while  minimizing 
installation,  operating,  service  and  maintenance  costs. 

To  find  out  more  visit  us  online  at  www.apc.com,  or  see 
below  to  get  your  free  InfraStruXure  brochure  and  white 
paper  today. 

•Representative  savings  based  on  projected  power  infrastructure  built-out  costs 
and  estimated  service  cost  per  unit  Actual  savings  may  vary. 


POWER       RACK 


Open,  adaptable  and  integrated 

architecture  for  on-demand 

network-critical  physical  infrastructure 


j^u  Winner  of  the 

ICommunications   £~°gLe-s 

man  «t  in  nt  '2002  Product  ot  the  Year'  award 


Legendary  Reliability" 


FREE 


White  Paper  on  "Determining  Total  Cost  of  Ownership  for  Data  Center 
and  Network  Room  Infrastructure"  and  Free  InfraStruXure™  Brochure 

V\s\lhttpS/pmmo.apc.com  Key  Code  n602y  •  Call  888-289-APCC  x2956  •  Fax  401-788-2797 

52003  American  Power  Conversion  Corporation  All  Trademarks  are  the  property  of  their  owners    E-mail:  esupponaapcc.com  •  132  Fairgrounds  Road.  West  Kingston.  Rl  02892  USA     ISX2D3EF-USb 

Produi  t  n.i,/.tt>iht\  unes  by  region  Goto  www  ape  com  for  current  information. 


I      .1 


The  McGraw-Hill  Companies 


hile  changing  planes  in 


was  having  some 


ecide  what  to  do. 


eport 


Standard  &  Poor  s  RAT    IV  OS  w 

oc  ruors  ivni  XIX  \_Tv3.  My  deciston:  Hang  tight. 

de  the  plane,  the  speech,  and  as  it  turned  out,  the  right  decision. 

Flying  is  easy  when  you  make  the  right  connections. 


CONFIDE 


.v 


S  SHOWING. 

'ARD  &  POOR'S. 


■ 


RATINGS 


EQUITY  RESEARCH  |  INDEX  SERVICES     CORPORATE  VALUE 


CONSULTING 


Recognized 
creditworthiness  wi 
on  time-tested  and  a 
continents  deper-4  - 


benchmark.  Standard  &  Poors   Ratings  Services  help  assess  ^—~ 

•y  of  powerful  tools  and  credible  analyses.  These  analyses  are  based  STANDARD 

•usly  refined,  rigorous  methodologies.  Financial  professionals  on  five  Vl^^^C 

ssessments  to  help  manage  decisions  with  clarity  and  assurance  &  *  OOR  S 


securities.  Standard  &  Poors  has  estabKed p    S Z  ££££  to  TTH  °'  **«  ?  T™™*»d*«™  *  buy,  hold  or  se  ,  an 
during  the  ratings  process.  '  Procedures  to  maintain  the  confidentiality  of  non-public  information  received 


I 

H.'curities  ik  Exchange  ( lommission 

■liairmaii  wlio  crusaded  for  better 
I  counting  and  disclosure  of  corporate 
■    formation.  Stiglitz  makes  a  persuasive 
B'gument  that  in  ease  alter  ease, 
;  isregulation  and  underregulation  of 
♦  arkets  opened  the  door  to  abuse. 
L  But  The  Roaring  Nineties  doesn't  live 
I )  to  the  billing  of  its  subtitle  as  "a  new 
?  story  of  the  world's  most  prosperous 
pcade."  There  is  little  here  about 
rosperity  and  much  about  stupid  or 
|aven  governance.  While  Stiglitz  says 
te  New  Economy  is  real,"  he 
(mediately  goes  on  to  say  "its 
mificance  has  been  exaggerated." 
)m  the  start,  he  makes  his  bottom  line 
:ar:  "[T]oward  the  end  of  the  decade, 
I  hat  seemed  to  be  the  dawn  of  a  new 
•a  began  to  look  more  and  more  like 
te  of  those  short  bursts  of  economic 
tivity,  or  hyperactivity,  inevitably 
illowed  by  a  bust,  which  had  marked 
ipitalism  for  two  hundred  years." 
But  Stiglitz'  cynical  assessment  of  the 
)90s  doesn't  square  well  with  the 
|;cord.  Even  skeptical  economists  have 
legun  to  acknowledge  that  around  1995, 
lie  U.S.  economy  made  an  abrupt 
taange  for  the  better,  propelled  by  the 


Internet  and  by  the 
effective  use  ol 

information  technology. 

Alter  two  decades  of 
weakness,  productivity— 

the  output  per  hour  of 

work,  which  is  ultimately 

what  determines  living 

standards— began  to 

grow  at  rates  ^^^^^^ 

approaching  those  of  the 

"golden  era"  from  the  end  of  World  War 

II  through  1973. 

Moreover,  productivity  continued  to 
rise  strongly  despite  the  bust,  the  2001 
recession,  and  the  slow  recovery  that 
followed.  The  implication  is  that  the 
productivity  boom  was  real,  rather  than 
just  a  side-effect  of  a  1990s  bubble.  And 
the  stock  market  seems  to  know  it:  The 
S&P  500  has  more  than  doubled  since 
the  end  of  1994,  before  the  boom-bust 
cycle  started. 

Stiglitz  devotes  all  of  one  paragraph 
(on  page  321)  to  the  role  of  technology 
and  education  in  lifting  productivity 
and  the  economy's  sustainable  growth 
rate.  Although  he  has  done  important 
academic  work  on  what  makes 
economies  grow,  in  this  book  it  appears 


Shrewd 
insights  arc 
marred  by 
obsolete 
assumptions 


thai  he's  less  inli  ii-sicd  in 

how  to  ^row  turkeys  than 
in  how  to  carve  them  up. 

Because  he  devotes 
little  attention  to  the 
sources  of  growth.  The 
Roaring  Nineties  winds  up 
being  primarily  a  catalog 
of  screwups  by  people  in 
1  Washington. 

TTie  Roaring  Nineties  has 
other  flaws.  There  are  no  flesh-and-blood 
people  in  the  book.  Bill  Clinton,  who 
would  naturally  be  its  central  character,  is 
a  cipher.  Also  lacking  is  any  sense  of  what 
things  were  actually  like  inside  the  White 
House  when  controversial  decisions  were 
made.  And  readers  aren't  likely  to  be 
perked  up  by  Stiglitz'  predictable  agenda, 
laid  out  in  a  leaden  chapter  called 
"Toward  a  New  Democratic  Idealism: 
Visions  and  Values." 

But  those  are  minor  criticisms  next  to 
the  bigger  problem,  which  is  his  failure 
to  grapple  with  the  nature  of  the  '90s 
boom.  While  Stiglitz  argues  that  "the 
Roaring  Nineties  may  not  have  been  the 
fabulous  decade  that  it  appeared  at  the 
time,"  he  fails  to  prove  his  case.  ■ 

-By  Peter  Coy 
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I'm  riding  in  a  New  York-bound  Amtrak  train,  pounding  away  on  my 
laptop,  downloading  e-mail,  and  zipping  through  Web  pages  at  broadbanc  - 
speed.  No,  Amtrak  hasn't  installed  Wi-Fi  wireless  access  aboard  the  Acela   ^ 
Express,  nice  as  that  would  be.  This  communications  miracle  is  a  new 
Verizon  Wireless  service  called  BroadbandAccess,  that  gives  laptops  on 


the  move  superfast  wireless  access  to  the 
Internet. 

But  some  10  minutes  out  of 
Washington's  Union  Station,  reality  sets  in. 
I  stay  connected  to  the  Web,  but  the  speed 
drops  to  about  that  of  a  dial-up  connection. 
It  stays  that  way,  with  occasional  dead 
spots,  all  the  way  to  Penn  Station. 

This  experience  nicely  sums  up 
BroadbandAccess:  It  offers  impressive 
speed,  but  it's  available  only  in  Washington 
and  its  close-in  suburbs,  as  well  as  clear 
across  the  country  in  the  San  Diego  area.  I 
found  downloads  consistently  hit  speeds  at 
a  bit  over  300  kilobits  per  second,  at  the  low  end  of 
Verizon's  claimed  range  of  300  to  500  kbps.  (As  in  most 
broadband  setups,  uploads  are  slower.)  That's  about  half  the 
speed  of  most  residential  broadband  service  but  five  to  six 
times  faster  than  Verizon's  standard  NationalAccess  wireless 
data  network  or  a  similar  service  from  Sprint  PCS  (page 
131).  For  Web  browsing,  BroadbandAccess  was  nearly  as  fast 
as  the  Wi-Fi  networks  found  in  such  hot  spots  as  hotel 
lobbies  and  Starbucks  cafes. 

BUT  DON'T  HOLD  YOUR  BREATH  waiting  for  the  new 
service  to  be  available  in  your  neighborhood.  Verizon  has 
made  no  commitment  to  a  wider  rollout,  and  no  other 
carrier  is  planning  to  offer  a  similar  service  anytime  soon. 
The  reason  is  that  the  Verizon  experiment  is  using  a  variant 
of  Qualcomm's  CDMA  technology  called  IX  Evolution 
Data  Only,  or  EVDO.  The  big  question  is  whether  there's  a 
business  case  for  a  large-scale  investment  that  only  provides 
data  service.  Verizon  is  charging  $79.99  a  month  for 
unlimited  data— the  same  price  it  charges  for  its  slower, 
but  broadly  available,  NationalAccess  data  service.  Sprint, 
the  other  national  carrier  using  the  same  CDMA  technology 
as  Verizon,  says  it  plans  to  wait  for  an  even  faster  service 
that  also  provides  for  expanded  voice  capacity,  called 
Evolution  Data  and  Voice,  to  be  available,  probably 
in  2005. 
Meanwhile,  AT&T  Wireless,  Cingular,  and  T-Mobile,  which 
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use  the  GSM  technology  dominant  in  mos 
of  the  world,  are  migrating  to  a  new  data 
network  that  will  give,  at  best,  half  the 
speed  of  EVDO. 

BroadbandAccess  is  currently  available 
only  on  laptops  using  a  PC  Card  radio 
modem  made  by  Sierra  Wireless  ($150  aft* 
a  $100  rebate).  Setup  consists  of  installing 
the  software  and  inserting  the  card.  When 
you  click  "connect"  on  the  Verizon 
software,  the  modem  tries  to  log  on  to  the 
EVDO  network.  If  it  can't,  it  will  connect  to 
the  slower  NationalAccess  network.  If  you 
are  connected  but  move  out  of 
EVDO  coverage,  you  switch  to 
the  slower  network  while 
maintaining  your  connection. 

I  found  two  minor  downsides 
Connecting  to  either  the  fast  or 
slower  network  was  sluggish. 
And  often,  after  the  notebook 
had  gone  into  power-saving 
suspend  mode,  the  modem 
refused  to  reconnect  until  I  shut 
down  the  Connection  Manager 
software  and  removed  and 
reinserted  the  card. 
Some  analysts  have  argued  that  the  rapid  growth  of  public 
Wi-Fi  networks  make  efforts  like  EVDO  irrelevant.  I  disagree. 
Wi-Fi  is  faster  and  cheaper,  but  it  hasn't  shown  that  it  can 
develop,  either  as  a  technology  or  as  a  business,  beyond  a 
series  of  isolated  hot  spots.  Broadband  access  lets  you  connec 
anywhere,  without  logging  on  to  different  networks,  and  lets 
you  stay  connected  while  moving.  The  question  is  whether 
there's  enough  demand  to  make  the  economics  work. 
Verizon's  test  should  give  us  the  answer.  ■ 

E-mail:  tech&you@businessweek.cor, 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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1CULAT0RS 

Numerical  nirvana 

hen  I  wrote  a  column  on  Hewiett- 
ckard's  new  version  of  a  classic 
ancial  calculator  (BW— May  12),  1  got 
01  of  mail  from  engineers  wishing  that 
J  would  revive  its  technical 
Iculators.  Their  wish  has  been 
anted.  The  $176  HP  49g+  is  the 
mpany's  first  new  engineering 

calculator  in  four  years. 

The  49g+  should  cause 
rejoicing  in  the  technical 
community.  PCs  are 
wonderful,  but  for  a  lot  of 
mathematical  chores  a 
calculator  is  simpler  and 
quicker  to  use.  The  new 
HP  model  incorporates 
most  of  the  power  of  a 
computer  algebra  system 
ch  as  Wolfram  Research's 
athematica,  which  lets  it  do  symbolic 
*ebra  and  calculus,  not  just  grind  out 
imbers. 
Its  131-by-80-pixel  display,  big  for  a 


calculator,  allows  not  only  graphing  of 
mathematical  functions  but  also 

includes  an  equation  editor  that  makes 
it  easier  to  enter  complex  expressions. 
For  III'  diehards,  it  oilers  the  option  of 
reverse  Polish  notation,  a  method  of 
entering  Operations  that's  quirky  but 
efficient  and  beloved  by  many 
engineers.  For  a  generation  that  grew 
up  on  Texas  Instruments  calculators  in 
schools,  it  also  offers  the  more  familiar 
algebraic  notation. 

The  49g+  takes  a  fair  amount  of 
learning  to  use  effectively,  as  witnessed 
by  an  856-page  user's  guide.  But  its 
power  makes  it  worth  the  effort.  About 
the  only  thing  it  lacks  is  a  belt  hook  on 
its  nifty  leather  case,  keeping  it  from 
place  of  pride  on  engineers'  hips. 


PRINTERS 

If  s  a  colorful  world 

Networked  color  printing  for  the 
office  keeps  getting  cheaper  and  simpler, 
putting  it  within  reach  of  even  small 
businesses  and  tiny  workgroups  within 


enterpri 

The  lie    I  loW- 
COSt  entry 
choice  is  the 
Xerox  Phaser 
8200,  starting 
669  (net 
of  a  $230 
rebate)  with 
built-in 
networking. 
The  Phaser  8200  uses  solid  ink  rather 
than  the  plastic  toner  used  in  laser 
printers.  The  resulting  print  can  have  a 
slightly  waxy  feel,  but  colors  are  more 
vibrant  than  on  lasers.  The  8200  prints 
16  pages  per  minute  in  either 
monochrome  or  color. 

The  Xerox  Phaser  6250,  starting  at 
$2,299  for  a  networked  version,  prints 
26  pages  per  minute  in  color  or 
monochrome.  The  similarly  priced  HP 
LaserJet  4600  is  35%  slower.  If  you  can 
settle  for  less  speed,  the  HP  LaserJet 
2500,  starting  at  $1,399,  offers  16  pages 
per  minute  in  monochrome  and  4  ppm 
in  color.  This  market  may  be  shaken  up 
later  this  fall  when  Samsung  enters  with 
the  CLP-500,  which  is  expected  to  be 
priced  aggressively.  ■ 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


Anger  Abroad 
Is  Bad  for  Business 


What  should  Corporate  America  make  of  rising  anti-American  sentiment 
around  the  world?  My  guess  is  most  CEOs  don't  spend  much  time  thinking 
about  it,  and  those  who  do  probably  underestimate  the  growing  risks.  To 
be  sure,  the  intense  passions  that  have  been  unleashed  against  the  U.S.  are 
not  controllable  by  companies  alone.  But  neither  are  CEOs  without  option 


As  the  world's  most  powerful  nation,  the  U.S.  is  a  lightning 
rod  for  all  kinds  of  grievances,  both  legitimate  and  bogus.  But 
the  anger  being  directed  at  America  is  exploding.  In  early 
October,  a  Bush  Administration  task  force  on  America's 
image  abroad  reported  that  "hostility  toward  America  has 
reached  shocking  levels."  The  Council  on  Foreign  Relations 
recently  warned  that  "negative  opinions  of  the  U.S.  and  its 
policies  have  metastasized." 

After  the  U.S.  invasion  of  Iraq,  I  interviewed  executives  of 
U.S.  companies  in  Germany,  France,  South  Korea,  and  Mexico. 
All  believed  that  American  businesses  would  be  unaffected  by 
foreign  opposition  to  the  war.  My  sense  is  that  business  leaders 
are  even  more  optimistic  today.  After  all,  terrorism  hasn't 
disrupted  oil  supplies.  The  global  economy  is  strengthening. 

Moreover,  many  CEOs  believe  that  anti-Americanism  is 
directed  at  Washington's  foreign  policies,  not  U.S.  companies. 
They  are  confident  that  Corporate  America's  products, 
knowhow,  and  capital  are  in  high  global  demand.  And  most 
execs  would  say  their  companies  have  ingratiated  themselves 
abroad  by  hiring  local  managers  and  funding  local  causes. 

THESE  ARGUMENTS  HOLD  WATER-for  now.  But  the 
upheaval  in  the  Middle  East,  not  to  mention  the  wave  of 
anger  among  Muslim  populations  from  France  to  Indonesia, 
may  have  just  begun.  Anti-Americanism  could  be  further 
inflamed  by  growing  disillusionment  about  Washington's 
strident  push  for  U.S.-style  free-market  policies.  U.S. 
credibility  already  has  been  undermined  abroad  by  its  move 
to  protect  its  steel  and  agricultural  sectors  as  well  as  by 
corporate  and  financial  scandals,  from  Enron  Corp.  to  the 
New  York  Stock  Exchange. 

Keith  Reinhard,  chairman  of  DBB  Worldwide,  a  global 
advertising  and  marketing  firm,  says  U.S.  companies  are 
already  in  trouble.  Pointing  to  polls  by  RoperASW  and  surveys 
done  by  his  own  company  in  17  countries,  he  told  me  that  the 
value  of  American  brands  is  being  eroded  by  growing  anti- 
Americanism.  U.S.  corporations  are  increasingly  seen  as 
arrogant  and  insensitive  to  local  cultures,  he  says,  attitudes  that 
will  harden  as  local  opposition  to  U.S.  foreign  policy  grows. 
"American  CEOs  are  not  listening  to  the  warnings,"  he  said. 

Martin  Sorrell,  CEO  of  WPP  Group,  the  global  communi- 
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The  risks 
include 
/cotts 
and  violence 
to  U.S. 
facilities 


cations  services  giant,  told  me  that  U.S.  companies  "cannot 
isolate  themselves  from  the  political  trends,"  such  as  growing 
religious  fervor  in  Muslim  countries  and  rising  nationalism  ir 
East  Asia.  He  cautions  Corporate  America  against  assuming 
people  in  these  regions  want  unadulterated  American  lifestyle 
"Globalized  markets  are  fragmenting,"  he  said,  "and  the 
pendulum  is  swinging  toward  local  needs  and  preferences." 

The  danger  is  that  a  slowdown  in  globalization  and  the  ne\ 
anti-Americanism  fuel  each  other.  The  stakes  are  high.  U.S. 
companies  have  assets  of  $2.5  trillion  abroad.  Some  30%  of  tr 
profits  earned  by  companies  on  the  Standard  &  Poor's  500- 
stock  index  derive  from  foreign  operations.  The  risks  to  US 
companies  abroad  include  consumer  boycotts,  loss  of  procure 

ment  contracts,  adverse  regulatory 
rulings,  and  difficulty  in  hiring  top 
local  talent.  In  addition,  U.S. 
commercial  facilities  could  become 
targets  of  violence.  Growing  distru 
DOVCOttS  could  also  poison  trade  negotiation 

Of  course,  business  can't 
transform  opposition  to  American 
foreign  policy.  But  Reinhard  of  DB1 
Worldwide  wants  companies  to 
begin  a  collective  "USA  Inc."  effort 
to  offset  damage  to  Corporate 
America's  image.  WPP's  Sorrell 
contends  that  multinationals  must 
expend  more  effort  tailoring  their  products  to  local  markets. 
American  CEOs  should  also  press  Washington  to  change 
trade  policies  that  reinforce  America's  image  of  arrogance  an 
hypocrisy.  Less  boasting  about  the  marvels  of  our  brand  of 
capitalism  would  help,  too.  Earlier  this  year,  Francis 
Fukuyama  of  Johns  Hopkins  University  wrote  that  oppositioi 
to  U.S.  policies  could  become  the  chief  passion  in  global 
politics.  Given  that  real  possibility,  U.S.  chief  executives  woul 
be  naive  to  think  their  companies  will  remain  unaffected. 
Wishful  thinking  isn't  a  policy.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management 
and  author  of  'The  Politics  of  Fortune:  A  New  Agenda  for 
Business  Leaders  (jeffrey.garten@yale.edu) 


5)  Scream 


With  Ricoh's  imaging  solutions  on  your 
network  you  can  share  and  manage  ideas 
every  step  of  the  way. 

How  well  do  you  share? 


Image  Communication 


Go  to  ricoh.com/share  to  see  how  Aticio*  digital  office  equipment  can  help  you. 


Gladiator  school  vs. 
modern  corporate  training. 

It's  a  question  of  assessing  results,  really.  In  ancient  Rome,  gladiators 
trained  professionally  for  years  at  the  Ludus  Gladiatorius.  Then  they  were 
evaluated.  There  wasn't  a  lot  of  gray  area  —  either  Antonius  kills  the  lion, 
or,  well,  Antonius  is  lunch. 

Now,  corporate  training:  it's  much  more  complicated.  Can  you  really 
know  what  the  chunk  of  payroll  you  invest  in  learning  accomplishes? 
There  is  no  "lion  test."  But  the  consequences  can  still  be  dire.  Especially 
if  your  learning  objectives  aren't  quite  aligned  with  your  strategy. 

In  an  on  demand  world,  you  need  to  think  quickly.  Adapt  fast.  It's  not 
about  teaching  one  thing.  It's  about  enabling  people.  Putting  real-time 
information  at  hand.  Making  better  decisions.  Do  that,  and  your  returns 
become  clear:  A  market  change  reveals  the  benefits  of  learning. 
Education  pays  off. 

The  lesson?  In  any  arena,  training  has  one  purpose:  Results. 

On  demand  business  starts  with  on  demand  thinking. 

IBM  has  over  3,000  learning  practitioners  who  can  work  with  you  from 
design  to  development  to  deployment.  So  your  training  goals  are  in  sync 
with  your  strategic  goals.  And  your  people,  business  processes  and  IT 
are  in  lockstep.  On  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 


Can  you  see  it? 


i  the  IBM  logo  are  trademarks  or  registered  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  <£  2003  IBM  Corp  All  rights  reserved 


NeWS  Economic  Trends 


BY  GENE  KORETZ 

THOSE  HEAVY 
AMERICANS 

How  technology  fueled 
the  obesity  epidemic 


ANY  EXPERTS  believe 
that  one  of  the  biggest 
health  problems  facing  the 
U.S.  today  is  the  growing 
prevalence  of  obesity. 
Some  65%  of  adult  Americans  are  over- 
weight, and  nearly  a  third  are  medically 
obese.  By  contrast,  obesity  in  other 
industrial  nations  is  far  lower,  averaging 
10%  to  12%  in  Continental  Europe. 

What's  behind  the  nation's  fatness 
epidemic?  A  new  study  by  economists 
David  M.  Cutler,  Edward  L.  Glaeser,  and 
Jesse  M. 


NOT  MUCH  SIGN 
OF  DIETING 


PERCENT^ 
ADULTS  WHO  ARE: 


Data  National  Center  tor  Health  Statistics 


Shapiro  of 
Harvard 
University 
rejects  the 
usual  explana- 
tions, which 
stress  the 
falling  price  of 
food  relative 
to  other  pur- 
chases and  a 
shift  toward 
sedentary  occupations.  The  authors 
note  that  these  shifts  actually  slowed 
down  in  the  past  two  decades— just  as 
Americans  began  putting  on  extreme 
weight  (chart). 

For  example,  food  prices  have  risen 
only  3%  less  than  other  prices  since 
1980,  so  that  can't  explain  Americans' 
weight  gain.  Similarly,  the  major  shift 
out  of  highly  active  jobs  such  as  farm 
work  and  other  manual  labor  occurred 
before  1980,  as  did  the  surge  in  TV 
watching  and  commuting  to  work  by 
car.  Indeed,  using  time-diary  studies,  the 
authors  estimate  that  the  daily  energy 
expended  by  the  average  person— i.e., 
calories  burned  for  all  activities— has 
hardly  changed  in  recent  decades. 

What  has  changed  is  a  rise  in  calorie 
consumption.  Surprisingly,  the  study 
finds  that  people  are  not  consuming 
more  calories  at  regular  meals,  even 
though  they  are  eating  out  more  at  fast- 
food  restaurants.  The  big  jump  has 
come  from  eating  between  meals,  with 
the  average  number  of  daily  snacks 
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rising  by  60%  since  the  late  1970s. 

Why  are  Americans  snacking  more? 
The  study  points  to  the  impact  of 
technology  on  the  "time  cost"  of  food— 
that  is,  to  a  sharp  drop  in  the  time  needed 
for  food  preparation  because  of  ongoing 
advances  in  food  processing,  packaging, 
and  the  use  of  home  devices  such  as 
microwave  ovens.  This  "cost  decline"  has 
spurred  people  to  demand  more  food  of 
greater  variety  from  tech-sawy  suppliers, 
and  the  rise  in  consumption  has  been 
channeled  into  snacking  because  of  the 
satiating  effect  of  meals. 

In  line  with  their  thesis,  the  authors 
note  that  those  population  groups  that 
"benefited"  most  from  technological 
advances— such  as  married  women,  who 
formerly  spent  a  lot  of  time  preparing 
food— have  had  the  biggest  weight  gains 
in  recent  decades.  By  the  same  token, 
nations  with  regulations  supporting 
traditional  agriculture  and  food-delivery 
systems  have  lower  obesity  levels. 

The  food-technology  juggernaut 
doesn't  bode  well  for  curbing  obesity. 
For  most  problem  overeaters,  eating  has 
the  addictive  quality  of  smoking  (and 
people  can't  simply  quit  eating).  The 
average  American  has  gained  10  to  15 
pounds  in  the  past  20  years— a  rise,  the 
study  notes,  that  is  the  caloric  equivalent 
of  just  three  extra  Oreo  cookies  or  one 
canofsodaaday. 


ARE  FACTORIES 
SET  TO  HUM? 

Stock  building  promises 
to  galvanize  output 


DON'T  BE  surprised  if 
manufacturing  output,  which 
grew  at  a  2.8%  annual  clip  in 
the  third  quarter,  really  picks 
up  steam  in  coming  months, 
says  economist  Paul  Kasriel  of  Chicago's 
Northern  Trust  Corp.  The  Federal 
Reserve  Bank  of  Philadelphia  reported  a 
sharp  rise  in  local  industrial  activity  in 
October,  and  the  Manufacturers 
Alliance/MAPI,  a  nationwide  research 
group,  recently  found  its  members'    . 
optimism  at  a  three-year  high. 

Because  inventories  have  been  at  near- 
historic  lows,  factories  are  ramping  up 
production  both  to  meet  rising  orders 


and  to  build  up  stock  levels.  But  an  add 
catalyst,  Kasriel  says,  will  come  from  th 
recent  surge  in  industrial  materials 
prices,  such  as  metals.  As  this  begins  to 
reverberate  through  the  manufacturing 
pipeline,  companies  will  have  a  strong 
incentive  to  boost  output  today  to  avoid 
having  to  pay  higher  input  prices 
tomorrow.  This  is  especially  true  becaus 
the  interest  cost  of  financing  inventories 
is  likely  to  remain  in  the  low  single  digits 

"In  sum,"  says  Kasriel,  "U.S. 
manufacturing  appears  to  be  headed  ft 
a  double-barreled  boost." 

APPLAUSE  FOR  J 
JAPAN'S  PICKUlfy 

U.S.  companies  have  big 
stakes  in  its  economy 


JAPAN'S  ECONOMIC  revival, 
combined  with  dollar  weakne; 
against  the  yen,  could  spell  a 
nice  earnings  gain  for  U.S. 
corporations,  says  Joseph 
Quinlan  of  Banc  of  America  Capital 
Management 
LLC.  But  not 
because  it  will 
boost  U.S. 
exports  to 
Japan. 

Rather, 
Quinlan  notes 
that  despite 
Japan's 
reputation  as 
being  hostile 
to  foreign 

investment,  U.S.  direct  investment  there 
on  a  cumulative  basis  now  exceeds  $66 
billion.  As  a  result,  sales  by  U.S.-Japanesi 
affiliates— including  joint  ventures  and 
subsidiaries— have  been  rising  rapidly 
and  now  run  at  more  than  twice  the  pac< 
of  U.S.  exports  to  Japan.  And  U.S. 
foreign- affiliate  income  in  Japan  has 
grown  from  $3.5  billion  in  1997  to  $6.8 
billion  last  year.  Indeed,  U.S.  foreign 
affiliates  earned  more  in  Japan  in  2002 
than  in  Germany  and  France  combined. 
The  bottom  line,  says  Quinlan,  is  that 
U.S.  multinationals  with  stakes  in  Japan 
could  really  cash  in— especially  if  a 
stronger  yen  amplifies  the  earnings  kick 
provided  by  its  reviving  economy. 


A  LAND  OF 
RISING  SUMS 


BILLIONS  OF  DOLLARS 
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AS  CFO,  YOU  HAVE 
TWO  CHOICES: 


1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 


2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS. 


Unless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
your  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generation 
of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helping 
your  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  their 
own  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
Health  •  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Bluer 


Medical.  Denial.  Pharmacy  and  Behavioral  Health  products  from  Blue  Cross  of  California  (BCC)  and/or  BC  Life  &  Health  Insurance 
only  bundled  with  Medical  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association      2003  BCC 
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The  Fed:  Another 
Failure  to  Communicate? 

t  must  convince  the  markets  that  higher  rates  can  still  accommodate  growth 


U.S.  ECONOMY 


It's  becoming  increasingly  evident  that  some  of  the 
economy's  surprising  third- quarter  strength  is  spilling  over  into  the 
fourth  quarter.  Consumers  are  heading  into  the  holiday  buying  season 
with  plenty  of  cash,  growing  wealth,  and  hints  of  renewed  confidence 
in  the  job  markets.  Business  confidence  in  the  future  is  also  on  the 


ise,  judging  by  the  surge  in  third-quarter  profits,  the 
;udden  need  to  replenish  depleted  inventories,  and  the 
September  jump  in  new  orders  for  capital  equipment.  It's 
he  most  positive  mix  of  growth  forces  that  the  economy 
ias  enjoyed  in  more  than  three  years. 

But  while  the  improving  outiook  is  brightening  moods 
Tom  the  family  room  to  the  boardroom,  it  may  soon 
:ause  some  problems  for  policymakers  at  the  Federal 
Reserve.  Amid  surprisingly  strong  economic  growth,  the 
Fed  now  faces  a  delicate  task:  shifting  its  policy  message. 

Any  actual  hike  in  interest  rates  is  not  likely  until  well 
uto  2004.  But  at  some  point,  perhaps  sooner  that  it  had 
anticipated,  the  Fed  will  have  to  start  preparing  the 
markets  for  an  eventual  tightening  of  policy  after  already 
laving  told  them  in  August  and  September  that  "policy 
accommodation  can  be  maintained  for  a  considerable 
period."  The  markets  interpret  this  as  the  Fed's  intention 
:o  keep  rates  down.  Any  backtracking  on  that  risks  roiling 
the  markets  and  cheapening  the  Fed's  credibility. 

THAT'S  WHY  ALL  EYES  were  on  the  Fed's  statement 
following  its  Oct.  28  policy  meeting.  As  expected,  the 
policymakers  left  the  overnight  federal  funds  rate  steady 
at  1%,  but  Fed  watchers  were  more  concerned  with 
whether  or  not  policymakers  might  try  to  back  away  from 
their  previous  sanguine  views  on  the  oudook.  With  only 
one  slight  alteration,  however,  its  accompanying 
statement  was  a  carbon  copy  of  the  one  in  September. 

Compared  with  its  September  missive,  the  Fed  noted 
the  nascent  improvement  in  the  labor  markets,  but  its 
assessments  of  the  risks  in  the  oudook  regarding  both 
growth  and  inflation  remained  the  same.  On  growth,  it 
reiterated  that  the  risks  were  evenly  balanced  between 
the  expansion  being  too  strong  and  too  weak.  As  for 
inflation,  the  Fed  repeated  that  the  risk  of  its  being  too 
low  was  greater  than  that  associated  with  its  being 
too  high. 

Most  important,  and  of  greatest  interest  to  the 
markets,  the  Fed  reasserted  its  belief  that  interest  rates 
could  stay  at  levels  that  were  accommodative  to  growth 
for  a  considerable  period.  Both  the  stock  and  bond 
markets  rallied  strongly  after  those  words.  But  given  the 
economy's  new  momentum,  policymakers  may  soon  have 


to  start  sending  a  much  less  market-friendly  message. 
Preempting  deflation  and  jump-starting  lackluster 
demand  have  been  the  main  focus  of  policy.  But  that  was 
back  when  the  Fed  was  forecasting  growth  from  late 
2002  to  late  2003  of  only  2.5%  to  2.75%,  a  pace  that 
implied  growth  in  the  second  half  of  only  about  3%. 
Second-half  growth  will  far  outstrip  that  forecast,  and  the 

economy  seems  set  to 
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power  into  2004. 

The  Fed  noted  in  July 
in  its  twice-yearly 
Monetary  Policy  Report 
to  Congress  that  given 
strong  productivity  and 
the  existing  slack  in  the 
use  of  labor  and  other 
resources,  "demand 
could  grow  at  a  solid  pace 
for  some  time  before 
generating  upward 
pressure  on  inflation." 
But  whatever  cushion  the  Fed  had  expected  to  have 
against  the  need  to  lift  interest  rates  is  now  sure  to  get 
used  up  faster  than  the  Fed  had  anticipated. 

WHAT  FED  WATCHERS  WANT  TO  KNOW  IS:  Will  the 
economy's  strength  force  the  Fed  to  renege  on  its  promise 
to  keep  policy  accommodative  for  a  long  time?  The  Fed 
has  already  raised  hackles  in  the  bond  market  once  this 
year  over  an  alleged  miscommunication  about  what 
policymakers  might  or  might  not  do  to  address  the  threat 
of  deflation. 

The  potential  problem  brewing  is  that  bond  players 
think  the  word  "accommodative"  means  a  1%  federal 
funds  rate.  But  at  least  two  Federal  Reserve  district  bank 
presidents  have  already  suggested  that  "accommodation" 
does  not  necessarily  mean  that  the  federal  funds  rate 
cannot  rise  above  1%  (chart). 

These  officials  point  out  that  the  funds  rate  is  already 
far  below  the  level  that  in  the  past  has  been  associated 
with  a  neutral  Fed  policy,  that  is,  one  that  neither 
accommodates  nor  restricts  economic  growth.  They  note 
that  there  is  considerable  room  for  the  funds  rate  to 
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rise,  while  still  maintaining  an  accommodative  policy. 
Indeed,  the  real  federal  funds  rate,  which  is  the  market 
rate  minus  inflation,  is  one  indicator  of  the  currently 
extreme  degree  of  policy  accommodation.  It  has  been 
running  between  zero  and  -1%  during  the  past  year,  far 
below  its  long-run  average  of  about  2.5%,  which  is 
considered  to  be  an  approximation  of  the  rate  consistent 
with  a  neutral  policy.  With  inflation  about  stable,  that 
means  the  funds  rate  can  rise  a  couple  of  percentage 
points,  even  while  keeping  policy  accommodative. 

ALMOST  EVERY  ECONOMIC  REPORT  in  recent  weeks 
suggests  that  the  economy  is  gathering  steam  faster  than 
almost  anyone  had  expected.  In  September,  combined 
sales  of  new  and  existing  homes  hit  another  record.  Plus, 
consumer  confidence  rose  in  October,  according  to  the 
Conference  Board.  Confidence  is  a  good  ways  from 
regaining  its  recession  losses,  but  households  think  both 
I  1        current  and  future  conditions  improved  last  month,  and 
fewer  described  jobs  as  "hard  to  get." 

Perhaps  the  most  important  sign  that  strong  demand 
is  finally  starting  to  absorb  excess  production  capacity 
comes  from  the  long-depressed  manufacturing  sector, 
which  is  now  showing  new  signs  of  life.  September 
orders  taken  by  makers  of  durable  goods  rose  0.8%,  and 
their  growth  over  the  past  four  months  has  been  the 
strongest  in  three  years.  The  same  is  true  for  the  pace  of 
shipments  going  out  the  door,  and  factory  capacity 
utilization,  while  still  low,  has  begun  to  increase. 

One  reason:  Demand  is  shrinking  factory  inventories 


EUROPEAN  UNION 


to  unsustainably  low  levels,  and  that  will  spur  more 
orders,  boost  output,  and  lift  hiring.  The  September  ratio 
of  durable-goods  inventories  to  sales  fell  to  a  record  low. 
Moreover,  businesses  are  ramping  up  their  outlays  for 
new  equipment  at  an  increasingly  rapid  rate  (chart). 
September  orders  for  capital  goods,  excluding  aircraft, 

jumped  3.9%  from 
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August.  From  the  year 
before,  new  bookings  are 
up  a  hefty  13.5%,  a  yearly 
growth  rate  not  seen 
since  the  late-1990s 
boom  in  capital 
spending.  Orders  for 
computers  and  electronic 
products  are  up  18.4% 
from  the  previous  year,  a 
yearly  pace  that 
surpasses  growth  rates 
seen  in  the  late  1990s. 
The  most  interesting  aspect  of  the  Fed's  status  quo 
policy  statement  on  Oct.  28  was  that,  even  in  the  face  of 
mounting  evidence  that  the  economy  is  outperforming 
policymakers'  expectations,  the  Fed  made  no  move  to 
back  away  from  its  stated  intention  toward  future  policy 
accommodation.  That  may  only  intensify  any  jolt  to  the 
markets,  especially  in  the  bond  market,  when  the  Fed 
begins  to  change  its  tune.  Given  the  economy's  new 
vigor,  that  day  might  well  come  sooner  than  the  markets 
now  expect.  ■ 


A  KEY  SIGN  OF  RISING 
BUSINESS  CONFIDENCE 
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A  Big  Payoff  from  a  Bigger  EU 


IN  MAY,  2004,  the  single-market 
European  Union  will  expand  from  15 
countries  to  25,  incorporating  10 
Central  and  Eastern  European  (CEE) 
nations,  with  full  integration  into  the 
single  currency  likely  three  to  six 
years  later.  Most  studies  have 
concluded  that  the  net  economic 
benefits  to  existing  EU  members  will 
be  positive,  but  very  small.  But  the 
potential  pluses  may  well  be 
understated. 

"The  quantitative 
models  aren't  able  to 
capture  all  of  the 
integration  effects," 
says  Elga  Bartsch  in 
the  London  office  of 
Morgan  Stanley.  Most 
studies  analyze  only 
the  impact  of 
integrating  the 
market  for  goods, 
while  services,  some 
70%  of  the  economy, 


Taking  the  Final  Step 
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are  ignored.  For  example,  the 
European  Commission  has  estimated 
that  a  fully  integrated  single  market 
for  financial  services  alone  could  add 
1.8  percentage  points  to  growth  in 
gross  domestic  product  over  the  next 
decade.  Also,  most  models  fail  to 
capture  potential  gains  from 
technological  change  as  competition 
and  the  larger  market  boost  research 
and  development,  investment,  and 
productivity. 

Perhaps  most 
important,  new 
competition  from 
Eastern  Europe's 
high-skilled,  low-cost 
labor  force  will  only 
make  structural 
reform  in  the  West 
more  urgent.  "It 
might  not  be  such  a 
surprise  that  we  see 
major  reforms  coming 
through  in  Germany 


at  the  moment,"  says  Bartsch.  A 
recent  International  Monetary  Fund 
study  concluded  that  bold  labor-  and 
product-market  reforms  in  the  EU 
could  add  8  percentage  points  to  EU 
GDP  growth  over  the  long  term. 

EU  expansion  will  produce  both 
winners  and  losers.  Most  studies 
agree  that  Germany,  Italy,  Austria, 
Sweden,  and  Finland,  who  have  close 
trade  and  investment  ties  with  the 
East,  will  be  gainers.  France,  Spain, 
Portugal,  Greece,  and  Ireland  are 
likely  to  be  losers,  given  the  sizable 
funding  they  receive  from  EU 
programs— especially  France's 
agricultural  funds— as  the  money 
gets  stretched  over  10  more  countries. 

Clearly,  the  CEE  nations  stand  to 
gain  the  most,  but  the  full  benefits 
won't  be  felt  until  the  new  members 
adopt  the  euro,  which  requires  them 
to  align  their  budget  deficits,  interest 
rates,  and  currencies  within  the 
guidelines  in  the  Maastricht  Treaty.  I 
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Vou've  got  inventory  covered.  You've  got 
shipping  covered.  What  about  surprises? 

Questions  are  everywhere.  Insight  is  not.  Making  important  decisions  is  your  job. 
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Experience  and  resources  to  help  you  succeed  in  a  business  world  where  the  only  thing 
certain,  is  uncertainty.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 
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M&A  DEALS: 


Aware  that  many  mergers  haven't  paid 
offin  the  past,  investors  don't  have 
the  enthusiasm  they  once  did 


WHEN  BANK  OF 
America  CEO  Ken- 
neth D.  Lewis 
stepped  into  a  Wal- 
dorf-Astoria ball- 
room on  Oct.  27  to 
unveil  a  $48  billion 
takeover  of  FleetBoston  Financial  Corp., 
Wall  Street's  investment  bankers  could  al- 
most imagine  he  was  leading  them  back 
to  the  glory  days  of  1990s  dealmaking.  It 
was,  after  all,  in  the  same  gilded  land- 
mark five  years  ago  that  his  bank,  then 
known  as  NationsBank  Corp.,  an- 
nounced a  $59  billion  deal  that  fueled  the 
greatest  merger  mania  ever.  Back  then, 
investors  applauded,  confident  in  the 
bank's  ability  to  use  its  deals  to  drive 
earnings  and  its  stock  price  higher.  They 
bid  up  the  bank's  shares  5%  that  day.  Not 
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M&A  PERKS  UP 


this  time.  Even  before  Lewis  started  to 
speak  just  before  noon,  investors— fear- 
ing he'd  vastly  overpaid— sent  the  stock 
plunging  toward  a  10%  loss  for  the  day. 

Lewis'  experience  illustrates  how  much 
mergers  and  acquisitions  have  changed 
since  the  boom.  Then, 
investors  cheered  on  ex- 
ecutives' grand  ambi- 
tions. Deals  begat  deals, 
and  more  than  $1.5  tril- 
lion worth  of  companies 
changed  hands  for  three 
years  in  a  row,  accord- 
ing to  deal  tracker 
Thomson  Financial. 
Now,  the  merger  market 
moves  in  fits  and  starts. 
Traders  trash  the  stocks 
of  companies  that  dare 
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to  buy,  which  discourages  others.  The 
chilly  receptions  help  explain  why,  despite 
executives'  renewed  interest  in  takeovers 
the  $402  billion  of  deals  annnounced 
through  Oct.  27  was  up  only  12%  from  the 
first  10  months  of  2002. 

That  doesn't  mean 
there  won't  be  periods  of 
frenetic  dealmaking. 
The  same  day  BofA 
went  public  with  its 
FleetBoston  deal,  three 
other  companies  an- 
nounced mega-take- 
overs, for  a  total  of  some 
$70  billion,  the  most  in 
any  day  since  February, 
2000.  It  seemed  like  a 
manic  Monday  of  old: 
Health- care-benefits 
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Bof  A  CEO  Lewis  (left),  with 
FleetBoston  chief  Gifford 
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company  Anthem  Inc.  agreed  to  pay  $16.4 
billion  in  stock  and  cash  for  Wellpoint 
Health  Networks  Inc.  UnitedHealth  Group 
Inc.  said  it  will  pay  $2.7  billion  in  stock  and 
cash  for  Mid  Atlantic  Medical  Services  Inc. 
And  R.J.  Reynolds  Tobacco  said  it  will  pay 
about  $3  billion  in  stock  for  U.S.  units  of 
British  American  Tobacco  PLC. 

While  the  deals  made  big  headlines, 
they  did  not  impress  the  stock  market. 
Shares  of  the  buyers,  except  R.J.  Reynolds, 
plunged,  just  as  those  of  many  other  deal- 
makers  have  this  year.  Anthem  dropped 
8%,  and  UnitedHealth  fell  3.4%  in  a  day. 
Nor  did  the  cluster  of  deals  mark  a  big 
change  for  investment  bankers.  "These 
deals  do  not  reflect  a  profound  change  in 
the  tone  of  the  M&A  market,"  says  Jack 
Levy,  co-head  of  global  M&A  at  Goldman, 
Sachs  &  Co.,  an  adviser  in  all  four  deals. 

BACK  TO  NORMAL 

CERTAINLY,  THE  PACE  of  acquisitions 
could  pick  up  somewhat.  Some  executives 
are  thinking  seriously  for  the  first  time  in 
three  years  about  deals  to  cut  costs  or  ad- 
just to  changing  industries.  "There  are 
many  more  dialogs  going  on  right  now," 
says  Gerald  Rosenfeld,  CEO  of  investment 
bank  Rothschild  North  America  Inc.  But 
the  new  interest  is  tempered  by  a  lack  of 
convincing  revenue  growth  and  by  in- 
vestor skepticism.  "This  is  less  a  big  re- 
bound than  a  swing  back  to  normal,"  says 
Richard  J.  Peterson,  a  market  strategist  at 
Thomson  Financial. 

Investor  skepticism  is  well-founded. 
Study  after  study  has  shown  that  about 
two-thirds  of  buyers  fall  behind  their  cor- 
porate peers  in  returns  to  shareholders.  In 
many  cases,  their  shares  get  knocked 
down,  and  it  takes  years  for  investors  in 
the  "winning"  company  to  get  back  to  the 
price  where  they  started.  It's  not  that 
most  mergers  and  acquisitions  don't  de- 
liver efficiency  gains  or  make  strategic 
sense.  Many  do.  Rather,  shareholders  of 
the  acquired  companies  tend  to  capture 
all  of  the  gains  when  deals  are  struck. 
Why?  Buyers  overpay  to  get  deals  done, 
says  Mark  Sirower,  head  of  North  Ameri- 
can M&A  at  Boston  Consulting  Group. 
Last  year,  BusinessWeek  studied  302 
transactions  from  June,  1995,  to  Septem- 
ber, 2001,  and  found  that  the  pattern  con- 
tinued through  the  boom:  Buyers  lost 
61%  of  the  time. 

Judging  by  their  reaction  to  the  spate 
of  recent  deals,  investors  have  learned 
their  lesson.  They  quickly  sized  up  who 
would  bear  the  costs  and  get  the  future 
benefits.  Nowhere  was  this  clearer  than 
with  the  BofA  deal.  FleetBoston  shares 
surged  23%  the  first  day,  while  BofA 
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When 
Winning  Feels 
Like  Losing 


Within  days  of 
a  deal,  the 
market  often 
gives  two 
thumbs 
down  to 
acquirers, 
while  sellers 
do  well 


BUYER/                               SELLER/ 
SHARE-PRICE  CHANGE*        SHARE-PRICE  CHANGE* 

MANUUFE  FINANCIAL 

-10% 

JOHN  HANCOCK  FINANCIAL 

+696 

ANTHEM 

-10 

WELLPOINT 

+7 

BANK  OF  AMERICA 

-9 

FLEETBOSIONHNANCIAL 

+24 

EMC 

-8 

DOCUMENTUM 

+19 

CAREMARK  RX 

-5 

ADVANCEPCS 

+21 

UNfTEDHEALTH 

-4 

MID  ATLANTIC  MEDICAL 

+11 

*  From  market  close,  one  day  prior  to  news  of  the  deal,  to  market 
close  three  days  after  the  news. 
Data:  Bloomberg  Financial  Markets 

shares  lost  10%.  "Wall  Street  used  to  give 
management  a  free  pass  when  they  an- 
nounced a  transaction,"  says  Fred  Green, 
co-manager  of  the  $1.2  billion  Merger 
Fund.  That  stopped  after  many  deals  did 
not  deliver  the  profits  buyers  predicted. 

The  irony,  of  course,  is  that  executives 
are  hearing  two  different  stories  from 
Wall  Street.  Analysts  and  institutional  in- 
vestors discourage  them  from  buying.  But 
investment  bankers  tell  them  they  can 
add  shareholder  value  by  consolidating. 
The  consolidation  argument  is  playing 
best  right  now  in  financial  services  and 
health  benefits.  Both  sectors  are  frag- 
mented and  both  deal  with  a  lot  of  small 
transactions  that  are  best  handled  in  large 
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volumes  through  computer  systems.  Thi 
means,  in  theory  at  least,  there's  plenty  < 
room  to  raise  efficiencies  and  lower  cost 

Unfortunately,  that  doesn't  mean  sn  DEA 
quirers  aren't  making  the  same  mistake 
others  made  in  the  1990s.  Anthem  Chaii 
man  and  CEO  Larry  C.  Glasscock  told  ir 
vestors  that  buying  Wellpoint  to  creat 
the  nation's  largest  health-benefits  con 
pany  will  cut  costs  and  boost  margin 
through  economies  of  scale.  But  to  ge 
Wellpoint,  Anthem  had  to  offer  a  20? 
premium  over  the  market.  So  the  deal  wi 
dilute  earnings  next  year— a  key  reaso 
Anthem  shares  sank. 

At  BofA,  Lewis  agreed  to  a  high  hurdl 
to  win  FleetBoston,  which  had  been  con 
sidering  other  offers.  He  gave  up  som 
600  million  shares  of  BofA  stock,  whic 
was  worth  42%  more  than  FleetBostor 
based  on  market  prices  before  the  dea 
was  announced.  The  dilution  from  the  ex  L 
tra  stock  is  expected  to  cut  BofA's  earn 
ings  per  share  to  $7.10  from  $7.27  ii 
2004— and  that' s  assuming  he  deliver  IMU 
the  ambitious  $1.1  billion  a  year  in  pro 
jected  cost  savings.  Rivals  will  also  be  try 
ing  to  take  advantage  of  his  push  to  cu 
costs  by  poaching  BofA's  customers.  "A 
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a  competitor,  it's  a  big  opportunity,"  say  hittin 
Jay  S.  Sidhu,  CEO  of  Sovereign  Bancorp  o 
Philadelphia.  "And  I'm  a  Fleet  sharehold 
er,  so  I'm  thrilled 
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STILL  SMARTING 

THE  CRITICISM  HAS  been  harsher  thar 
Lewis  anticipated.  "I  was  disappointed,'' 
he  told  BusinessWeek.  He  says  the  deal  wil  fc 
produce  enough  extra  earnings  to  please  u 
his  shareholders  as  well  as  FleetBoston's 
BofA  has  the  chance  to  improve  Fleet-  <G. 
Boston's  computer  systems,  customei  ^ 
service,  and  product  offerings,  he  says 
"We've  got  this  on  the  upswing  [of  the 
business  cycle],  when  both  companies  are 
going  to  do  better  than  the  market  ex-  Lf, 
pects,"  Lewis  says. 

That  could  be,  but  Lewis  faces  a  tough 
fight  convincing  Wall  Street.  His  long-suf- 
fering shareholders  know  just  how  poorly 
they  did  in  the  wake  of  the  deal  announced  | 
at  the  Waldorf  in  1998,  when  his  Nations 
Bank  bought  BankAmerica  Corp.  and 
took  on  its  name.  While  the  shares  initial 
ly  rose  from  $76  to  $88,  they  then  began  a 
long  slide  to  $38.  It  was  only  in  the  days 
before  Lewis  bid  for  FleetBoston  that  they 
finally  climbed  back  above  $80.  Now  that 
they're  back  down  to  $74,  if  s  no  wonder 
investors  are  less  than  wowed  by  yet  an- 
other megadeal  to  digest.  ■ 

-By  David  Henry  in  New  York, 

with  Mara  Der  Hovanesian  in  New  York, 

Dean  Foust  in  Atlanta,  and  bureau  reports 
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Y  DEAN  FOUST 


3of  A  Heads  Back  to  Main  Street 

iut  its  new  drive  to  sell  financial-services  products  to  consumers  could  fizzle 


alwffl 


OW  TIMES  HAVE  changed  in 
the  banking  industry.  A 
decade  ago,  many  bankers 
viewed  the  consumer  business 
as  a  hopelessly  low-margin 
ra  ndeavor— owing  in  part  to  the  cost  of 

.inning  an  antiquated  network  of  brick- 
pra  nd-mortar  branches.  For  most  banks, 
"  re  solution  was  to  shutter  as  many  as 
ossible  while  boosting  revenues 

/  hitting  retail  customers  with  a  bevy  of  service  fees. 
And  today?  Those  same  banks  are  engaged  in  a  costiy  race 
>r  the  very  customers  they  were  busy  driving  off  before, 
ideed,  with  its  rich  deal  for 
leetBoston  Financial  Corp.,  Bank  of 
merica  Corp.  is  making  a  $48 

tal  illion  bet  that  its  best  opportunity 

J "  tr  growth  lies  in  exploiting  the 

«il  >mbined  banks'  vast  retail-branch 

Ease  etwork.  The  difference  this  time 

m'i  round:  A  decade-of  cost-cutting  and 

eet-loe  introduction  of  electronic 

mer  anking  lowered  the  cost  of  servicing 

ays.  .'tail  customers.  And  BofA  now  sees 

the.tr  more  potential  to  sell  those 

ire  astomers  loans,  credit  cards,  and  a 
ost  of  other  financial  services, 
lcluding  investment  products, 
hat's  especially  true  of  FleetBoston's 
lew  England  customer  base,  a 
Irion  BofA  CEO  Kenneth  D.  Lewis 
alls  "the  wealthiest  single  market  in  the  world." 

BOFA  IS  HARDLY  alone  in  its  strategy.  As  aggressive  players 
uch  as  Washington  Mutual  Inc.  buy  up  smaller  rivals  and 
pen  offices  around  the  country  at  the  rate  of  one  every  36 
ours,  hundreds  of  branches  with  "concierges"  and  coffee 
us  are  going  up  in  key  markets  like  Chicago  and  Manhattan. 
tanks  are  bombarding  consumers  with  loan  solicitations  and 
ffering  personal  bankers— once  a  perk  of  the  truly  rich— to 
eemingly  anyone  with  a  checking  account  and  a  few  loans. 

But,  as  they  did  with  commercial  real  estate  in  the  '80s, 
>anks  may  once  again  be  offering  too  much  of  a  good  thing. 
Vue,  the  consumer  market  has  been  the  salvation  of  many  a 
>ank  in  recent  years.  The  mortgage  boom  enabled  banks  to 


rake  in  record  profits  by  providing  mortgage  loans,  refi- 
nancings, and  home-equity  loans  to  millions  of  homeowners. 

DESPITE  THE  SLOWDOWN  in  refis  (page  42),  though,  BofA 
and  others  are  spending  heavily  on  the  assumption  that  they'll 
keep  all  these  newfound  customers— and  their  assets— in-house. 
Many  are  dubious.  "Bankers  overplay  every  cycle,"  notes 
Richard  X.  Bove,  bank  analyst  for  Hoefer  &  Arnett  Inc.  "They're 
taking  the  last  cycle— the  mortgage  boom— and  projecting  it 
forward  as  a  fundamental  change  in  consumer  preferences.  It 
isn't.  The  cycle  is  now  going  back  in  favor  of  the  brokers  again." 
Moreover,  given  their  long  history  of  poor  customer  service 
and  middling  investment  offerings,  banks  haven't  won  the 
trust  of  consumers  for  anything  much  beyond  checking 
accounts  and  mortgages.  In  a  poll  conducted  by  Forrester 
Research  Inc.  in  August,  only  33%  of  consumers  said  they 
would  purchase  another  product  from  their  current  bank.  Just 
15%  said  they'd  consider  buying  an  investment-related  product 

from  their  current  bank.  And  for 
BofA,  the  figure  was  a  mere  11%. 
Among  the  skeptics  are  BofA 
custorner  Jayson  Linard,  a  28-year- 
old  managing  partner  at  Usclaims 
Inc.,  a  lender  to  personal-injury 
victims.  BofA  outfitted  his  branch  in 
Atlanta  with  a  crawling  stock  ticker, 
laptop  plug-ins,  and  more 
investment  advisers.  But  Linard  has 
no  interest  in  switching  his  stock 
account  from  Legg  Mason  Inc. 
"Bank  of  America  is  basically  my 
ATM  card,  not  my  investment  firm," 
he  says.  "They  might  have  a 
department  that  does  investments, 
but  they  really  don't  dedicate  100% 
of  their  time  to  it  like  Merrill  Lynch 
does."  Attitudes  like  that  hardly  bode 
well  for  bankers. 

Lewis  acknowledges  the  challenge 
for  banks  in  "overcoming 
perceptions,"  but  believes  BofA  will  succeed  given  its  heavy 
investment  in  new  products,  financial  advisers,  and  technology. 
And  he  thinks  BofA  will  surprise  the  critics  in  New  England, 
since  FleetBoston  lagged  several  years  behind  BofA  in  its 
products  and  service.  "We  think  we  can  speed  up  the  progress 
they  were  making  and  do  better  than  people  expect,"  he  says. 
"We're  in  a  sweet  spot."  Lewis  had  better  be  right,  because  he's 


BRANCH  BOOM:  One 

of  Bof  A's  new  high- 
tech  offices 


got  $48  billion  riding  on  it. 


-  With  Anand  Natarajan  in  Atlanta 
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THE  ECONOMY 


SAY  GOODBYE 
TO  REH  MADNESS 

Homes  aren't  the  cash  cows  they  were. 
That  could  crimp  consumer  spending 


ALLING  INTEREST  RATES 
and  rising  home  prices  have 
been  good  to  Alfredo  Andre. 
The  40-year-old  warehouse 
supervisor  tapped  the  rising 
value  of  his  two-family  Cran- 
ford  (N.J.)  home  twice  in  the 
past  four  years,  using  the  $70,000  in  cash 
proceeds  from  a  home  equity  loan  and  a 
subsequent  refinancing  to  buy  a  minivan, 
remodel  a  first-floor  apartment,  and  pay 
off  credit-card  debt  taken  on  by  his  fami- 
ly of  five.  Yet  he  kept  his  monthly  mort- 
gage payment  to  about  where  it  was  be- 
fore he  took  on  the  extra  debt.  "It  has 
worked  out  perfecdy,"  he  says. 

It  worked  out  pretty  well  for  the  rest  of 
the  U.S.,  too.  Even  as  businesses  strug- 
gled and  the  ranks  of  the  unemployed 
swelled,  Americans  turned  their  homes 
into  cash  machines,  taking  out  hundreds 
of  billions  of  dollars  in  the  past  three 
years  that  helped  sustain  consumer 
spending.  "It  has  been  instrumental  in 
keeping  the  economy  afloat,"  says  Mark 
M.  Zandi.  an  economist  with  the  consult- 
ing firm  Economy.com  Inc. 
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But  as  rates  rise  sharply  and  home 
price  increases  ratchet  down,  the  flow  of 
cash  from  housing  equity  is  sure  to  slow 
in  the  coming  year.  And  except  for  a  blip 
from  tax  refunds  in  the  first  half  of  2004, 
fiscal  stimulus  will  diminish.  The  reduc- 
tion in  cash  from  housing  wealth  could 
reduce  gross  domestic  product  growth  by 
1.5  percentage  points  from  what  it  would 
have  been  otherwise.  That  risks  turning 
what  would  have  been  a  gangbuster  ex- 
pansion into  a  more  modest  one.  And  it 
will  make  job  and  income  growth  crucial 
to  sustaining  robust  consumer  spending. 

FAR  FROM  THE  PEAK 

CLEARLY,  THE  END  OF  the  refi  boom  is 
here.  Drawing  on  data  from  the  Mortgage 
Bankers  Assn.  and  Freddie  Mac  Corp., 
BusinessWeek  estimates  that  the  number 
of  applications  for  cash- out  refis  has  fall- 
en about  50%  since  the  refi  peak  at  the 
end  of  May.  At  the  same  time,  housing 
prices  are  rising  more  slowly,  so  there's 
less  new  wealth  for  homeowners  to  ex- 
tract. The  Office  of  Federal  Housing  En- 
terprise Oversight  home  price  index  rose 


NO  CUSHION  Big 

retailers  like 
Ikea  could  feel 
the  brunt 


at  an  annual  rate 
just  3.1%  in  the  s 
ond  quarter— do 
from  8.8%  a  year  e 
lier  and  the  small 
increase  since  1996. 

That  will  put  a  crimp  in  consu 
spending.  Throughout  the  tepid  recove 
consumers  have  shown  an  amazing  abil 
to  raise  their  spending  despite  weakness 
the  job  market:  Inflation-adjusted  aver 
hourly  earnings  have  risen  only  3%  in 
past  three  years.  Making  up  the  shortf; 
and  then  some,  homeowners  have  spe 
cash  that  they  raised  via  home  equi 
loans,  cash-out  mortgage  refinancing, 
sales  of  properties  in  which  they  didi 
reinvest  all  the  proceeds  in  another  hou: 
The  impact  of  that  spending  has  be( 
enormous.  Goldman,  Sachs  &Co.  es 
mates  that  households  will  end  up  extrac 
ing  an  astounding  $600  billion  from  tb 
homes  in  2003  and  spending  perhaps  ha 
All  told,  the  increase  in  cash  from  housir 
is  likely  to  account  for  about  20%  of  tl 
rise  in  consumer  spending  this  year.  Wi 
the  hit  from  rising  rates  just  beginning 
be  felt,  Goldman  calculates  that  tl 
amount  of  cash  that  consumers  w 
squeeze  from  their  housing  equity  will  f; 
by  half  in  2004,  to  some  $300  billion. 

Some  of  the  pain  is  already  being  fe 
especially  by  retailers.  And  it  will  g 
worse:  A  recent  survey  from  market 
searcher  NPD  Group  Inc.  found  that 
average  consumer  plans  to  spend  $6^ 
this  holiday  season,  down  4%  from  la; 
year.  The  decline  in  cashing  out  is  also  I 
setback  for  the  banking  and  mortgag 
lending  sector,  which  has  been  one  of  th 
few  bright  spots  in  the  labor  market.  Tc 
gether  banking  and  mortgage  lendin 
has  added  150,000  jobs  since  Januar 
2001,  while  the  overall  economy  has  lo; 
2.6  million,  according  to  the  Bureau  c 
Labor  Statistics.  Now  there  may  be 
pullback.  Mortgage  giant  Countrywid 
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THE  FLOW  OF  CASH  SLOWS 
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BILLIONS  OF  DOLLARS 


"Includes  home  equity  loans  and  cash  from  home 
sales  and  mortgage  refinancings. 
Data:  U.S.  Federal  Reserve  System,  Commerce  Dept., 
Goldman,  Sachs  &  Co. 
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jilt's  nice  to  know  your  loved  ones  are  safe  at  home.  Wherever  you  are,  you  can 

hi  ol 

v  ,monitor  your  home  -  even  remotely  control  home  appliances,  temperatures  and 

1   security  devices.  And  in  the  ubiquitous  networked  society  of  the  near  future, 

■you'll  be  connected  to  everyone  and  everything,  anytime  and  anyplace.  Even 

your  cat.  From  broadband  access  networks,  data  storage  solutions  and  hard 

idisk  drive  technologies,  to  information  devices  like  plasma  displays  and  PDAs, 

Hitachi's  technological  expertise  and  services  are  making  this  a  reality.  Just  one 

more  example  of  technology  not  for  its  own  sake  but  for      infrastructure 

the  benefit  of  all.  As  an  innovative  global  solutions  company,       ^^ 

I      ,T 

Hitachi  touches  your  life  in  many  ways.  Visit  us  on  the  Web       V, 


MEDIC/" 


and  see  technology  in  action. 


ENVIRONMENT 


HITACHI 

Inspire  the  Next 


www.hitachi.com/inspire/ 
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Financial  Corp.,  for  example,  has  let  go 
1,700  of  its  36,000  employees  since 
July.  More  cuts  in  the  industry  are 
expected. 

Can  the  expansion  absorb  such  a 
blow?  Yes,  but  the  impact  will  be  signif- 
icant. Goldman  Senior  Economist  Jan 
Hatzius  expects  economic  growth  of  4% 
in  the  fourth  quarter.  Merrill  Lynch  & 
Co.  North  American  economist  David 
Rosenberg  is  even  more  pessimistic:  He 
says  he  has  used  a  range  of  assumptions 
in  his  GDP  forecasting  model— but  "no 
matter  how  hard  we  try,  we  can't  get 
fourth-quarter  growth  over  3%." 

Fortunately,  there  are  countervailing 
forces  building  in  the  economy  to  pick  up 
some  of  the  slack.  The  rise  in  the  stock 
market  will  help,  as  the  wealth  effect 
could  encourage  consumers  to  spend. 
Strong  job  growth,  though,  would  do  the 
most  to  minimize  the  impact.  But  a  luke- 
warm jobs  recovery  won't  do  the  trick.  In 
September,  for  instance,  the  economy 
added  just  67,000  jobs— the  first  such 
growth  in  eight  months.  Goldman's 
Hatzius  pegs  100,000  jobs  a  month  as 
the  rough  amount 
needed  to  offset 
the  downturn  in 
cash  from  the 
mortgage  market. 
Credit  Suisse  First 
Boston  economist 
Jay  D.  Feldman 
puts  the  number 
at  about  2  million 

help  b.  bit   j°bs  a  year' which 

^^^^_^  comes    to    more 

^^^^^™  than  150,000  jobs 

a  month. 

If  s  too  early  to  know  how  strongly  job 
growth  will  lack  in.  But  don't  count  on 
much  of  a  lift  from  other  past  key 
sources  of  stimulus,  including  fiscal  pol- 
icy. Yes,  tax  refunds  will  be  higher  than 
usual  in  2004  because  of  this  year's  tax 
cut.  But  overall  federal  budget  deficits, 
which  stimulate  demand  and  thus  boost 
GDP,  will  be  a  smaller  factor.  The  deficit 
is  expected  to  grow  about  $125  billion  in 
the  fiscal  year  that  began  Oct.  1,  far  less 
than  the  nearly  $220  billion  rise  for  the 
year  that  ended  Sept.  30. 

When  the  economy  gains  speed  and 
interest  rates  rise,  as  they  have,  it's  only 
natural  that  homeowners  cut  back  on 
turning  their  housing  wealth  into  cash. 
But  the  economy  has  become  so  hooked 
on  the  kick  from  refinancings  that 
weaning  it  away  is  sure  to  be  tough.  ■ 

-By  Christopher  Palmeri  in  Los  Ange- 
les and  Peter  Coy  in  New  York,  with  Rich 
Miller  in  Washington 
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INVESTIGATIONS 


THE  QWEST  CASE 
STARTS  TO  BOIL 

The  feds  focus  on  whether  former  execs 
pressured  suppliers  to  give  them  shares 


HE  FEDERAL  PROBES 
into  struggling  telecom- 
munications giant  Qwest 
Communications  Inter- 
national Inc.  are  shifting 
into  high  gear.  Business- 
Week has  learned  that  in- 
vestigators are  zeroing  in  on  the  conduct 
of  former  Qwest  executives  who  took 
stock  from  suppliers  seeking  to  do  busi- 
ness with  the  company.  To  press  their 
case,  the  Securities  &  Exchange  Com- 
mission is  seeking  information  from  at 
least  11  startups  that  did  business  with 
the  telecom  giant  during  the  technology 
bubble.  And  the  Justice  Dept.,  which  is 
presenting  evidence  to  a  Denver  grand 
jury  in  a  simultaneous  probe,  is  aiming 
to  file  criminal  charges 
against  ex-Qwest  execu- 
tives by  early  2004,  ac- 
cording to  sources  close 
to  the  investigations. 

That  would  be  the  cul- 
mination of  months  of  in- 
vestigation by  the  SEC  and 
the  U.S.  Attorney's  Office 
in  Denver.  The  heart  of 
their  inquiry,  say  sources 
who  have  been  ques- 
tioned, is  whether  execs  at 
the  Denver  company  lined 
their  pockets  with  hot 
stock  that  rightfully  be- 
longed in  company  cof- 
fers. Moreover,  investiga- 
tors want  to  know  if  execs  ^  ^_-«.. 
purchased  equipment 
from  suppliers  based  on  who  gave  stock. 
A  successful  prosecution  is  far  from  cer- 
tain, as  the  likely  legal  strategy  in  the  case 
is  more  often  applied  to  civil,  not  criminal, 
matters.  And  while  Qwest  acknowledges 
that  the  stock  dealings  posed  conflicts  of 
interest,  it  does  not  believe  the  former  ex- 
ecutives' actions  were  illegal. 


NACCHIO  The  ex-CEO  has 
denied  any  wrongdoing 


Whatever  the  outcome,  this  case  illu 
trates  a  new  business  environment  ft 
technology— one  that  will  no  longer  tole 
ate  the  cozy,  conflicted  relationships  th 
have  long  defined  the  industry.  Almo 
certainly  it  will  influence  how  a  who 
new  generation  of  startups  and  their  cu 
tomers  do  business  as  the  tech  recovei 
gets  under  way.  "There  is  so  much  poj 
ulist  anger  out  there,"  says  Robert  Wei; 
berg,  a  law  professor  at  Stanford  Unive 
sity.  "Anything  that  angers  investors 
going  to  lead  to  more  prosecutions." 

GRILLING  STARTUPS 

FOR  NOW,  THE  SEC  IS  seeking  inform; 
tion  from  high-tech  startups  that  di 
business  with  Qwest  during  the  tec 
bubble.  Mike  Deshaies 
spokesman  for  networ 
equipment  maker  Telliur 
Inc.,  says  his  company  rdj 
ceived  a  letter  from  th 
SEC  in  May,  2003,  that  de 
tailed  11  companies,  in 
eluding  Tellium,  whos 
relationships  with  Qwes  I 
are  part  of  the  probe.  Th' 
others  include  Opsware 
Avici  Systems,  Sonus  Net 
works,  CoSine  Communi 
cations,  Redback  Net 
works,  ONI  Systems 
Covad  Communications 
Juniper  Networks,  anc 
Corvis.  Already  severa 
current  and  former  execu 
tives  from  these  and  othe: 
companies  say  they  have  been  inter 
viewed  by  government  investigators. 

The  feds  are  probing  whether  forme: 
Qwest  execs  pressured  Qwest  supplier; 
to  give  insiders,  including  ex-CEC 
Joseph  R  Nacchio,  shares  in  their  com 
panies  as  a  condition  for  doing  business 
A  Feb.  10  BusinessWeek  story  detailed  nu 
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merous  examples  of  this 
practice  at  Qwest  and  other 
high-tech  companies.  Suppli- 
ers say  they  had  little  choice. 
"The  companies  that  didn't 
give  out  stock  were  at  a  clear 
disadvantage,'1  says  former 
Tellium  President  Richard 
Barcus. 

Investigators  are  also 
making  inquiries  into  trans- 
actions between  Qwest  and 
its  suppliers.  They  want  to 
know  whether  gear  and 
services  they  bought  from 
one  another  were  properly 
disclosed  and  accounted  for. 
While  the  grand  jury  is  fo- 
cused on  Qwest,  two  ven- 
dors, Redback  and  Tellium, 
have  disclosed  in  public  fil- 
ings that  their  dealings  with 
Qwest  are  also  being  exam- 
ined. It's  unclear  what  ac- 
tions, if  any,  could  be  taken 
against  suppliers. 

DUSTY  GEAR 

QWEST'S  NEW  vice-chairman 
and  CFO,  Oren  G.  Shaffer, 
says  the  company  is  cooperat- 
ing fully  with  investi-  gators 
but  does  not  believe  executives 
receiving  stock  in  supplier 
companies  is  illegal.  "It  is  a 
conflict  of  interest,  and  we  are 
not  allowing  it  anymore,"  he 
says.  A  Qwest  spokesman  de- 
clines further  comment.  Nac- 
chio,  who  has  denied  wrong- 
doing, declined  to  comment. 
Both  the  U.S.  Attorney's  Office  and  the  SEC 
declined  to  comment.  So  did  CoSine,  Ops- 
ware,  Covad,  Juniper,  and  Ciena,  which 
now  owns  ONI.  Corvis  and  Avici  didn't  re- 
turn repeated  calls.  And  Redback,  Sonus, 
and  Tellium  say  only  that  they  are  cooper- 
ating fully  with  investigators. 

According  to  executives  who  did  busi- 
ness with  Qwest,  the  behavior  of  the  com- 
pany's brass  at  the  time  was  downright 
blatant.  A  former  CEO  of  a  telecom  equip- 
ment startup  who  requested  anonymity 


DENVER  HEADQUARTERS 

The  case  is  likely  to  change 
the  way  tech  operates 


said  that  while  trying  to  sell  the  company 
gear  in  1999,  the  startup  offered  Qwest 
shares  in  its  upcoming  IPO.  But  instead  of 
earmarking  the  stock  for  the  company,  a 
senior  Qwest  exec  gave  the  vendor  a  list  of 
11  Qwest  insiders  who  should  receive  the 
shares.  "It  was  a  whole  bunch  of  people 
trying  to  make  millions,"  say  the  former 
CEO,  who  was  interviewed  recently  by  the 
federal  investigators. 

Moreover,  gear  that  Qwest  ultimately 
bought  from  suppliers  playing  the  stock 


game  often  wound  up  col 
lecting  dust  in  warehouses 
according  to  six  formei 
Qwest  managers  and  engi 
neers.  Indeed,  Qwest  engi 
neers  say  they  referred  ir 
jest  to  such  gear  as  "flowe 
pots."  At  the  time,  the> 
questioned  whether  man 
agement's  stock  positions 
had  improperly  influencec 
the  purchasing  decisions. 

FLEXING  MUSCLES 

DOES  THIS  ADD  up  to  a  crim 
inal  offense?  That  is  unclear 
Legal  experts  say  the  govern 
ment  could  argue  that  the 
stock  Qwest  execs  pocketed 
was  akin  to  stolen  property 
that  should  have  gone  to 
Qwest  and  its  shareholders— 
a  charge  known  as  usurpation 
of  a  corporate  opportunity. 
The  strength  of  the  cases  will 
depend  on  a  myriad  of  factors, 
including  how  well  execs  dis 
closed  their  conduct,  whether 
the  board  signed  off  on  it 
and  whether  the  amounts  of 
stock  involved  were  large 
enough  to  infruence,purchase 
decisions.  "The  danger 
comes  when  executives  hold 
enough  stock  to  want  to  favor 
that  company  over  another, 
says  Kirk  O.  Hanson,  an 
ethics  professor  at  Santa  Clara  University. 
But  if  the  government  prevails,  the 
case  could  pave  the  way  for  criminal 
punishment  of  certain  kinds  of  conduct 
that  typically  have  yielded  little  more 
than  a  fine.  "We're  in  an  era  where  the 
government  is  flexing  its  muscles,"  says 
Stanford's  Weisberg.  And  that's  not  like- 
ly to  end  anytime  soon.  ■ 

-By  Ben  Elgin  and  Linda  Himelstein  in 
San  Mateo,  Calif.,  with  Amy  Bonus  in 

Washington 


The 
Qwest 

Probe 


WHAT'S  IT  ABOUT? 

During  the  tech  boom,  at  least  11 
former  Qwest  execs  got  hot  stock 
from  several  suppliers  of  telecom 
gear  before  or  when  they  went 
public.  Regulators  want  to  know  if 
the  deals  enriched  Qwest  brass  at 
the  company's  expense. 


WAS  IT  ILLEGAL? 

Maybe.  Prosecutors  must  prove 
either  that  the  stock  held  by  Qwest 
execs  led  to  poor  purchasing 
decisions  and  thus  harmed 
shareholders,  or  that  the  equity 
they  took  in  suppliers  should  have 
gone  to  the  company. 


WHAT'S  THE  FALLOUT? 

Depending  on  what  the  grand 
jury  turns  up,  they  could  face 
criminal  charges  for  usurping 
corporate  opportunities  by  early 
2004.  Civil  action  to  recoup 
money  for  Qwest  and  its  investors 
is  also  likely. 
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COMMENTARY 


BY  GARY  WEISS 


NYSE:  How  Deep  Will  Reform  Run? 

Revamping  the  way  the  Big  Board  works  may  not  happen  on  John  Reed's  watch 


THE  LONG  WAIT  is  just  about 
over.  Word  has  emerged  from 
the  New  York  Stock  Exchange 
in  recent  days  of  the  exact  shape 
of  much-awaited  changes  in  the 
governance  of  the  211-year-old 
institution.  In  meetings  with  the  Big 
Board's  owners— who  control  the  1,366 
seats  that  bestow  the  right  to  trade  on 
the  floor— interim  Chairman  John  S. 

Reed  has  laid  out  a  dramatic  overhaul  of  what 
was  once  almost  a  private  club  for  former  CEO 
Richard  A.  Grasso.  The  unwieldy,  27-seat  NYSE 
board  will  be  trimmed  down  to  8  members, 
with  securities-industry  representatives  sitting 
on  a  separate  board— and  the  NYSE's  much- 
criticized  regulators  reporting  to  independent 
directors. 

The  toughest  job  is  likely  to  await  Reed's 
successor.  Institutional  investors  are  pushing 
for  significant,  lasting  changes  in  the  way  the 
NYSE  operates.  But  Reed  will  only  go  so  far. 
Yes,  the  former  Citigroup  chairman  is  expected 
to  crack  down  on  floor  abuses,  such  as  traders 
who  trade  ahead  of  customer  orders.  But  he 
has  also  told  NYSE  members,  both  publicly  and 
privately,  that  he  is  not  about  to  fundamentally 
alter  the  way  the  exchange  does  business. 
Thorny  issues  surrounding  the  specialist 
system,  which  critics  have  long  contended  is  antiquated  and 
unfair  to  large  traders,  are  not  under  consideration.  That' s 
because  reforms,  if  not  handled  gingerly,  could  endanger  the 
survival  of  the  exchange— and  would  never  pass  muster  on 
the  floor.  While  exchange  members  say  they  are  resigned  to 
beefed-up  enforcement— a  likely  outcome  of  changes  in 
governance— Reed's  more  moderate  approach  has  gained  him 
needed  support  among  traders.  Says  member  George  Morris: 
"He  has  definitely  won  over  the  floor." 

THERE'S  NO  DOUBT  that  the  governance  moves  Reed  is 
proposing,  which  will  be  put  to  a  vote  of  members  on  Nov.  18, 
will  make  the  board  a  far  different  body  than  it  was  under 
Grasso.  Clearly,  the  days  of  $140  million  pay  packages  are 
gone.  Floor  brokers  and  specialists,  a  notoriously  change- 
averse  bunch  who  manage  the  buying  and  selling  of  stocks, 
have  been  far  more  worried  that  Reed  or  the  new  board  may 


push  for  changes  that  could  cut  into  their  dominant  position 
in  U.S.  stock  trading.  Critics,  including  institutional  investors 
have  pushed  to  ramp  up  the  pace  of  automation— or  even    i 
replace  specialists  with  the  kind  of  dealer-based  system 
already  established  at  most  other  stock  exchanges.  John  C 
Bogle,  founder  and  ex-CEO  of  Vanguard  Group  and  a  directo 
of  the  Instinet  electronic-communication  network,  would  lik 
to  see  Reed  open  up  the  exchange  to  competition  from  ECNs. 
And  many  institutions  are  also  pressing  for  an  end  to 
regulations  that,  they  say,  force  traders  to  route  orders  to  the 
NYSE  floor. 

But  any  such  moves  are  off  the  table  while  Reed  is 
running  things.  Bogle  says  Reed  is  "maybe  a  little  too 
conservative,  a  little  too  status  quo-oriented."  Some 

institutional  investors  are  unhappy  with  the 
pace  of  reform  and  with  public  remarks  by 
Reed  indicating  that  major  changes  are 
unlikely.  Sarah  Teslik,  executive  director  of 
the  Council  of  Institutional  Investors,  says 
that  while  some  early  Reed  remarks  led  to 
optimism  that  he  would  address  the , 
institutions'  core  concerns,  it  now  appears 
"that's  not  happening"— which,  she  says,  has 
disappointed  some  members. 

ULTIMATELY,  THE  FUTURE  shape  of  the  NYSE 
will  depend  on  who  succeeds  Reed  and  who 
ends  up  on  the  new  board.  One  person  close 
to  the  current  board  says  possible  candidates 
include  people  familiar  with  the  financial- 
services  industry  but  without  direct  ties  to  the 
NYSE:  current  and  former  Securities  & 
Exchange  commissioners  and  Federal 

Reserve  executives,  for  example. 
Reed  has  readied  the  way  for  his 
slate  of  candidates  by  showing  a 
savvy  approach  to  internal  NYSE 
politics.  According  to  members 
familiar  with  his  discussions,  he 
has  said  that  a  board  seat  may  go 
to  a  powerful  constituency  that 
was  neglected  by  Grasso: 
members  who  lease  their  seats  to 
others.  Such  moves  will  reinforce 
Reed's  power  base.  But  if  he  is  to 
truly  erase  the  legacy  of  Dick 
Grasso,  Reed  must  do  more  to  assure  the  public  that  his 
slate  of  reforms  will  be  followed  by  a  hard  look  at  serious 
structural  change.  ■ 

-With  Joseph  Weber  in  Chicago  and  Faith  Arner  in  Boston 


Exchange 
members 
have  been 
told  major 
changes  are 
unlikely 
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"We  thought  deploying 
more  than  65  applications 
smoothly  was  everything 
we  could  ask  for.  But,  with 
Citrix,  we  also  saved  over 
$10  million  in  five  years." 


Anthony  Lackey,  CTO 
ABM  Industries 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

With  over  $2.1  billion  in  annual  sales  and  more  than 
62,000  employees,  ABM  Industries  is  one  of  the 
largest  facility  services  contractors  on  the  NYSE. 
With  their  growth  came  the  increasing  need  to  get 
more  information  to  more  people  faster.  Not  easy, 
after  decades  of  accumulating  a  patchwork  of  ' 
IT  infrastructure.  So,  like  99%  of  the  Fortune 
500,  ABM  turned  to  Citrix*  software  to  deploy 
applications  centrally  for  secure,  easy,  and  instant 
access  to  business-critical  information— anywhere, 
anytime,  from  any  device.  We  call  it  the  on-demand 
enterprise.  And  it's  helping  over  120,000  of  our 
customers  save  money  and  reduce  IT  complexity. 
To  learn  what  Citrix  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 


aora  on,  s»«TOtr  n  ve  .m  cm  •  a 


ao»S«-»i> 

«  »»  POP**  a  tm  KMCtM  GMIW 


News  Analysis  &  Commentar 


HIGH  TECH 


PCs:  THE  ELVES  ARE 
WORKING  OVERTIME 

Strong  demand  for  computers  should 
bring  holiday  cheer  to  the  tech  industry 


OM  FRITZ,  PRESIDENT 
of  Micro  Electronics  Inc., 
had  to  look  twice  when  he 
first  saw  the  numbers.  In 
the  most  recent  survey  at 
the  Columbus  (Ohio)  com- 
pany's 20  stores,  fully 
50%  of  its  customers,  both  individuals 
and  small-business  people,  said  they 
planned  to  replace  their  personal  com- 
puters in  the  next  6  to  12  months.  "The 
last  time  we  saw  this  kind  of  interest  was 
in  the  late  1990s,"  says  Fritz. 

Suddenly,  personal  computers  are  hot 
items  again.  Why?  Consumer  interest  in 
new  devices  such  as  MP3  music  players, 
digital  cameras,  and  DVD  players  is  in- 
creasingly putting  PCs  at  the  center  of 
home  digital-entertainment  systems.  At 
the  same  time,  demand  for  wireless  ac- 
cess to  the  Internet,  or  Wi-Fi,  is  catapult- 
ing sales  of  notebook  PCs  to  growth  rates 
topping  28%— four  times  the  rate  for 
desktop  machines.  Coupled  with  Intel 
Corp.'s  recent  surprisingly  strong  results 
from  selling  chips  for  all  kinds  of  elec- 
tronic devices,  it's  a  tantalizing  sign  that 
consumers  could  accelerate  a  tepid  tech- 
nology recovery  that  has  left  corporate 
buyers  largely  on  the  sidelines. 

The  shift  marks  the  first  time  in  at  least 
five  years  that  PCs  are  leading  the  way. 
Unit  sales  worldwide  grew  a  strong  16% 
in  the  third  quarter  over  the  previous 
year— the  most  since  1999— and  are  ex- 
pected to  hit  17%  in  the  fourth  quarter, 
according  to  Bear,  Stearns  &  Co.  and 
market  researcher  IDC.  The  growth  is  ex- 
pected to  continue  next  year,  with  unit 
sales  projected  to  rise  15%  above  the 


OUT  OF  THE  RED? 

HP  is  dreaming 
of  a  profitable 
Christmas  for  PCs 


2003  level.  "Con- 
sumers are  starting 
to  look  at  PCs  as  a 
utility  they  believe 
they  need  to  have  in 
their  household,"  says  Rich  Hall,  manag- 
er of  business  development  at  Odyssey 
LP,  a  San  Francisco  researcher. 

IT'S  A  DIGITAL  LIFE 

PC  MAKERS  AND  THEIR  suppliers  aren't 
completely  out  of  the  woods.  Even  with 
unit  sales  rising,  Bear  Stearns  predicts 
revenues  will  increase  just  1%,  since 
prices  are  dropping.  That  means  only  the 
most  efficient  companies  can  turn  a  prof- 
it. "Pricing  is  still  pretty  tough.  That's  not 


The  PC  Comeback 

Growth  of  year-over-year  unit  sales  is  accelerating 
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going  to  change  very  much,"  says  Ste\ 
Milunovich,  an  analyst  at  Merrill,  Lyn 
&  Co.  Corporate  spending  is  also  expect 
to  stay  flat  well  into  next  year,  so  PC  mt 
ers  will  have  to  cater  to  increasingly  pri 
savvy  consumers. 

The  good  news  for  many  players 
tech,  from  component  makers  to  reta 
ers,  is  that  consumers  are  finally  buyii 
into  the  notion  of  a  digital  life  anchon 
by  the  PC.  Digital  camera  sales  are  e 
pected  to  jump  38%  this  year,  to  13  m 
lion  units,  for  instance,  and  they  usual 
require  a  PC  to  make  prints  and  e-m; 
images.  "Since  the  spring  of  this  ye 
there  has  just  been  a  pent-up  demand 
says  George  Danko,  senior  vice-pres 
dent  for  consumer  electroni 
and  home  essentials  at  retail 
Best  Buy  Co. 

That  bodes  well  for  PC  man 
facturers.  Analysts  expect  mark 
leader  Dell  Inc.  to  post  a  15.4 
sales  rise  in  its  current  fisc 
quarter  from  last  year,  to  $10 
billion,  with  profits  forecast 
jump  24%.  Execs  at  Hewle' 
Packard  Co.,  whose  PC  busine 
lost  more  than  $300  million  la 
year,  believe  the  business  w 
edge  into  the  black  this  ye£ 
That's  leaving  laggards  sue 
as  Fujitsu  and  Toshiba  furth 
behind. 

Suppliers  of  components  f< 
PCs  and  other  digital  device 
should  also  benefit.  After  Intel  r< 
ported  good  results  in  the  thii 
quarter,  analysts  now  expei 
sales  to  rise  18%  and  profits  t 
shoot  up  81%  in  the  fourth  qua: 
ter  from  last  year's  level.  "It's  more  tha 
just  seasonal,"  says  Chief  Financial  Off 
cer  Andy  Bryant.  Likewise,  Seagat 
Technology  is  expected  to  post  a  12 
sales  increase  this  quarter,  partly  in  r 
sponse  to  doubling  sales  of  disk  drives 
makers  of  videogame  players  and  vide) 
recorders.  Says  John  Engel,  senior  vie 
president  at  Gateway,  which  will  soon  o 
fer  a  PC  package  with  a  digital  came 
and  photo  printer:  "It's  about  muc 
more  than  the  PC."  If  consumers  agre 
the  tech  industry  may  enjoy  its  first  me 
ry  Christmas  in  years.  II 
-By  Jim  Kerstetter,  with  Cliff  Edwan 
and  Peter  Burrows,  in  Sa 
Mateo,  Calif,  and  bureau  repor 
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Kevin  Plank,  founder 

Under  Armour ' 
Performance  Apparel 


Under  Armour  nab  won  Dig,  inarms  10  Tinancin    rrom  ui,  ana  a  grea 

high-tech  sports  apparel  that  stays  dry  and  light  even  when  drenched. 
For  financing  that  performs,  visit  CIT.com.  We  see  what  you  see. 


C8T 


NGWS  Analysis  &  Commentar 


COMMENTARY 


BY  ARLENE  WEINTRAUB 


Biotech  Startups:  Take  Your  Time 

Until  products  are  close  to  approval,  the  public  shouldn't  share  the  risk 


WITH  BIOTECH  stocks  up 
a  collective  50%  in  the 
last  eight  months,  it's  no 
wonder  the  industry's 
rookies  want  to  share  the 
love  on  Wall  Street.  After  a  year-long 
drought  of  initial  public  offerings  in  the 
sector,  two  biotech  companies  went 
public  in  the  past  three  weeks,  and  14 
more  would  like  to  join  them.  But  so  far, 

the  market  has  slapped  down  the  new  issues.  The  first, 
Acusphere  Inc.  in  Watertown,  Mass.,  went  public  Oct.  8  at  $14 
a  share  and  has  since  fallen  below  $10.  Likewise,  Advancis 
Pharmaceutical  Corp.  in  Germantown,  Md.,  has  fallen  from  a 
$10  open  on  Oct.  17  to  under  $9.  The  effect  on  other  biotech 
hopefuls  "will  be  like  throwing  a  wet 
blanket  on  a  smoldering  fire,"  says  David 
Menlow,  president  of  researcher 
IPOfinancial.com. 

BRING  ON  the  wet  blanket.  Sending 
biotech  startups  quickly  back  to  the  private 
markets  would  be  best  for  both  the  startups 
and  investors.  Few  of  the  13  contenders 
have  revenues,  never  mind  earnings.  And 
many  of  the  drugs  are  still  in  early  testing 
stages,  leaving  most  far  from  winning  Food 
&  Drug  Administration  approval.  Venture 
capitalists  and  pharmaceutical  companies 
are  far  better  equipped  than  public  markets 
to  sort  out  the  strong  biotechs  from  the 
weak  at  this  stage  of  their  lives.  They  also 
can  shoulder  the  financial  aftermath  when, 
as  often  happens,  hopes  for  the  next  miracle 
cure  fail  to  pan  out.  And  any  biotech 
company  that  proves  itself  able  to  move  a 
drug  through  the  development  process  with 
private  funding  will  return  to  Wall  Street 
with  a  much  stronger  selling  point:  a 
tangible  product. 

Investors  clearly  think  that's  worth 
paying  up  for.  In  contrast  with  earlier 
biotech  booms,  they're  now  mostly 
scooping  up  shares  of  biotechs  that  already 
have  drugs  on  the  market  or  are  close  to 
filing  for  FDA  approval.  And  the  two  biotech 
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giants,  Amgen  Inc.  and  Genentech  Inc.,  continue  to  attract 
investors  as  they  clock  double-digit  sales  and  earnings 
growth  this  year.  In  short,  investors  are  finally  waking  up  to , 
the  cold  reality  of  this  industry:  Promising  early-stage  drugs 
don't  automatically  sail  through  the  approval  process. 
"Investors  are  signaling  that  they're  not  willing  to  own  the 
regulatory  risk  anymore,"  says  G.  Steven  Burrill,  chief 
executive  of  Burrill  &  Co.,  a  San  Francisco  merchant  bank  thai 
caters  to  the  biotech  industry. 

THAT'S  WHY  OTHER  initial  public  offerings  so  far  seem 
unaffected  by  the  poor  reception  in  biotech.  In  recent  weeks, 
companies  in  industries  ranging  from  technology  to  apparel 
have  completed  successful  offerings.  And  investors  are 
eagerly  anticipating  likely  offerings  next  year  from  hot 
technology  companies  such  as  search  leader  Google  Inc.  and 
Web-based  software  startup  Salesforce.com  Inc. 

Some  of  biotech's  IPO  hopefuls,  apparently  carried  away  by 
the  biotech  jump,  are  tripping  themselves  up  by  getting  too 
greedy.  Even  after  knocking  down  the  price  of  its  shares  from 

$12  to  $10,  Advancis  was 
asking  for  a  valuation  of 
$224  million— three  times 
greater  than  the  value 
private  investors  placed  on 
the  company  in  its  latest 
financing  round  in  July.  Yet 
prospects  for  Advancis,  which  is  developing 
technologies  for  administering  antibiotics, 
hadn't  changed.  "You  can't  ask  for  a  hefty 
step-up  in  valuation  without  proving  that 
your  prospects  have  significantly 
improved,"  says  Jay  Markowitz,  a  biotech 
analyst  for  T.  Rowe  Price  Group  Inc. 
Advancis,  now  in  a  post-IPO  quiet  period, 
declined  comment. 

Even  if  biotech  IPO  sentiment  doesn't 
turn  around,  startups  have  alternatives. 
Venture  capital  invested  in  biotechnology 
grew  10%  in  the  second  quarter  of  this  year, 
to  $602  million.  Startups  are  also  winning 
deals  from  bigger  biotechs  and 
pharmaceutical  companies,  which  are 
seeking  to  license  early-stage  drugs.  The 
biotech  industry  raised  $2.1  billion  through 
such  partnerships  in  the  second  quarter- 
nearly  double  the  amount  it  raised  in  the 
first  quarter.  With  that  kind  of  money 
available,  biotech  startups  can  afford  to  take 
their  time.  ■ 


LONG  ROAD 

Venture 
investors  can 
better  afford 
the  failures 
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THE  NEW  FULL-SIZE  PATHFINDER  ARM  ADA.  Wherever  you  go,  the  population  shifts.  Nowth 
Nissan  Enduranoe  V8  engine.  Available  4WD.  And  up  to  9,100  lbs.  of  towing  musole:  All  the  necessities  to  turn  the  middl, , 


•  W„h  optional  Tow  Package  on  SE  models,  standard  on  LE  models.  See  Towing  Qui 
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I  It-size  SUV.  It  has  cavernous  room  for  eight  and  fold-flat  2nd-  and  3rd-row  seats.  A  potent  5.6-liter 
/here  into,  well,  somewhere.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 
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In  Biz  This  Week 


EDITED  BY  MONICA  ROMAN 


TURNING 
THE  TIDE 

A.G.  Lafley's  turnaround  of 
Procter  &  Gamble  just  keeps 
getting  better.  On  Oct.  27,  the 
maker  of  Tide,  Crest,  and 
Pampers  reported  fiscal 
first-quarter  profits  of  $1.76 
billion,  up  20%  from  the 
year-earlier  period.  Those 
earnings-on  a  13%  increase 
in  sales,  to  $12.2  billion — 
slightly  exceeded  Wall  Street 
estimates  and  marked  a 
strong  start  to  Lafley's  fourth 
year  as  chief  executive. 

Driving  profits  were  9% 
unit  volume  growth, 
excluding  acquisitions,  and 
reduced  manufacturing 
costs.  P&G's  health-care 
division  posted  the  biggest 
gains,  propelled  by  the 
successful  launch  of  the 
over-the-counter  heartburn 
drug  Prilosec  OTC.  The 
quarter  eased  doubts  about 
P&G's  ability  to  post  strong 
profits  without  the  aid  of 
special  charges,  which  Lafley 
stopped  at  the  end  of  the  last 
fiscal  year  to  improve 
accounting  transparency. 
"The  skeptics  are  falling  by 
the  wayside,"  says  Banc  of 
America  Securities  analyst 
William  Steele.  P&G's 
competitors  aren't  finding 
the  going  any  easier,  either. 
-Robert  Berner 


STENT  WOES 
ATJ&J 

Johnson  &  Johnson's  stock  slid 
2.1%  on  Oct.  29,  after  the 
Food  &  Drug  Administration 
warned  doctors  about 
problems  with  its  new 
blockbuster  stent.  A  meshlike 
metal  tube  that  exudes  a  drug 
to  help  keep  arteries  open, 
the  stent  was  approved  by  the 
FDA  in  April.  Because  the 
technology  was  new,  the 
agency  required  J&J  to 
conduct  additional  studies 
and  report  side  effects.  On 
Oct.  29,  the  FDA  said  that  it 
had  received  more  than  290 
reports  of  cases  where 
serious  clots  formed  within  a 
month  in  newly  stented 
arteries.  More  than  60 
patients  have  died.  Still, 
analysts  note  that  the 
number  of  problems  still 
appears  far  lower  than  it  was 
with  conventional,  metal- 
only  stents. 


NOT  OUT  OF 
THE  WOODS  YET 


Frank  Quattrone  dodged  a 
bullet  with  his  Oct.  24 
mistrial,  but  his  troubles 
aren't  over.  Before  the  four- 
week  trial  ended,  prosecutors 
said  they  would  be  likely  to 
retry  the  former  star  tech 
banker  on  obstruction-of- 
justice  charges  if  the  jury  was 
deadlocked.  A  hearing  is  set 
for  Nov.  5  in  U.S.  District 
Court  in  Manhattan  to  assess 
the  case.  It  can't  give 


Quattrone  comfort  that  the 
last  jury  vote  was  8  to  3  to 
convict.  Still,  he  might  do 
better  in  a  second  trial  if  he 
doesn't  testify.  Jurors  said  the 
former  Credit  Suisse  First 
Boston  banker's  case  was  hurt 
when  he  appeared  to 
contradict  himself.  After  the 
mistrial  was  declared, 
Quattrone's  lawyer,  John 
Keker,  said:  "We  are 
disappointed,  because  Frank 
is  innocent."  Even  if  he  wins 
a  second  trial,  Quattrone 
faces  possible  action  by  the 
NASD  for  allegedly  doling  out 
hot  initial  public  offering 
stock  allocations  to  clients. 


A  RUSTLE  IN 
THE  HEDGES 

The  Securities  &  Exchange 
Commission  and  the  U.S. 
Attorney's  Office  in  New  York 
brought  fraud  and  criminal 
charges  against  Edward 
Strafaci,  a  former  portfolio 
manager  with  Kenneth 
Upper's  New  York  hedge- 
fund  shop.  Strafaci  pleaded 
not  guilty  to  overstating  the 
value  of  the  convertible 
bonds  and  preferred  stock 
held  by  several  of  Upper's 
convertible  hedge  funds.  The 
misleading  values  were 
contained  in  statements  to 
investors.  "We  are  confident 
he  will  be  fully  exonerated," 
says  Strafaci's  lawyer,  Seth 
Rosenberg. 


IRONY  IN 
THE  FIRE 


Wildfires,  stretching  through 
five  Southern  California 
counties,  have  already  caused 
more  than  $2  billion  in 
damage,  according  to  state 
officials.  Fueled  by  breezes 
from  the  Pacific  Ocean,  the 
fires  destroyed  more  than 
1,800  homes  in  five  days, 
scorching  620,000  acres  from 
San  Diego  to  north  of  Los 
Angeles  and  killing  at  least  17 


people.  Home  insurers  with 
potential  exposure  include 
Allstate,  Safeco,  and  State  Fan 
Mutual.  Ironically,  the  fires  arj 
likely  to  increase  economic 
activity  in  the  coming 
months,  say  economists,  whd 
note  that  in  the  aftermath  of  | 
the  1994  Northridge 
earthquake,  retail  sales 
soared  and  home 
construction  rebounded. 


ETCETERA... 

»  GM's  Saturn  division  will  | 
double  its  offerings  to  six 
over  the  next  few  years. 
»  Treasury  Under  SecretarjJ 
nominee  Kenneth  Leet  has 
withdrawn,  citing  his  health.  | 
»  Verizon's  third-quarter 
profits  declined  60%,  despite  | 
strong  wireless  results. 


CLOSING  BELL 


Shares  of  Oxford 
Health  Plans 
plunged  almost 
10%,  to  $41.63,  on 
Oct.  28,  despite  a 
300%  surge  in 
third-quarter  net. 
Wall  Street  was 
displeased  by  the 
news  that 
membership  is 
shrinking  and  could 
decline  further  in 
2004  because  of 
stiffer  competition. 
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How  many  men 

have  counted  on 

VIAGRA? 


16  million.  And  counting. 

VIAGRA  has  already  helped  about  16  million 
men  worldwide  improve  their  sex  lives.  And 
why  not? 

•  VIAGRA  works  reliably 

•  VIAGRA  has  an  excellent  safety  profile 

•  VIAGRA  is  covered  by  most  health  plans 

Hey,  it  all  adds  up.  So  if  you  haven't  already, 
talk  to  your  doctor.  And  ask  if  a  free  sample  is 
right  for  you. 


To  learn  more,  call  1-888-4VIAGRA.  Or  visit  www.viagra.com 


(sildenafil  citrate) tablets 

Join   the   millions. 


VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs, 
often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA.  This  combination  could  cause  your  blood  pressure  to 
drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with^your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity.  If  you 
experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts  longer  than  4  hours,  seek  immediate 
medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  commonly,  bluish 
vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

Please  see  patient  summary  of  information  for  VIAGRA  {25-mg,  50-mg,  IOO-m0)  tablets  on  the  following  page. 


Join  the  millions 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 

VIAGRA 

(sildenafil  citrate)iM«> 
This  summary  contains  important  information  about  VIAGRA 

It  is  not  meant  lo  take  the  place  of  yout  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA  Ask  your  doctor  or 
pharmacist  if  you  do  not  understand  any  of  this  information  or  if  you  want 
to  know  more  about  VIAGRA 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However,  VIAGRA  is  not  lor  everyone  It  is  intended  tor  use  only 
by  men  who  have  a  condition  called  erectile  dysfunction  VIAGRA  must 
never  be  used  by  men  who  are  taking  medicines  that  contain 
nitrates  of  any  kind,  at  any  time.  This  includes  nitroglycerin.  If 
you  take  VIAGRA  with  any  nitrate  medicine  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  or  life  threatening 
level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It 

can  help  many  men  who  have  erectile  dysfunction  gel  and  keep  an 

erection  when  they  become  sexually  excited  (stimulated) 

You  will  not  get  an  erection  just  by  taking  this  medicine  VIAGRA  helps  a 

man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 

excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection  After  the  man  is  done  having  sex,  this  extra  blood  flows  out  of 
the  penis  back  into  the  body  The  erection  goes  away  If  an  erection  lasts 
for  a  long  time  (more  than  6  hours),  it  can  permanently  damage  your 
penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a  prolonged 
erection  that  lasts  more  than  4  hours. 
Some  condilions  and  medicines  interfere  with  this  natural  erection 
process  The  penis  cannot  fill  with  enough  blood  The  man  cannot  have 
an  erection  This  is  called  erectile  dysfunction  il  ii  becomes  a  frequent 
problem 

During  sex,  your  heart  works  harder  Therelore  sexual  activity  may  not  be 
advisable  lor  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy 
enough  lo  handle  the  extra  strain  ol  having  sex  If  you  have  chesl  pains, 
dizziness  or  nausea  during  sex,  stop  having  sex  and  immediately  tell  your 
doctor  you  have  had  this  problem 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  lo  sexual 
stimulation  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill 
with  enough  blood  to  cause  an  erection  After  sex  is  over,  the  erection 
goes  away 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  [How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart 
is  healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates-either  regularly 
or  as  needed-you  should  never  take  VIAGRA.  II  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke  Nitrates  are  found  in 
many  prescription  medicines  thai  are  used  to  treat  angina  (chest  pain  due 
to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 

("poppers").  If  you  are  not  sure  it  any  of  your  medicines  contain  nitrates, 

or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor  or 

pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  for 

newborns,  children,  or  women  Do  not  let  anyone  else  take  your  VIAGRA 

VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV-the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need  to 
have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunction  and 
lo  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your  other 
medicines  Your  doctor  should  determine  il  your  heart  is  healthy  enough 
to  handle  the  extra  strain  of  having  sex 
Be  sure  to  tell  your  doctor  if  you 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an  erection 
that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  ol  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works  Tell  your  doctor 
about  any  medicines  you  are  taking  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This  includes 
prescription  and  nonprescription  medicines  or  remedies 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  lor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  tor  Ihe  treatment  of  high 
blood  pressure  or  prostate  problems,  you  should  not  take  a  dose 
of  greater  than  25  mg  ol  VIAGRA  at  the  same  time  (within  4  hours) 
as  you  take  your  dose  of  alpha-blocker. 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  lor  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  lhal 
cause  erections  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  Ihe  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do 
not  get  the  results  you  expect,  talk  with  your  doctor  You  and  your  doctor 
can  determine  Ihe  dose  lhal  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  wilh  your 
doctor 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  Ihe  lowesl  dose  (25  mg)  ol  VIAGRA,  If  you 
are  taking  protease  inhibitors,  such  as  for  Ihe  treatmenl  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum 
single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period  If  you  are  taking 
alpha-blocker  therapy,  you  should  not  take  a  dose  ol  greater  than  25  mg 
of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  ol  alpha- 
blocker 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning  in 
about  30  minutes  and  for  up  lo  4  hours,  VIAGRA  can  help  you  get  an 
erection  il  you  are  sexually  excited  If  you  take  VIAGRA  after  a  high-fat 
meal  (such  as  a  cheeseburger  and  french  fries),  Ihe  medicine  may  lake 
a  little  longer  to  start  working  VIAGRA  can  help  you  get  an  erection 
when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by  taking 
the  pill. 

Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects  These  effects  are 
usually  mild  lo  moderate  and  usually  don't  last  longer  than  a  lew  hours. 
Some  of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The 
most  common  side  effects  ol  VIAGRA  are  headache,  Hushing  of  the  face, 
and  upset  stomach.  Less  common  side  effects  that  may  occur  are 
temporary  changes  in  color  vision  (such  as  trouble  telling  Ihe  difference 
between  blue  and  green  objects  or  having  a  blue  color  tinge  to  them), 
eyes  being  more  sensitive  lo  light,  or  blurred  vision. 
In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours. 
You  should  call  a  doctor  immediately  if  you  ever  have  an  erection  that 
lasts  more  than  4  hours.  If  not  trealed  right  away,  permanent  damage  to 
your  penis  could  occur  (see  How  Sex  Attecls  the  Body) 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA  Most,  but  not  all.  of  these  men  had  heart 
problems  before  faking  this  medicine  It  is  not  possible  to  determine 
whether  these  events  were  directly  related  to  VIAGRA 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet.  If 
you  want  more  information  or  develop  any  side  effects  or  symptoms  you 
are  concerned  about,  call  your  doctor 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  Ihe  reach  of  children  Keep  VIAGRA  in  its  original 
container  Store  al  25°C  (77°F);  excursions  permitted  to  15-30°C  (59- 
86°F)  [see  USP  Controlled  Room  Temperature) 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction.  Only 
your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary 
If  you  have  any  questions  or  want  more  information  about  VIAGRA,  talk 
with  your  doctor  or  pharmacist,  visit  www.viagra.com, 
orcall  1 -888-4VIAGRA 
23-5515-00-6    Rev  6  Sept  2002 
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The  Big  Union  Feather 
In  Dr.  Dean's  Cap 


HOWARD  DEANS  PRESIDENTIAL  AMBITIONS  are  poised  to  get  a  major 
lift  on  Nov.  6  when  the  AFL-CIO's  largest  union,  the  1.3  million 
member  Service  Employees  International  Union,  is  set  to 
endorse  him,  BusinessWeek  has  learned.  The  SEIU's  action, 
coming  shortly  after  Dean  won  pledges  from  two  small  unions, 


the  International  Union  of  Painters  and 
the  California  Teachers  Assn.,  goes  a  long 
way  toward  completing  the 
transformation  of  the  former  Vermont 
governor  from  a  niche  candidate  backed 
by  limousine  liberals,  antiwar  activists, 
and  tech-sawy  young  people  into  a 
mainstream  candidate  who  can  also 
connect  with  blue-collar  America.  Says 
SEIU  President  Andy  Stern:  "Ifs  clear 
that  Dean  has  gained  the  most  support 
amongst  our  members  and  local  leaders." 
The  SEIU's  move  would  effectively  kill 
AFL-CIO  President  John  J.  Sweeney's 
efforts  to  gather  labor  behind  Dean  rival 
Representative  Dick 
Gephardt  (D-Mo.). 
Until  the  painters  and 
the  teachers  acted  on 
Oct.  27,  Gephardt,  a 
staunch  union  ally 
during  his  quarter- 
century  in  Congress, 
had  a  virtual  lock  on 
labor  leaders.  But  with 
the  exception  of  the 
Teamsters  and  the 
United  Food  & 
Commercial  Workers, 
most  of  the  20  unions 
that  have  come  out  for 
the  St.  Louis  lawmaker  so  far  are  smaller 
or  less  politically  powerful  ones.  They  are 
also  mostly  industrial  unions,  which  feel 
the  strongest  debt  to  Gephardt.  Many 
larger  service-sector  unions  have  been 
holding  back,  willing  to  sacrifice  loyalty  to 
Gephardt  to  be  on  the  winning  team. 

Momentum  shift 

GEPHARDT'S  PROBLEM  IS  even  greater 
among  rank-and-file  voters,  many  of 
whom  are  responding  to  Dean's  fierce, 
unapologetic  partisanship.  An  early 
October  poll  of  likely  Democratic  caucus 


SEIU  GUY 

Dean  is  busting 
Gephardt's  lock 
on  labor 


voters  in  Michigan,  a  must-win  state  for 
Gephardt,  showed  Dean  with  twice  as 
much  support  among  union  members. 
Says  Dean  campaign  manager  Joe  Trippi: 
"Ours  has  always  been  a  bottom-up 
campaign,  and  we're  doing  very  well  with 
the  rank  and  file." 

The  SEIU's  endorsement,  due  to  be 
formalized  at  a  Nov.  6  meeting  of  its  63- 
person  executive  board,  would  shift  the 
labor  winds  decisively  to  Dean.  He  could 
get  an  even  bigger  boost  if  the  1.3-million 
member  American  Federation  of  State, 
County  &  Municipal  Employees  swings 
behind  him.  AFSCME  President  Gerald  W. 
McEntee  considered 
backing  Senator  John 
F.  Kerry  (D-Mass.), 
then  flirted  with 
retired  General  Wesley 
Clark.  But  insiders  say 
Clark's  early  missteps 
soured  McEntee,  who 
was  the  first  major 
union  leader  to  back 
Bill  Clinton  in  1992 
and  who  wants  to  play  kingmaker  again. 
McEntee  was  miffed  when  Clark  decided 
not  to  campaign  actively  in  Iowa,  where 
AFSCME's  28,000  members  spread  across 
all  99  counties  could  make  a  crucial 
difference  in  the  Jan.  19  caucuses. 

Now,  AFSCME  is  seriously  considering 
Dean,  as  are  several  other  unions, 
including  the  Communications  Workers 
of  America  and  the  International 
Brotherhood  of  Electrical  Workers, 
insiders  say.  "  Iowa  is  a  race  between 
Gephardt  and  Dean,  and  Gerry  [McEntee] 
can  really  help  deliver  there."  says 
Washington  labor  consultant  Vic  Kamber. 
If  more  unions  come  on  board,  their  clout 
could  help  give  Dean  an  edge  in  contests 
beyond  Iowa.  Maybe  the  decisive  edge.  ■ 
-Bv  Aaron  Bernstein 


CAPITAL 
WRAPUP 

PHILADELPHIA 
STORY 

THIS  COULD  BE  the  year  when 
last-minute  scandals  backfire.  In 
California,  late  charges  of  serial 
groping  didn't  terminate  the 
gubernatorial  dreams  of  Arnold 
Schwarzenegger.  And  in 
Philadelphia,  recent  revelations 
that  the  FBI  was  bugging  Mayor 
John  Street's  City  Hall  office  as 
part  of  a  corruption  probe  seem 
to  have  given  the  Democratic 
incumbent  a  boost.  An  Oct.  22- 
26  Keystone  Poll  shows  Street 
with  a  49%-to-36%  edge  over 
Republican  businessman  Sam 
Katz,  who  led  for  most  of  the 
year.  Street  is  benefiting  from  a 
backlash  among  fellow  African 
Americans,  who  strongly 
believe  that  the  bugging  is  part 
of  a  partisan  plot  by  the  Bush 
Administration.  Also  coming 
home:  liberals  who  had  been 
attracted  by  Katz's  support  of 
gay  rights  and  abortion.  Now, 
they  favor  Street,  52%  to  32%. 
The  reason:  They  don't  want  to 
give  the  President  a  victory  in 
the  Keystone  State,  a  2004 
battleground. 


THIS  PRIMARY  IS 
BROUGHTTOYOUBY... 

SOUTH  CAROLINA'S  Feb.  3 
Presidential  primary  has  earned 
the  Republican-leaning  state  a 
much  higher  profile  in 
Democratic  political  circles. 
While  the  state  party  is  thrilled 
with  the  attention,  ifs  having 
trouble  coming  up  with  the 
half-million  dollars  that's 
needed  to  pay  for  the  primary. 
One  solution:  State  party 
Chairman  Joe  Erwin  says  he 
plans  to  seek  corporate 
sponsorships.  In  particular,  the 
party  is  looking  into  allowing 
corporations  to  slap  logos  on 
media  backdrops. 
Advertisements  on  ballots, 
however,  are  not  in  the  offing— 
at  least  not  yet. 
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RUSSIA 


A  BIG  CHILL 
FOR  BUSINESS? 

Putin's  move  against  Khodorkovsky 
probably  won't  extend  to  others 


LIKE  ALL  THE  OLIGARCHS 
who  amassed  fortunes  dur- 
ing the  1990s,  Yukos  Chief 
Executive  Officer  Mikhail  B. 
Khodorkovsky  is  no  angel. 
But  in  recent  years,  he  has 
embraced  Western  stan- 
dards of  corporate  accountability  and  re- 
sponsibility at  his  giant  oil  company,  set- 
ting a  trend  for  other  Russian  businesses. 
President  Vladimir  V.  Putin  clearly  wel- 
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corned  that  trend,  which  furthered  his 
goal  of  integrating  Russia  more  closely 
into  the  global  economy.  Why,  then,  have 
the  Russian  authorities— presumably 
with  backing  from  Putin— arrested 
Khodorkovsky  on  charges  of  fraud  and 
tax  evasion  and  dumped  him  in  a  Mos- 
cow prison  cell,  triggering  the  biggest 
business  crisis  in  Russia  since  the  finan- 
cial meltdown  of  1998? 

The  simple  answer  is  that  Khodor- 


kovsky angered  Putin  by  providing  fund- 
ing for  two  opposition  parties  in  the 
runup  to  parliamentary  elections  in  No- 
vember. That  would  imply  that  Putin,  de- 
spite his  desire  to  improve  the  business 
climate  in  Russia,  prefers  frosting  foreign 
investors  to  brooking  any  real  challenge 
to  his  authority.  Yukos  is  Russia's  biggest 
privately  owned  company— and  by  far  the 
most  popular  among  foreign  investors. 

That  looks  bad.  And  it  is.  Many  Rus- 
sians think  Putin  is  using  the  legal 
process  in  an  arbitrary  way  to  settle  scores 
with  a  political  foe.  That's  a  big  concern 
for  both  local  businessmen  and  foreign 
investors,  who  would  like  to  see  an  im- 
partial legal  system  that's  able  to  defend 
private  property  from  political  attacks. 
"The  bad  guys  are  back,"  says  a  Western 
executive  who  does  business  in  Russia. 

But  the  reality  is  more  complex. 
Putin's  wrath  seems  targeted  at  Khodor- 
kovsky and  Yukos,  rather  than  being  the 
first  volley  in  a  broad  attack  on  Russia's 
business  elite  or  market  economy.  Simply 
put,  Khodorkovsky  is  being  punished  be- 
cause he  broke  the  pact  that  Putin  struck 
with  the  oligarchs  in  2000  soon  after  he 
came  to  power:  If  the  oligarchs  steered 
clear  of  politics,  Putin  would  allow  them 
to  keep  the  lucrative  assets  they  amassed 
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.iring  the  chaotic  ruk  of  Boris  Yeltsin. 

Ugarchs  who  follow  the  rules  should  be 

■asonably  safe.  "I've  said  many  times 

iat  the  results  oi  privatization  will  not  be 

visited  in  Russia  As  for  the  investiga- 

on  of  the  criminal   case  concerning 

ukos,  this  is  a  separate  case,"  Putin  told 

merican  journalists  in  late  September. 

That  means  that  BP's  John  Browne 

i  robably  doesn't  need  to  worry  that  Putin 

I  oil  seize  the  assets  of  his  Russian  oil 

nnpany,  TNK-BP.  BP's  Russian  partner, 

Iikhail  Fndman,  is  sticking  to  business. 

Js  even  conceivable  that,  after  things  set- 

I  e  down,  Yukos  could  sell  a  stake  to 

I  ocxon  Mobil  Corp.— with  or  without 

I  liodorkovsky.  "The  sky  is  not  falling  in. 

»ne  guy  who  has  been  having  a  fight  with 

le  Kremlin  has  got  into  trouble,"  says 

/illiam  F.  Browder,  CEO  of  Hermitage 

iapital  Management  in  Moscow. 

I/AKE-UP  CALL 

ESIDES,  PUTIN  had  some  good  reasons 
)  be  worried  about  Khodorkovsky.  The  re- 
)rm  parties— the  Union  of  Right  Forces 
3PS)  and  Yabloko— are  just  two  of  the 
arties  with  a  string  of  Yukos  people  on 
leir  candidate  lists.  Vladimir  Dubov,  a  key 
ukos  shareholder  targeted  in  recent  in- 
estigations,  is  running  for  parliament  as  a 
andidate  for  the  main  pro-Kremlin  party, 
Jnited  Russia.  Several  Yukos  figures  are 
v  en  running  as  Communist  Party  candi- 
the  ates. "  Putin  woke  up  one  day  and  figured 
ut  that  Khodorkovsky  could  control 
i  ne-third  of  the  State  Duma,"  says  an  ex- 
ess  cutive  from  a  Western  company. 
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Lining  up  a  strong 
lobby  of  pro-Yukos  dtp 
uties  in  partial  hiii  was 
Khodorkovsk}  s  real 
goal.  But  it  seems  to 
have  spooked  Putin  and 
his  coterie  of  ex-KGB 
buddies.  Yukos  says  it 
did  nothing  wrong. 
"Yukos,  like  any  big 
company  in  Russia,  will 
be  using  the  legal  re- 
sources at  its  disposal  to 
lobby  for  [its]  interests. 
No  one  has  ever  stated 
that  it  is  illegal  or  unac- 
ceptable," says  Hugo 
Erikssen,  director  of 
Yukos'  international  in- 
formation department. 

But  before  the  prose- 
cution of  Yukos  even 
started,  the  government 
had  trouble  getting  its 
laws  through  parlia- 
ment—particularly laws 
that  would  have  raised 
taxes  for  oil  companies. 
"It  was  Khodorkovsky 
blocking  tax  proposals 
in  the  Duma  relating  to 
the  oil  business  that  was  the  final  straw," 
says  Christopher  Granville,  chief  strate- 
gist at  United  Financial  Group,  a  Russian 
investment  bank.  That,  in  turn,  reflects 
a  more  fundamental  problem:  the  ex- 
cessive wealth  and  influence  of  the 
oligarchs.   "This   isn't  some  paranoid 
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Who's  Who  in  the  Yukos  Affair 


VLADIMIR  PUTIN  Russian  President  Has  been  publicly  ambivalent  about  the  Yukos 
atfair,  although  supportive  of  the  law  enforcement  agencies.  Most  believe  the 
campaign  against  Khodorkovsky  couldn't  have  happened  without  his  knowledge  and 
backing. 


MIKHAIL  KHODORKOVSKY  CEO  of  Yukos,  its  largest  shareholder,  and  Russia's  richest 
man.  Khodorkovsky  was  arrested  on  Oct.  25  and  charged  with  seven  counts  of  tax 
evasion  and  embezzlement,  allegedly  costing  the  state  over  $1  billion  in  lost  revenues. 
Khodorkovsky  claims  that  all  the  charges  against  him  and  Yukos  are  politically 
motivated. 


IGOR  SECHIN  AND  VIKTOR  IVANOV  Two  Kremlin  aides.  Old  colleagues  of  Putin  from 
KGB  and  St.  Petersburg  days.  Seen  as  the  key  figures  in  the  Kremlin 
coordinating  the  campaign  against  Yukos. 


ALEXANDER  VOLOSHIN  Putin's  chief  of  staff  and  a  spokesman  for  the  Kremlin  in  the 
Yukos  affair.  Seen  as  having  links  to  "the  family"  of  senior  businessmen  and  politicians 
who  got  their  start  under  Boris  Yeltsin.  This  group  is  at  odds  with  the  siloviki—a  rival 
Kremlin  faction  seen  as  the  instigators  of  the  Yukos  affair. 


MIKHAIL  KASYANOV  Russia's  Prime  Minister.  Has  been  publicly  critical  of  the 
J  3  investigations  into  Yukos,  sparking  speculation  of  splits  within  the  ruling  elite. 

Data 


SLAPPED  DOWN 
Khodorkovsky  was 

lining  up  pro-Yuk 
deputies  in  Parliament 

KGB  fantasy,'1  he  says. 
Most  political  ana- 
lysts in  Russia  sue  the 
Yukos  affair  as  part  of  a 
power  struggle  between 
two  rival  factions  in  the 
Kremlin:  "the  family,"  a 
group  of  businessmen 
and  officials  inherited 
from  the  days  of  Boris 
Yeltsin;  and  "the  silovi- 
k?  (strongmen),  former 
colleagues  of  Putin  from 
KGB  days  who  feel  that 
the  time  has  come  to  get 
a  bigger  share  of  power 
themselves.  "The  siloviki 
would  like  to  become  a 
new  oligarchy.  I  think 
the  Yukos  affair  is  defi- 
nitely connected,"  says 
Gleb  Pavlovsky,  a  politi- 
cal analyst  with  links  to 
"the  family." 

Few  doubt  that  the 
siloviki  are  the  main  ad- 
vocates of  getting  tough  on  Khodorkov- 
sky. Yet  they  could  hardly  have  acted 
without  Putin's  backing.  Whatever  his 
reasons  for  siding  with  his  KGB  chums, 
Putin  has  jeopardized  two  of  his  most 
cherished  objectives:  political  stability 
and  economic  growth  through  foreign  in- 
vestment. Khodorkovsky's  arrest  has 
done  more  than  anything  else  to  set  the 
factions  within  the  Russian  leadership  at 
each  other's  throats,  threatening  political 
stability.  As  BusinessWeek  went  to  press, 
there  were  unconfirmed  reports  in  the 
Russian  media  that  "the  family's"  leader, 
Putin's  chief  of  staff  Alexander  Voloshin, 
had  resigned  in  protest  of  Khodor- 
kovsky's arrest.  Meanwhile,  abuse  of  the 
law  for  political  ends  has,  at  least  for  the 
moment,  spooked  investors. 

If  _he  plan  was  to  make  Khodorkovsky 
shut  up,  then  it  failed  miserably.  But  Putin 
is  not  likely  to  halt  the  prosecution,  which 
would  be  an  admission  that  the  whole 
tiling  was  political.  He  may  have  more 
room  to  maneuver  after  the  campaign  sea- 
son is  over.  There  is  talk  of  a  compromise 
with  big  business,  with  companies  accept- 
ing higher  taxes  in  exchange  for  firmer 
property  rights.  And  foreign  investors 
ha^  e  notoriously  short  memories.  But 
P  Lin  may  well  be  wishing  he  tried  per- 
s  iasi  )n  rather  than  prison.  ■ 

-By Jason  Bush  in  Moscow 
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These  Bourses  May  Be  Too  Darn  Hot 

Investors  pondering  a  leap  into  emerging  markets  should  proceed  with  caution 


THE  STANDARD  &  POOR'S  500- 
stock  index  is  up  19.1%  this 
year.  Not  bad.  But  that's  chump 
change  compared  with  the 
Bovespa,  the  index  for  the  Sao 
Paulo  exchange  in  Brazil.  The  gains 
there?  A  shade  under  100%,  when 
translated  into  dollars.  If  you  want 
something  a  little  more  sedate,  try  the 
Bangkok  set  index.  It's  up  a  mere  89%. 

Or  how  about  something  really  exotic?  Check  out  the  Latvian 
RIO  index.  Up  140%.  The  Bloomberg  terminal  can't  even  tell 
you  what  stocks  actually  make  up  the  Latvian  index. 

Emerging  markets  are  hot,  hot,  hot.  Hotels 
in  Bombay  and  Bangalore  are  booked  solid  as 
investors  fly  in,  looking  for  the  next  Infosys 
Technologies  Ltd.,  the  original  India  software 
star.  Fund  managers  are  poring  over  the 
books  of  Argentine  steelmakers,  Indonesian 
cigarette  sellers,  Polish  juice  peddlers.  Their 
message:  These  equity  and  bond  markets  still 
have  a  long  way  to  go.  Not  even  the  Oct.  27 
plunge  in  Russian  equities  over  the  Yukos 
affair  has  dampened  investors'  ardor 
(Bangkok's  index  hit  a  six-year  high  the  day 
after  the  Russian  bourse  melted). 
Stockpickers  say  they  haven't  seen  such 
opportunities  since  the  1990s,  when  the 
world  fell  in  love  with  Asia's  tigers  and  even 
Argentina  had  a  stable  currency. 

This  euphoria  sure  feels  like  the  1990s.  But 
it's  hard  to  tell  which  part:  the  early  '90s, 
when  bourses  from  Hong  Kong  to  Santiago 
began  a  multiyear  run;  or  the  decade's  end, 
when  emerging  markets  crashed,  taking 
every  starry-eyed  investor  with  them. 

When  the  rally  will  fizzle  is  anyone's  guess, 
but  it's  time  investors  started  asking  tough 
questions.  "There's  a  sense  that  emerging 
markets  have  come  a  long  way  and  are  due 
for  a  correction,"  says  John  R.  Chisholm, 
executive  vice-president  of  Boston-based 
Acadian  Asset  Management  Inc.,  which 
handles  about  $1  billion  in  emerging- 
market  assets. 
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Boom  or  Bubble? 

Emerging-market  equities  are 
soaring.  How  long  can  that  last? 

1-YR.  RETURNS* 
IN  US  DOLLARS 

Eastern  Europe 

54.37% 

Emerging  Asia 

36.24% 

I 

.atin  America 

59.26% 

I 

J.S. 

17.95% 

■As  of  Oct.  28 

Data:  MSCI 
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There  is,  of  course,  a  case  to  be  made  for  this  asset  class. 
Mark  Mobius,  the  veteran  emerging-markets  fund  manager, 
points  out  in  a  recent  report  that  these  stocks  and  bonds  were 
so  bombed  out  in  the  past  five  years  that  they're  still  buys 
now,  especially  after  solid  gains  in  corporate  governance.  The 
spread  between  emerging-market  bonds  and  U.S.  Treasuries 
has  been  narrowing,  a  sign  of  improved  confidence  in 
developing  economies.  The  average  price-earnings  ratio  for 
emerging-market  stocks  is  13.6,  compared  with  21.9  for  U.S. 
equities,  so  there's  room  to  advance.  Plus,  currencies  in  these 
markets  have  strengthened,  meaning  returns  in  Hungarian 
forints  or  Brazilian  reals  get  a  boost  when  rendered  in  dollars 

But  warning  signals  are  starting  to  flash.  For  one  thing, 
analysts  expect  U.S.  interest  rates  to  rise  as  the  economy  heat 
up,  which  could  lure  money  away  from  emerging  markets. 
"Statistically,  the  prices  of  bonds  in  emerging  markets  tend  to 
be  at  least  as  sensitive  to  U.S.  interest  rates— maybe  even 
more  sensitive— than  a  lot  of  U.S.  assets," 
notes  Jeffrey  A.  Frankel,  a  currency  expert  at 
Harvard  University's  John  F.  Kennedy  School 
of  Government.  "So  when  U.S.  interest  rates 
go  up,  it's  not  just  U.S.  bonds  that  fall." 
Another  red  flag  is  the  interest  retail 
investors  now  have  in  emerging  markets,  a 
classic  sign  that  they've  passed  their  peak. 
"We  are  seeing  more  marginal  investors 
holding  indices  up,"  says  Stewart  Paterson, 
chief  Asian  strategist  at  Credit  Suisse  First 
Boston  in  Hong  Kong.  Emerging-market 
funds  have  received  $10  billion  in  net  inflows 
this  year,  says  EmergingPortfolio.com,  a 
Cambridge  (Mass.)  research  firm,  compared 
with  net  outflows  of  $99  million  last  year. 
And  nasty  surprises  are  accumulating. 
Chinese  Internet  stocks,  for  example,  took  a 
beating  on  Oct.  28,  after  the  portal  NetEase 
reported  disappointing  results.  NetEase.com 
Inc.'s  NASDAQ-traded  stock  had  gone  from 
$3.30  to  $72  a  share  since  October,  2002. 
Don't  forget  currency  risk:  If  the  dollar 
tanks,  says  Mohamed  El-Erian,  a  managing 
director  at  bond  investor  PIMCO,  then  global 
growth  stalls,  Asian  central  banks  dump  their 
U.S.  Treasuries,  and  all  bets  are  off.  The 
party's  still  going  on,  of  course.  Just  make 
sure  you  have  an  eye  on  the  exit.  ■ 

-With  Jonathan  Wheatley  in  Sao  Paulo 
and  Frederik  Balfour  and  Bruce  Einhorn  in 
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Before  you  rubber-stamp  AT&T  and  AT&T  Wireless, 
make  sure  you  get  the  facts  from  Sprint. 


With  Sprint  as  your  wireless  and  wireline  provider,  your 
employees  get  a  more  complete  nationwide  network. 

•  Fewer  FCC  reportable  long-distance  network  outages 
nationwide  for  seven  years  running 

•  One  company  and  network  staff  managing  wireline  and 
wireless  service  as  a  single,  integrated  network 

•30%  more  advanced  wireless  coverage  so  you  can  quickly 
access  your  corporate  data  in  more  places 

•  Laptop  connections  nearly  twice  as  fast  for  wireless  access 
to  your  corporate  network 

Get  the  facts  at  sprint.com/facts  or  call  866-700-0029 
for  a  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions  ■' 

Voice/Data         PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


>peed  claims  based  on  published  averages  from  each  carrier  and  other  information  Realized  speeds  will  vary  based  on  devices  tasks  and  other  factors  Coverage  claims 
lased  on  the  enhanced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people!  and  the  AT&l  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included 
vith  available  service  plans  excluding  roaming  areas  Copyright  ©  Sprint  2003  All  rights  reserved  '  |  inl  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 
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BRITAIN 


SCHOOL  DAZE  AT 
BRITISH  UNIVERSITIES 

They're  facing  huge  funding  gaps  as 
subsidies  shrink  and  enrollments  swell 


N  OCT.  26,  BUSES  CAR- 
rying  thousands  of  stu- 
dents from  all  over 
Britain  converged  on 
the  University  of  Lon- 
don campus  in  the  cen- 
ter of  the  capital.  The 
crisp  fall  day  was  perfect  for  a  demon- 
stration, and  the  cause  was  dear  to  the 
protesters'  hearts:  Prime  Minister  Tony 
Blair's  plans  to  permit  Britain's  universi- 
ties to  charge  students  up  to  $5,100  per 
year.  "It  will  be  an  elitist  system;  only  the 
rich  will  be  able  to  go  [to  university]," 
said  Elizabeth  England,  an  18-year-old 
first-year  student  at  York  St.  John  College, 
as  she  waited  for  the  march  to  Trafalgar 
Square  to  begin. 

The  new  charges,  known  as  "top-up 
fees,"  could  prove  to  be  one  of  the  most 
controversial  issues  of  Blair's  tenure.  Al- 
ready bruised  by  public  discontent  over 
the  Iraq  war,  Blair  may  face  a  rebellion  by 
Labour  Party  backbenchers  when  he  puts 
the  legislation  to  a  vote  in  the  parliamen- 
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tary  session  that  opens  in  late  November. 

Whatever  the  outcome  of  this  battle, 
the  government' s  proposal  has  sparked  a 
hot  debate  about  how  to  finance  the  rising 
costs  of  higher  education— one  that  is  be- 
ing watched  closely  on  the  Continent, 
where  universities  are  under  even  greater 
pressure  to  secure  new  financing. 

Under  the  present  system,  British  stu- 
dents pay  only  about 
$1,900  a  year  for  tuition. 
Taxpayers  and  universi- 
ties foot  most  of  the  tab. 
But  this  system  is  grow- 
ing increasingly  unten- 
able. Years  of  tight 
government  budgets, 
coupled  with  rising  en- 
rollment, have  boosted 
stiident-to-professor  ra- 
tios, squeezed  salaries, 
and  !eft  some  universi- 
ties in  financial  distress. 
Universities  UK,  an  um- 
brella organization,  fig- 


ENGLAND'S 
EDUCATION  CRISIS 


Total  outlays  per  university 
student  have  fallen* 


,  THOUSANDS  OF  POUNDS 


1  I 

1 

LONDON  Students     ures  that  undergra 
protest  Tony  uate  numbers  ha\| 

Blair's  proposed      risen     88%     sine 
fee  \  ikes  1989j  while  mndin| 

per  student  has  falj 
en  38%  in  real  terms.  "There  is  no  dout| 
that  U.K.  universities  have  a  very  seriou 
funding  crisis,"  says  Ivor  Crewe,  the  oij 
ganization's  president  and  vice-chance 
lor  of  Essex  University. 

LONG-TERM  RISK 

THE  FEAR  IS  THAT  the  funding  crisis  wi 
affect  Britain's  competitiveness,  especia 
ly  since  top  faculty  and  grad  students  ca 
go  elsewhere,  to  the  U.S.  in  particular, 
is  becoming  more  and  more  difficult  t 
remain  internationally  competitive,"  say 
Richard  Sykes,  the  former  GlaxoSmith 
Kline  PLC  chairman  who  is  now  rector  0 
Imperial  College  London,  a  top  media 
and  scientific  school.  "We  have  to  attrac 
the  best  researchers  in  the  world." 

Even  revered  institutions  such  as  Ox 
ford  and  Cambridge,  with  their  exquisit 
medieval  buildings  and  centuries-Ion 
tradition  of  excellence,  are  feeling  th 
pinch.  Oxford  University's  overall  endow 
ment,  at  around  $4.4  billion,  is  a  fractioi 
of  Harvard  University's  $19.3  billion 
Britain's  elite  duo  remain  heavily  de 
pendent  on  government  financing,  whic 
does  not  cover  all  their  costs:  Oxford  fig 
ures  it  loses  $8,500  per  student  per  year 
"It  gets  harder  and  harder  every  year,' 
says  Andrew  Reid,  Cambridge's  directo: 
of  finance.  The  new  charges  would  rais< 
an  estimated  $2.5  billion  to  $3-4  billion 
year.  But  Crewe  thinks  the  entire  systen 
needs  $17  billion  more  to  cover  ongoing 
and  capital  costs  beyond  the  roughly  $41 
billion  the  government  is  providing  foi 
the  academic  years  ending  in  2005-06 

Compared  with  the  hefty  tuitions  a 
U.S.  universities,  Blair's  proposals  seem 
tame.  They're  a  call  to  arms  nevertheless 
"It  will  triple  student  debt  in  one  fel] 
swoop,"  says  Mandy  Telford,  president  o: 
the  National  Union  of 
Students.  (Under  the 
plan,  students  can  defer 
paying  the  fees  until 
they  graduate.)  Telford's 
idea:  Raise  taxes  on  the 
rich.  But  administrators 
think  that's  a  non 
starter.  Charging  the 
customer  for  education 
may  still  run  against  the 
grain  in  Britain,  but 
there  seems  to  be  no 
other  choice.  ■ 

-By  Stanley  Reed  in 
London 
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This  Deal  Won't  Put 
A  Lid  on  Iran's  Nukes 


IS  THE  IRANIAN  NUCLEAR  crisis  over?  The  Oct.  21  agreement 
between  Britain,  France,  and  Germany  and  Iran  makes  it  seem 
so.  Iran  agreed  to  provide  complete  information  on  its 
nuclear  programs  and  sign  a  "protocol"  that  will  open  the 
country  to  intrusive  inspections.  In  return,  the  Europeans 


promised  easier  access  to  technology, 
including  possibly  nuclear  technology  for 
peaceful  purposes. 

The  timing  was  perfect:  Iran  faced  an 
Oct.  31  deadline  by  the  International 
Atomic  Energy  Agency  (IAEA),  the  U.N. 
watchdog,  to  disclose  the  full  details  of  its 
program,  and  failure  to  comply  could 
have  led  to  U.N.  sanctions.  The  IAEA  was 
already  aware  of  secret  nuclear  sites  and 
traces  of  enriched  uranium  in  Iran,  which 
can  be  used  to  make  bombs.  No  wonder 
even  U.S.  President  George  W.  Bush  called 
the  last-minute  accord  "a  very  positive 
development." 

Many  hurdles 

BUT  IT'S  wishful 

thinking  to  conclude 

this  crisis  is  over. 

True,  the  European 

deal  keeps  Iran  in  the 

international  fold  for 

now.  Reformists  in 

Tehran  and  global 

observers  had  feared 

the  government 

might  heed  demands 

from  ultrahard-line 

clerics  to  follow  North 

Korea's  example  and 

quit  the  Nuclear 

Nonproliferation 

Treaty.  That  could  further  destabilize  the 

region.  And  it  would  destroy  efforts  to 

improve  relations  between  Iran  and 

Europe— and  eventually  perhaps  the  U.S. 

But  Tehran  has  so  many  hurdles  to 
overcome  to  meet  IAEA  demands  that 
tensions  are  bound  to  rise  again.  And 
Iran,  mindful  of  its  national  pride,  has 
demands  of  its  own,  as  well  as  cards  to 
play.  As  a  goodwill  gesture,  Tehran  offered 
to  suspend  its  uranium-enrichment 
operations— a  process  used  for  weapons 
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BUSHEHR  Hawks 

in  Washington 
want  to  stop  its 
construction 


or  energy.  But,  warns  Amir  Mohebian, 
political  editor  of  the  conservative  Iranian 
daily  Resalat:  "If  the  Europeans  do  not 
carry  out  [their]  commitments,  it  will 
elevate  the  wall  of  mistrust." 

The  next  crunch  time  is  Nov.  20.  That's 
when  IAEA  Director  General  Mohamed 
ElBaradei  must  inform  his  governing 
board  whether  Iran  is  fully  cooperating. 
Early  signs  are  not  promising.  Two  days 
after  signing  the  European  deal,  Iran 
submitted  to  the  IAEA  a  report  that 
acknowledged  serious  violations  of  IAEA 
rules,  including  clandestine  imports  of 
uranium  from  China.  But  Iran  failed  to 
explain  the  origin  of  tiny  amounts  of 
weapons-grade 
uranium  that  the 
IAEA  had  found. 

Meanwhile, 
Washington 
conservatives  are 
likely  to  push  for  a 
rollback  of  Iran's 
entire  nuclear 
program.  They  even 
want  to  prevent  the 
completion  of  Iran's 
Bushehr  nuclear  power  plant,  which 
Russia  is  building.  If  the  nuclear-energy 
program  isn't  dismantled,  "if  s  simply  a 
prescription  for  mischief,"  warns  Henry 
D.  Sokolski,  executive  director  of 
Washington's  Nonproliferation  Policy 
Education  Center. 

With  an  election  coming  up,  President 
Bush  may  want  to  avoid  another  Mideast 
confrontation.  But  whether  he  can  ignore 
Iran  may  depend  on  how  much  it  opens 
up  to  IAEA  inspectors,  who  will  have  to 
verify  that  the  regime  isn't  hiding  secret 
programs.  Tehran  now  bears  the  burden 
of  proving  its  honest  intent.  ■ 

-By  Stan  Crock  in  Washington,  with 
Babak  Pirouz  in  Tehran 
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A  NEW  CHANCE  FOR 
BRITAIN'S  TORIES? 

CONSERVATIVE  party  leader 
lain  Duncan  Smith's  defeat  in  a 
confidence  vote  by  Tory  MPs  on 
Oct.  29  may  mark  at  least  a 
temporary  end  to  internecine 
warfare  inside  the  party.  In  the 
wake  of  Duncan  Smith's  depar- 
ture, Tory  MPs  may  rally  around 
a  single  candidate,  former  Home 
Secretary  Michael  Howard.  He  is 
considered  the  figure  in  the  part- 
best  suited  to  make  inroads 
against  Labour  Prime  Minister 
Tony  Blair.  Duncan  Smith  had 
failed  to  capitalize  on  public 
anger  over  Blair's  Iraq  policy. 
Despite  his  likely  election  as 
Tory  leader,  Howard  is  seen  as 
lacking  the  personal  warmth 
necessary  to  attract  ordinary 
voters.  Party  grandees  believe 
the  Conservatives  need  a  major 
turnaround  to  avoid  another 
defeat  in  the  next  general 
election,  expected  in  2005. 

A  FINANCIAL  SQUEEZE 
FOR  COLOMBIA 

IS  COLOMBIA  heading  toward 
default  on  its  $40  billion  in 
government  debt?  That's  the 
question  investors  are  asking 
following  the  Oct.  25  defeat  of  a 
referendum  that  would  have 
given  reformist  President  Alvaro 
Uribe  authority  to  overhaul 
Colombia's  state  bureaucracy. 
Before  the  vote,  Uribe  warned 
Colombians  they  would  face  a 
fate  similar  to  that  of  Argentina, 
which  defaulted  in  2002,  unless 
voters  approved  his  draconian 
spending  cuts.  Although 
Colombia  can  muddle  through  a 
while  longer  thanks  to  U.S.  aid, 
the  referendum  was  Uribe's  best 
chance  to  stabilize  a  deterio- 
rating fiscal  situation.  Next 
year's  deficit  target  of  2.5%  of 
gross  domestic  product  assumed 
that  Uribe's  spending  cuts 
would  pass.  Now  he's  left  with 
the  unpopular  choice  of 
raising  taxes. 
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L/ne  size  fits  all.  It's  not  fitting  for  any  forward-looking 
business  to  think  that  way.  Each  business  is  unique 
and  the  needs  of  one  can  be  the  liabilities  of  another. 
That's  the  principle  that  inspired  the  new,  customizable 
Canon  imageRUNNER.  There  is  nothing  quite  like  it. 
Until  now,  machines  offered  generic  choices: 
copy,  print,  fax,  scan.  The  Canon  imageRUNNER  is 
flexible  and  can 
be  customized  to 

address  your  business  requirements.  And  when  they 
change,  it  changes,  too.  You  can  have  applications 
created  for  imageRUNNER  that  meet  many  of  the 
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empowers  and 
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appropriate  for  the 
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With  the  Canon  nrmgeRUNNER,  you  can  have  customized 
applications  that  meet  the  unique  needs  of  your  business. 

unique  needs  of  your  business.  You  can  tailor 
your  choices  on  its  touch-streen  user  interface. 
You  can  eliminate  time-consuming  steps  from  the 
workflow  process.  You  can  make  it  simple  and 
efficient.  And  this  is  just  a  small  part  of  what  you  can 
do.  To  top  it  all,  using  imageRUNNER  is  extremely 
cost-effective.  We  knew  you'd  like  that. 
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The  next  revolution  in  color. 

fhe  Canon  Coloi  ImageRUNNER  C3200. 


Jttinting  a  good  brochure  requires  a  lot  of  skill,  patience, 
and  money.  Or  it  doesn't.  Introducing  the  Canon  Color 
imageRUNNER  C3200  with  imageWARE™  Publishing 
Manager.  It's  not  merely  a  new  way  of  printing.  It's  a  new  way  of 
working.  Imagine  being  able  to  create  and  print  professional- 
quality  color  booklets,  catalogs,  brochures... you  name  it. 
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Canon's  imagtWARE  Publishing  Manager  Sojhvare. 
Create  and  print  color  documents  right  from  your  desktop. 


From  ordinary  to 
extraordinary.  Change 
the  way  your  company 
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color  -  effortlessly,  and 
more  cost-effectively 
than  before. 
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Now  imagine  being  able  to  do  all  that  right  at  your  desktop. 
Unimaginable,  isn't  it?  The  imageWARE  Publishing  Manager  lets 
you  combine  multiple  documents  created  in  different  applications 
to  form  a  single  document.  You  can  import  images  or  text 
streams,  create  and  format  chapters,  renumber  pages,  insert 
headers  and  footers.  You  can  apply  editing,  page  imposition, 
print  settings,  and  professional  finishing.  You  can  share  it  with 
co-workers.  You  can  manage  it  all  every  step  of  the  way  right 
from  your  desktop.  Finally,  you  are  in  control.  The  Canon  Color 
imageRUNNER  C3200  with  imageWARE  Publishing  Manager. 
Now  fast,  affordable  in-house  color  with  professional-quality 
finishing  is  in  your  hands.  So  is  increased  productivity. 
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Will  the  Right  to  Pester  Hold  Up? 

fhe  First  Amendment  protects  marketers.  But  spam  may  shift  the  equation 


IN  THE  LATE  1940S,  DOOR-TO-DOOR 
salesmen  were  fanning  out  across 
the  suburbs,  hawking  subscriptions 
to  The  Saturday  Evening  Post, 
Ladies'  Home  Journal,  and  Newsweek 
[o  busy  homemakers.  The  scenario  of 
pushy  strangers  interrupting  housewives' 
daily  routines  didn't  sit  well  with  the  U.S. 
Supreme  Court.  In  1951,  it  labeled  such 
solicitors  "nuisances"  and  "opportunists" 

ind  said  that  the  First  Amendment  didn't  give  companies 
Vee  rein  to  invade  "the  living  rights  of  others  to  privacy 
Old  repose." 

More  than  fifty  years  later,  privacy  and  commercial  speech 
ire  again  on  a  collision  course.  Thanks  to  technology,  today's 
>alesmen— telemarketers  and  spammers— are  decidedly  more 


HEATING  UP 

Telemarketing 
and  junk  e-mail 
are  prompting 
a  backlash 

invasive,  disruptive,  and  burdensome  to  the  economy.  Fierce 
complaints  by  the  public  have  state  and  federal  lawmakers 
racing  to  stamp  out  these  nuisances.  On  Oct.  22,  for  instance, 
the  Senate  passed  a  Do  Not  Spam  Registry  97-0. 
INTELLECTUAL  SHIFT?  But  regulators  are  running  into  a  big 
problem:  Spam,  telemarketing,  and  other  forms  of  adver- 
tising are  protected  by  the  First  Amendment.  Since  the  1970s, 
the  U.S.  Supreme  Court  has  issued  a  series  of  landmark 
decisions  that  has  rolled  back  restrictions  on  commercial 
speech.  In  September,  U.S.  District  Judge  Edward  \Y. 
Nottingham  in  Denver,  citing  those  precedents,  ruled  that  the 
Federal  Trade  Commission's  wildly  popular  Do  Not  Call 
Registry  infringes  on  corporate  First  Amendment  rights.  The 
10th  Circuit  Court  of  Appeals  stayed  that  decision  and  has 
scheduled  a  hearing  on  the  matter  in  Tulsa  on  Nov.  10. 

But  a  change  in  the  intellectual  climate  may  be  on  the 
horizon.  Many  devoted  civil  libertarians  and  consumer 
advocates  are  starting  to  question  whether  contemporary 
commercial  free  speech  doctrine  goes  too  far.  While  these 
types  generally  believe  that  information  should  be  allowed  to 
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travel  without  boundaries,  new  technologies  that  give 
individual  hucksters  the  ability  to  invade  millions  of  people's 
home  computers  and  telephones  are  changing  the  legal 
calculation.  Even  veteran  free  speech  defenders  are  singing  a 
new  tune.  Regulations  on  spam  and  telemarketing  should  not 
be  "suffocated  by  a  dogmatic  adherence  to  the  idea  that 
truthful  information  can  never  cause  harm,"  says  Harvard 
Law  School  professor  Laurence  H.  Tribe. 
BACKLASH.  If  this  view  gains  support  at  the  Supreme  Court, 
which  has  a  keen  interest  in  First  Amendment  issues,  it 
could  have  an  enormous  impact  on  all  forms  of  corporate 
communication.  Companies  that  market  risky  or  potentially 
dangerous  products  to  consumers— everything  from  cars  to 
drugs  to  to  mutual  funds— could  face  tighter  government 
regulation  of  their  promotions.  All  of  these  industries  have 
benefited  from  strong  commercial  free  speech  rights  that  give 
them  a  wide  berth  to  pitch  products  to  potential  customers. 

Certainly,  the  recent  backlash  against  spam  and 
telemarketing  represents  an  intellectual  sea  change.  For 
years,  civil  libertarians  and  consumer  rights  attorneys  have 
advocated  increasing  First  Amendment  protection  for 
business.  They  cheered  the  Supreme  Court's  activism  in  the 
area  because  its  rulings  largely  targeted  paternalistic  state 
laws  that,  among  other  things,  prevented  lawyers  from 
advertising  and  protected  drug  companies  from  competition. 
In  the  1976  case  Virginia  State  Board  of  Pharmacy  vs.  Virginia 
Citizens  Consumer  Council  Inc.,  the  high  court  struck  down  a 
law  that  barred  pharmacists  from  advertising  the  price  of 

Why  Spam  Has 
Constitutional  Rights 

Over  the  past  25  years,  the  U.S.  Supreme  Court 
has  made  it  harder  to  regulate  commercial  speech. 
Here  are  the  key  cases: 

1  C\r7C^  BIGELOW  VS.  VIRGINIA:  Commercial  speech  is 

A  y  /  O  protected  for  the  first  time  when  a  state  ban  on 
ads  for  abortion  referrals  is  overturned.  Commercial  speech  "is 
not  valueless  in  the  marketplace  of  ideas,"  says  the  court. 

1  Qrif\  VIRGINIA  STATE  BOARD  OF  PHARMACY  VS. 
Iry  /  \J  VIRGINIA  CITIZENS  CONSUMER  COUNCIL  INC.: 

The  court  allows  pharmacists  to  advertise  prices  of 
prescription  drugs,  noting  that  consumers  may  have  a  "strong 
interest"  in  the  free  flow  of  commercial  information. 

1  O  Q  O  CENTRAL  HUDSON  GAS  &  ELECTRIC  CORP.  VS. 
I7OU  PUBLIC  SERVICE  COMMISSION  OF  NEW  YORK: 

Commercial  speech  is  broadly  protected  if  it  is  not  misleading. 

1  Q  Q  fy.    44  LIQUORMART  INC.  VS.  RHODE  ISLAND: 

JLyy\J  The  court  overturns  a  state  law  banning  ads 
with  liquor  prices,  saying  the  public  interest  in  limiting  alcohol 
consumption  can  be  achieved  without  impairing  speech. 

TOMMY  G.  THOMPSON,  U.S.  SECRETARY  OF 
HEALTH  &  HUMAN  SERVICES  VS.  WESTERN 
STATES  MEDICAL  CENTER:  Justices  reject  an  FDA  rule  that  bans 
pharmacists  from  advertising  some  custom  drug  compounds. 
"Regulating  speech  must  be  a  last-not  first- resort." 
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prescription  drugs.  "Both  the 
individual  consumer  and  society  in 
general  may  have  strong  interests 
in  the  free  flow  of  commercial 
information,"  wrote  Justice  Harry 
A.  Blackmun. 

The  hurdle  to  regulating 
commercial  speech  was  set  even 
higher  in  the  1980  ruling  Central 
Hudson  Gas  &  Electric  Corp.  vs. 
Public  Service  Commission  of  New 
York.  As  long  as  an  advertisement 
is  truthful,  the  Supreme  Court 
held,  lawmakers  need  to  prove  that  any  restriction  advances  a 
critical  goal,  that  there  are  no  alternatives  to  the  proposed 
law,  and  that  the  restriction  is  drafted  as  narrowly  as  possible. 
The  Central  Hudson  case  has  been  used  by  the  Supreme 
Court  and  lower  courts  to  strike  down  a  wide  variety  of 
regulations.  In  1996,  for  instance,  when  Rhode  Island  tried  to 
combat  alcoholism  by  limiting  liquor  store  ads,  the  Supreme 
Court  tossed  out  the  law,  saying  the  state  could  advocate 
temperance  through  other  means,  such  as  public  education. 

But  consumer  advocates  fret  that  if  courts  continue  to 
loosen  restrictions  on  commercial  advertising,  the  American 
public  will  lose.  Unlike  previous  cases,  the  First  Amendment 
now  is  butting  up  against  another  cherished  right— privacy. 
"U.S.  doctrine  is  way  out  of  balance,"  says  Georgetown 
University  law  professor  Lawrence  O.  Gostin.  "If  a 
corporation  is  merely  trying  to  get  a  consumer  to  buy  its 
product,  the  idea  that  that  has  the  same  value  as  social, 
political,  and  artistic  discourse  has  no  ethical  justification." 
OPEN  FORUM.  Telemarketers  respond  that  the  government 
has  no  business  deciding  what  information  is  valuable. 
Pointing  to  Central  Hudson,  they  say  there  are  better  ways  to 
assure  privacy  than  a  blanket  ban  on  commercial  calls. 
Industry  executives  say  Do  Not  Call  legislation  has  been 
driven  by  populist  politics  instead  of  reasoned  policymaking, 
and  regulators  have  undervalued  the  economic  role  of 
advertising.  In  the  end,  efforts  to  ban  marketing  will  cost  jobs 
and  raise  prices.  "A  trend  toward  less  information  doesn't 
help  consumers,"  says  Glen  Lammi,  general  counsel  of  the 
Washington  Legal  Foundation. 

Whatever  the  10th  Circuit  rules  on  Do  Not  Call,  both  sides 
think  the  issue  has  a  good  chance  of  landing  in  the  Supreme 
Court.  At  the  moment,  the  most  committed  commercial  free 
speech  hawks  are  Justices  Antonin  Scalia  and  Clarence 
Thomas.  Like  a  growing  number  of  conservative  legal 
philosophers,  they  put  commercial  speech  on  a  par  with  po- 
litical speech.  This  camp  believes  that  an  open  forum  of  ideas 
is  essential  for  democracy  and  the  marketplace,  especially  in 
today's  information  economy. 

That  view  prevailed  last  year  in  a  5-4  Supreme  Court  vote 
that  voided  a  Food  &  Drug  Administration  rule  banning 
pharmacies  from  advertising  services  to  mix  prescription 
drug  compounds  to  suit  patients'  specific  needs.  The  agency 
worried  that  the  potions  were  not  approved  by  regulators 
and  could  accidentally  harm  patients.  The  ruling  was 
derided  by  many  health  advocates.  Justice  Stephen  G.  Breyer 
wrote  on  behalf  of  the  minority  that  "the  Court  seriously 
undervalues  the  importance  of  the  government's  interest  in 
protecting  the  health  and  safety  of  the  American  public." 
Will  spam  and  telemarketing  be  the  issues  that  push  this 
view  into  the  majority?  Many  legal  experts  bet  that  the 
answer  is  yes.  ■ 
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COMMENTARY 


BY  STEPHEN  BAKER 


My  Son,  the  Ad-Zapper 

Will  TiVo  be  the  death  of  commercials?  If  Jack  is  any  indication... 


YANKEE  SOUTHPAW  Andy 
Pettite  fires  his  signature  cut 
fastball.  Juan  Pierre  of  the 
Marlins  shortens  up  on  his 
bat  for  a  bunt.  If  s  7:57  p.m.  on 
Oct.  25,  and  Game  6  of  the  World  Series  is 
under  way  in  the  Bronx.  Some  20  miles  to 
the  west,  in  the  New  Jersey  suburbs,  an 
ardent  15-year-old  fan  leaves  the  TV  off 
and  heads  out  to  a  diner  for  a  piece  of  pie. 

This  is  my  son,  Jack.  He's  giving  the  game  a  head  start.  In 
about  an  hour,  he'll  watch  all  the  action  on  TiVo,  the  personal 
videorecorder.  Through  the  course  of  the  game,  he'll  race  past 
the  ads.  And  if  he  plays  it  just  right,  he'll  catch  up  to  real  time 
on  Fox  just  as  the  Marlins' Josh  Beckett  tags  out  Jorge  Posada 
to  end  the  Series. 

Jack  sits  slumped  on  the  couch,  TiVo  control  firmly  in 
hand.  I  look  on  from  the  easy  chair  beside 
him,  and  it  hits  me  that  the  way  a  15- 
year-old  watches  the  World  Series  on 
TiVo— what  he  chooses  to  see  and  what 
he  skips— could  color  the  future  of  the 
sport,  not  to  mention  TV.  He's  in  a 
minority  of  1.5%  of  all  viewers  now.  But 
Forrester  Research  Inc.  estimates  that 
within  four  years,  27.4  million  U.S. 
households,  nearly  one-quarter  of  those 
with  TV  sets,  will  have  TiVo-like 
capabilities,  most  of  them  through  their 
cable  and  satellite  hookups.  Ad-zapping, 
warns  Jon  Nesvig,  Fox's  president  of 
sales,  "could  strip  away  the 
underpinning"  of  televised  baseball.  "It's 
a  cloudy  future,"  he  says. 

But  not  a  problem  this  year.  As  Fox's 
baseball  ratings  soared,  advertisers 
dished  out  $325,000  for  each  30-second 
ad— up  8%  from  last  year.  And  the  impact 
from  potential  ad  zappers  is  still 
negligible.  Some  40%  of  them,  says 
Forrester,  don't  even  bother  skipping  the 
ads.  I'm  guessing  that  those  are  people 
like  my  wife,  who  barely  watches  TV  and 
can't  be  bothered  with  mastering  another 
remote. 


Jack  is  a  different  story.  He  controls  the  flow  of  the  game. 
To  be  obliged  to  watch  an  ad,  in  his  mind,  is  to  fail.  As 
the  game  progresses,  he  monitors  a  green  bar  that  indicates , 
how  far  behind  real  time  he  is.  That  line  represents  his 
TiVo  cushion.  It's  his  time  stash,  which  protects  him  from 
advertisements.  With  each  zapped  ad,  the  cushion  gets 
a  bit  thinner.  He  builds  it  back  up  by  pausing  the  action 
to  raid  the  refrigerator  or  by  replaying  highlights  again 
and  again. 

Sometimes  he  miscalculates.  He  hits  the  forward  button, 
and  the  TiVo  makes  an  ominous  Bong!  That  means  he  has 
caught  up  to  real  time.  Does  he  settle  back  and  watch  the 
game  with  the  rest  of  baseball-loving  humanity?  No  way.  He 
puts  it  on  hold  and  flips  to  other  programming  recorded  on 
TiVo,  usually  The  Simpsons.  He  watches  that  for  10  or  15 
minutes,  rebuilding  his  strategic  buffer  against  the 
onslaught  of  ads  before  returning  to  the  action.  The  worst 
TiVo  experience  of  the  Series  was  the  39-minute  rain  delay 
in  Game  3.  That  flattened  his  time  cushion  and  left  him 
shifting  uneasily  between  The  Simpsons  and  live  baseball 
for  much  of  the  evening.  That  night  I  think  he  watched  an 
ad  or  two. 

How  will  advertisers  reach  tomorrow's 
viewers  like  Jack?  They're  already  busy 
pumping  ads  and  product  placements 
into  the  game  itself.  Watch  a  game  on 
TiVo,  and  you  see  the  announcers 
answering  an  opinion  survey  on  their 
Sprint  PCS  cell  phones.  Viagra  messages 
beam  from  a  digital  billboard  behind  the 
catcher.  For  now,  most  of  these 
placements  are  giveaways  for  advertisers 
that  buy  lots  of  30-second  spots.  Can 
they  eventually  bring  in  serious  revenue? 
It's  anybody's  guess,  says  Fox's  Nesvig. 
To  pull  it  off,  advertisers  will  have  to 
address  a  generation  of  viewers  who  see 
the  game  less  as  a  real-time  event  than  as 
a  personal  possession.  With  the  remote 
in  hand,  Jack  owns  the  game— and 
orchestrates  it.  No  fan  of  the  Yankees,  he 
sometimes  fast-forwards  through  their 
rallies.  When  pitching  coach  Mel 
Stotflemyre  trudges  to  the  mound,  he 
jumps  ahead  30  seconds.  Does  Jack 
disrupt  the  majestic  rhythm  of  the  game? 
You  bet.  Like  it  or  not,  it's  his  game  now. 
And  it's  up  to  advertisers  to  create  their 
place  in  it.  II 
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THE     LOCATION     OF     OUR     NAVIGATION     SYSTEM 
ALLOWS    YOU     TO     DO    SOMETHING     RATHER     NOVEL- 


KEEP    YOUR 


ON     THE     ROAD. 


A  more  innovative  placement  of  the 
navigation   system:  A  supplemental 
side-curtain  air  bag*1  that  protects 
passengers    in    all    three    rows.  A 
patent-pending    breakaway    steering 
column   mounting   with   energy  absorption 
straps  to  help  control  occupant  forward  motion  in  high- 
severity     impacts.    And     an     additional     air    bag    just    to 
protect  the  driver's  knees.  Is  it  any 


wonder  Pacifica  is  one  of  the  few  vehicles  to  receive  the  government's 
highest  safety  rating  in  both  front-  and  side-impact  crash  tests?  Starts  at 
$29,525;  as   shown,   $34,075*  Pacifica.   WELL   BEYOND   THE   SUV 
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Crossover  vehicles.  They're  the  auto  market's 
hottest  new  segment — and  chances  are,  you'll 
be  driving  one  soon.  This  new  breed  of  vehicle 
'crosses  over'  traditional  definitions  for  cars  and  trucks 
by  blending  aspects  of  both. 

Sometimes  crossovers  are  sport-utility  vehicles  but 
with  carlike  construction  and  ride.  Sometimes  they're 
'tall'  station  wagons  with  SUV-like  seating  height.  Oth- 
ers may  look  something  like  a  minivan  but  with  more 
style  and  performance. 

Whatever  the  look,  automakers  appear  confident  about 
one  thing:  Crossovers  are  The  Next  Big  Thing  in  cars. 
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as  almost  all 
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INTRODUCTION 

It  isn't  every  day  that  automakers  invent  an 
entirely  new  kind  of  vehicle. 

It  occurred  when  the  minivan  came  along.  It 
happened  again  when  pickup  trucks  morphed 
into  sport-utility  vehicles.  Now  it's  the  same  story 
with  crossover  vehicles,  a  still-evolving  form  of 
conveyance  that  merges  certain  aspects  of  cars, 
minivans,  and  SUVs. 


There  is  no  common  "look"  for  crossovers — 
yet.  Some  look  like  zoomy  minivans.  Others 
resemble  SUVs  but  with  carlike  ride  and  han- 
dling. A  few  look  like  station  wagons  but  with  a 
higher  stance,  taller  body,  and  bigger  tires. 

"When  the  crossover  phenomenon  began,  it 
was  all  about  putting  that  'SUV  label  on  a  vehi- 
cle," observes  Jeff  Schuster,  director  of  North 
American  forecasting  for  J.D.  Power  and  Associ- 
ates— the  firm  best-known  for  its  quality  rankings 
for  cars  and  trucks. 

Now,  he  says,  "There  are  vehicles  being 
popped  out  that  don't  fit  any  category.  If  any  of 
them  is  a  hit,  you'll  see  lots  of  copies.  The  market 
is  waiting  for  something  to  emerge,  but  I'm  not 
sure  it  will  settle  on  a  single  look." 

Schuster  forecasts  U.S.  sales  of  crossover 
vehicles— roughly  200,000  in  1997— will  reach 
about  1 .7  million  this  year  and  grow 
to  perhaps  2.6  million  by  2008, 
accounting  for  15%  of  all  vehicle 
sales  in  the  United  States. 

DEFINING  TERMS 

Different  styling  approaches 

make  defining  "crossover"  tricky. 

Most  experts  consider  a  traditional 

SUV  as  a  vehicle  with  a  body  that 

sits  on  a  separate  frame,  such  as 

the  Chevrolet  TrailBlazer  ($39,400). 

Experts  say  SUV-like  vehicles 

such  as  the  BMW  X5  ($40,200), 

Honda  Pilot  ($27,400),  Infiniti  FX35 

($34,700),  and  Saturn  Vue 

($16,900)  are  really  crossovers.  The  reason:  They 

integrate  body  and  frame  into  one  structure,  just 

as  almost  all  cars  do. 

Such  vehicles  may  give  up  some  towing 
capacity  and  not  be  as  robust  in  extreme  offroad 
situations.  There's  nothing  necessarily  wrong 
with  that,  however,  since  only  a  tiny  fraction 
of  SUV  owners  actually  regularly  take  their 
vehicles  off-road. 
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WHO'S  BUYING? 

Then  there  are  vehicles  such  as  the  new 
:hrysler  Pacifica  ($29,500  to  $41,000).  Chrysler 
:alled  it  a  "segment-buster"  and  "sports  tourer" 
/vhen  it  unveiled  a  concept  version  of  the  Pacifica 
at  the  North  American  International  Auto  Show 
n  Detroit  last  year. 

"Our  research  showed  there  were  2.7  million 
Deople  in  the  U.S.  market  who  decide  every  year 
to  move  from  SUVs  to  cars  or  minivans,  or  vice 
versa,"  says  Ann  Fandozzi,  director  of  Chrysler 
marketing.  "These  people  seem  to  be  dissatis- 
fied with  the  segments  already  out  there." 

Fandozzi  points  out  that  SUVs  have  attractive 
styling  and  all-weather  performance  but  less 
impressive  handling  and  nimbleness.  Minivans 
have  lots  of  flexible  passenger  space  and  a  low 
step-in  height  but  carry  an  unexciting  "soccer 


in  the  U.S.  has  been  declining  for  years,  thank',  In 
large  part  to  escalating  cut-rate  financing  and 
rebate  offers. 

The  auto  industry's  sure-fire  cure  for  eroding 
prices  is  new  hardware,  and  the  crossover  cate- 
gory is  especially  intriguing  to  car  makers.  One 
reason:  Demand  for  traditional  truck-based  SUVs 
appears  to  have  peaked  at  some  2.9  million  units 
per  year.  Analysts  believe  future  growth  lies  in 
crossovers.  Manufacturers  who  get  into  the  game 
soonest  with  the  right  formula  will  be  the  most 
likely  to  capture  market  share  quickly. 

THE  COMPETITION  HEATS  UP 

Automakers  dream  of  dominating  a  booming 
crossover  market — much  as  Chrysler  did  in  mini- 
vans  and  Ford  did  in  the  sport-utility  vehicle 
market  with  its  Explorer.  In  fact,  Japanese  com- 


The  hyper-competitive  nature  of  the  car  business  these  days  makes 
car  companies  especially  eager  to  pounce  on  new  trends  in  vehicles. 


The  Volvo  XC90 
(left)  comes 
equipped  with 
active  rollover 
protection. 
Cadillac  SRX, 
(right)  a  "medium 
luxury  utility" 
vehicle  for 
buyers  "unwilling 
to  sacrifice 
performance  and 
style  for  utility." 


mom"  image.  Cars  offer  good  ride  and  handling 
but  have  relatively  inflexible  seating. 

Early  so-called  crossovers  were  actually  soft- 
riding  SUVs,  according  to  Fandozzi.  But  they 
didn't  offer  the  roominess  or  lower  floor  that  mini- 
van  owners  like.  She  describes  the  Pacifica, 
which  Chrysler  introduced  in  May,  as  the  mar- 
ket's first  model  designed  from  scratch  as  a 
crossover  vehicle. 

DIFFERENT  FLAVORS 

Car  companies  are  offering  so  many  variations 
of  crossovers  because  they  don't  know  exactly 
what  customers  might  like.  The  hyper-competi- 
tive nature  of  the  car  business  these  days  makes 
car  companies  especially  eager  to  pounce  on 
new  trends  in  vehicles. 

There's  also  a  financial  angle,  of  course.  The 
actual  transaction  price  of  a  new  car  or  light  truck 


panies  jumped  on  the  crossover  phenomenon 
first  with  little  car-based  SUV-like  vehicles  such  as 
the  Honda  CR-X  and  Toyota  RAV4. 

For  the  2003  model  year  just  ended,  Asian  and 
European  automakers  offered  at  least  16 
crossover  vehicles  in  the  U.S.  market — about 
twice  as  many  as  Detroit's  Big  Three  car  compa- 
nies. But  the  ratio  will  change  over  the  next  few 
years  as  domestic  automakers  surge  into  the 
crossover  vehicle  segment. 

GM  got  into  the  world  of  crossovers  with  its 
minivan-like  Pontiac  Aztek  and  more  popular 
derivative,  the  Buick  Rendezvous.  For  the  2004 
model  year,  GM  is  taking  aim  at  the  "tall  wagon" 
type  of  crossover  with  its  sporty  Cadillac  SRX 
($38,000-$54,000). 


SI'CS  AND  METAPHYSICS  CONVERGE 
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The  SRX  V8:  physics  beautifully  applied.  The  longest  wheelbase  in  its  Class?  A  care- 
fully calculated,  low-to-the-ground  stance.  And  available  Magnetic  Ride  Control,  the 
world's  fastest-reacting  suspension  system.  The  end  result  is  nothing  short  of  magical. 
A  vehicle  that  delivers  dynamic,  road-gripping  handling  and  still  offers  a  utility's  high- 
riding  visibility.  The  Nurburgring-refined  4.6L  Northstar  V8.VVT  delivers  a  balanced 
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'With  available  third  row  seat. 
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320  hp  and  315  Ib-ft  of  torque.  Beyond  the  measurable  advantages  are  immeasurable 
sensations.  The  rush  of  an  S-curve,  the  thrill  of  a  long  straightaway,  the  satisfaction 
of  a  well-executed  maneuver.  Finally,  a  utility  that  can  seat  seven"  and  excite  a  whole 
world.  Discover  more  amazing  feats  of  SRX  engineering  at  cadillac.com/srx_physics. 
The  Cadillac  SRX  performance  utility.  Calculated  innovation.  Exhilaration  beyond  measure. 


SRX 
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The  carlike  SRX  is  a  production  version  of  the 
Vizon  concept  car  GM  showed  off  in  2001.  GM 
debuted  the  SRX  last  January  at  the  North  Amer- 
ican International  Auto  Show  in  Detroit  and  put  it 
into  production  several  months  later. 

Cadillac  calls  the  new  model,  offered  with  rear- 
or  all-wheel  drive,  a  "medium  luxury  utility"  vehicle 
for  buyers  "unwilling  to  sacrifice  performance  and 
style  for  utility."  Car  and  Driver  magazine  agrees. 
Its  November  issue  declares  the  SRX  "the  station 
wagon  with  the  best  combination  of  sport  and  util- 
ity" in  a  four-way  comparison  of  high-powered 
crossovers  that  includes  the  Volkswagen  Touareg, 
Infiniti  FX45,  and  Porsche  Cayenne  S. 


multiple  airbags,  sporty  handling  characteristics, 
and  all-wheel  drive. 

The  Pacifica  is  among  the  first  vehicles  to  pro- 
vide standard  side  curtain  airbags  that  protect 
passengers  in  all  three  rows  of  seats.  The  Volvo 
XC90  is  another.  Side  curtain  airbags  stow  in  the 
ceiling  and  deploy  downward  in  a  side  impact  to 
cover  the  side  windows.  They  form  a  protective 
cushion  for  occupants'  heads  and  help  keep  every- 
one safely  inside  the  vehicle  in  case  of  a  rollover. 

The  Pacifica  also  has  a  mini-airbag  that 
mounts  under  the  steering  column.  Called  a  knee 
blocker,  its  job  is  to  help  reduce  potential  leg 
injuries  in  a  crash  by  inflating  to  cushion  a  dri- 


Crossovers  also  are  rapidly  becoming  showcases  for  another 
emerging  technology:  fuel-sipping  continuously  variable  transmissions. 


The  2004 
Chrysler 
Pacifica  earned 
the  highest 
possible  safety 
rating — five 
stars — in  the 
U.S.  govern- 
ment's front 
and  side  crash 


Car  and  Driver  praised  the  SRX's  roominess, 
cargo  space,  ride,  handling,  and  engine.  The  Cad- 
dy also  is  the  only  one  of  the  four  tested  with 
optional  third-row  seating. 

Ford  is  preparing  to  introduce  its  own  car- 
based  crossover — a  tall  wagon  called  the 
Freestyle  (originally  named  CrossTrainer) — in 
2004.  And  in  2005,  Mercedes-Benz  will  join  the 
fray  with  the  Grand  Tourer  Sport,  a  wagonlike 
crossover  vehicle  it  first  showed  off  in  prototype 
form  at  last  year's  auto  show  in  Detroit. 

SAFETY  FIRST 

Automakers  are  using  some  of  their  crossover 
vehicles  to  showcase  advanced  safety  features. 

Chrysler's  Pacifica  is  a  good  example.  In  fact, 
DaimlerChrysler  says  it  codenamed  the  vehicle 
"The  Protector"  during  development  to  reflect  an 
intent  of  making  the  vehicle  especially  safe  with 


ver's  knees  during  a  frontal  impact.  Chrysler  says 
the  system,  a  first  for  any  of  its  vehicles,  also 
helps  keep  the  driver  properly  positioned  to 
enhance  the  performance  of  the  seatbelts  and 
steering-wheel-mounted  airbag. 

Most  crossovers  (and  other  vehicles)  are  intro- 
ducing dual-stage  airbags  that  gauge  the  severity 
of  a  crash  as  it's  happening  and  inflate  accord- 
ingly with  full  force  or  more  gently. 

Like  the  Pacifica  and  XC90,  most  crossover 
vehicles  come  equipped  with  front  seatbelt  pre- 
tensioners — systems  that  automatically  cinch 
belts  tightly  in  a  crash  to  hold  occupants  in'place. 
Some  are  fitted  with  electronic  stabilization  sys- 
tems that  give  drivers  more  control  of  their 
vehicles  during  abrupt  emergency  maneuvers. 
These  automatic  systems  cut  engine  power,  apply 
the  brakes  one  wheel  at  a  time,  or  both  to  help 
reduce  the  chance  of  skidding  or  fishtailing. 

Some  crossovers,  notably  the  Cadillac  SRX, 
also  include  a  "panic"  brake  assist  feature  that 
detects  when  you're  stomping  on  the  brake  and 
brings  the  brakes  up  to  full  stopping  power  quick- 
er than  you  could  do  so  yourself.  Safety  experts 
say  such  systems  can  shorten  emergency  stop- 
ping distances  by  several  critical  feet. 

The  SRX  features  GM's  StabiliTrak  active  sus- 
pension  control,  electronically  controlled 
magnetic-fluid  shock  absorbers,  traction  control, 
and  speed-sensitive  power  steering.  Standard 
equipment  for  all  SRX  models  includes  OnStar, 
the  in-car  concierge,  navigation,  news,  and  safe- 
ty system  developed  by  GM's  OnStar  affiliate. 

PUTTING  THE  POWER  DOWN 

Many  crossover  vehicles  reveal  their  automo- 
tive roots  with  standard  front-wheel  drive.  But 
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almost  all  of  them  give  buyers  the  option  of  all- 
wheel-drive  systems  that  automatically  proportion 
power  to  the  front  and  rear  wheels  according  to 
driving  conditions. 

All-wheel  drive  isn't  as  versatile  as  shift-it-your- 
self  four-wheel-drive  systems  for  off-roading.  But 
it  handles  conventional  driving  conditions  better. 
Best  of  all,  all-wheel  drive  requires  no  attention 
and  is  "on"  all  the  time. 

Coupling  all-wheel  drive  with  traction  control — 
an  electronic  system  that  helps  prevent  you  from 
spinning  your  wheels  during  rapid  acceleration 
on  slippery  surfaces — results  in  the  same  kind  of 
all-weather  security  that  consumers  like  about 
4x4  SUVs.  Many  crossovers,  especially  the  prici- 
er ones,  offer  some  form  of  traction  control  as 
standard  equipment. 

Crossovers  also  are  rapidly  becoming  show- 
cases for  another  emerging  technology: 
continuously  variable  transmissions.  As  the  name 
suggests,  CVTs  replace  the  usual  four  or  five  for- 
ward gears  with  a  belt-and-pulley  system  that 
varies  drive  ratios  continuously.  It's  an  old  idea 
that,  in  modern  form,  helps  boost  fuel  economy. 

Among  the  crossovers  offering  CVTs  on  at 
least  some  models  are  the  Nissan  Murano  and 
Saturn  Vue.  The  same  technology  is  scheduled 
for  the  Ford  Freestyle  due  in  2005. 

HYBRIDS  AND  FUEL  CELLS 

For  now,  all  crossovers  sold  in  the  United 
States  get  their  power  from  a  four-,  six-,  or  eight- 
cylinder  gasoline  engine.  But  that  is  will  change 
next  year  when  Lexus  introduces  a  hybrid  gaso- 
line-electric version  of  its  SUV-like  RX  330. 

A  hybrid  powertrain  combines  the  usual  pis- 
ton engine  with  an  electric  motor.  Either  or  both 
power  sources  may  propel  the  vehicle,  depending 
upon  conditions.  Some  hybrids  automatically  shut 
down  the  engine  when  you  stop  for  a  light,  then 
start  it  instantly  when  you  push  on  the  gas. 

Contrary  to  what  most  people  think,  a  hybrid 
vehicles  doesn't  need  to  be  "plugged  in"  to 


recharge.  Such  vehicles  recharge  themselves 
automatically  as  they  are  driven,  so  operating  a 
hybrid  is  exactly  like  driving  a  regular  car. 

A  true  hybrid  system  uses  its  electric  motor 
get  the  vehicle  moving,  then  switches  to  piston 
power  for  cruising.  That  saves  on  fuel  and 
reduces  exhaust  emissions.  During  hard  accel- 
eration, both  power  sources  are  used.  Combining 
the  two  only  when  they're  needed  gives  a  hybrid 
brisk  acceleration — and  30%  better  fuel  economy 
or  more  than  a  gasoline  engine-only  version  of  the 
same  vehicle. 

Farther  out  are  fuel-cell-powered  vehicles.  Fuel 
cells  intrigue  automakers  because  they  emit  zero 
pollution  and  don't  require  petroleum-based  fuel. 

A  fuel  cell  works  like  a  chemical  battery,  com- 
bining hydrogen  and  oxygen  atoms  to  generate 
electricity  directly.  Its  only  "exhaust"  is  water.  The 
electricity  a  fuel  cell  makes  is  used  to  power  a 
motor  than  runs  the  vehicle. 

Automakers  are  testing  fuel  cells  in  a  handful 
of  various  vehicle  types  now.  But  they  don't 
expect  to  produce  fuel-cell  vehicles  in  high  quan- 
tities until  at  least  the  end  of  the  decade.  In  the 
meantime,  there  formidable  technical  hurdles 
loom.  Cost  is  a  big  issue,  as  is  the  question  of 
supplying  the  hydrogen  that  fuel  cells  "burn." 


For  more  information  about  Special  Advertising 
Sections  please  contact:  Stacy  Sass  McAnulty, 
Director,  Worldwide  Special  Advertising  Sections. 
Tel:  212  512-6296.  Email:  stacy_sass-mcanulty 
@businessweek.com 

Bill  Hampton,  who  has  written  about  the  auto 
industry  for  more  than  32  years,  publishes  Auto- 
Beat  Daily,  a  news  digest  about  activities  of  the 
global  auto  industry. 
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Saturn  Vue 
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offering 
continuously 
variable 
transmissions. 
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INNOVATIONS 


New  clues  about 
MS,  and  an  Rx  for 
brain  injuries 

»  Another  reason  to  quit: 
Smokers  are  at  greater  risk  of 
developing  multiple  sclerosis. 
Researchers  at  the  University 
of  Bergen  in  Norway,  reporting 
in  the  journal  Neurology, 
examined  22,312  adults  and 
found  87  cases  of  MS. 
Smokers  were  almost  twice  as 
likely  to  develop  the  disease  as 
people  who  never  took  up  the 
habit.  Each  year  MS  hits  over 
400,000  Americans,  causing 
symptoms  that  can  range 
from  blurry  vision  to  seizures. 


>>  MS  was  also  the  topic  of 
a  report  from  scientists  at  the 
State  University  of  New  York  at 
Buffalo.  They  found  that  the 
mental  and  motor  skills 
impairment  caused  by  the 
illness  is  linked  to  iron 
deposits  deep  in  the  brain's 
neurons.  MS  has  long  been 
thought  to  damage  the  white 
matter  between  the  neurons. 
>>  A  synthetic  form  of  can- 
nabis called  Dexanabinol  won 
fast-track  status  from  the 
Food  &  Drug  Administration 
as  potentially  the  first  drug  for 
traumatic  brain  injury.  The 
ruling  guarantees  that  the 
drug  will  be  reviewed  within 
six  months  of  an  application. 
Developed  by  Pharmos  Corp. 
of  Iselin,  N.J.,  Dexanabinol 
could  reduce  brain  damage  in 
the  hours  after  injury. 

-Catherine  Arnst 


CANCER  TREATMENT 

SLOWING  HAIR  LOSS 
-WITH  ELECTRICITY 


DECADES  AGO,  scientists 
learned  that  mild  pulses  of 
electricity  can  induce  bone 
cells  to  grow  more  bone.  So  if 
a  little  zap  can  help  heal  frac- 
tures, might  it  also  prod  hair 
follicles  to  keep  making  hair? 
The  outlook  is  promising— 
particularly  for  cancer  pa- 
tients likely  to  lose  hair  during 
chemotherapy. 

Since  1987,  Vancouver 
(B.C.)-based  Current  Technolo- 
gy has  been  working  on  a  de- 
vice that  sends  electrical  puls- 
es through  hair  follicles.  If  s 


SEARCH  ENGINES 

WILL  THIS 
MAKE GOOGLE 
GOGGLE-EYED? 

A  NEW  SEARCH  engine  has  the 
potential  to  steal  Google's 
thunder.  The  developers  of 
"Dipsie"  claim  that  when  it 
goes  live  next  July,  the  pro- 
gram will  search  10  billion 
Web  pages,  triple  the  number 
Google  searches. 

There's  an  appetite  for  bet- 
ter results.  Independent  stud- 
ies show  that  50%  of  con- 
sumer searches  don't  find  the 
desired  information.  That's 
largely  because  the  special- 
ized programs  used  by  most 
search  engines  sniff  out  most- 


modestly  effective  at  boosting 
hair  growth— about  the  same 
as  topical  drugs  such  as  Mi- 
noxidil. But  doctors  in  New 
Zealand  got  more  striking  re- 
sults when  they  used  CTC's 
device  on  women  undergoing 
chemotherapy  for  breast  can- 
cer. Twelve  of  13  women  didn't 
experience  the  usual  hair  loss 
from  the  cancer  drugs,  mak- 
ing it  easier  for  them  to  cope 
with  the  other  side  effects  of 
chemotherapy,  reports  lead 
investigator  Dr.  Timothy 
Meakin.  -John  Carey 


ly  "static"  Web  pages.  The 
majority  of  the  Net's  newest 
information,  however,  is  in 
"dynamic"  sites  featuring 
sound,  video,  or  material  cus- 
tomized to  a  surfer's  request. 
Hewlett-Packard  Co.,  for  ex- 
ample, adds  thousands  of  cus- 
tom pages  to  its  site  each  year, 
and  Dipsie  execs  claim  their 
engine  will  connect  users  bet- 
ter than  rivals. 

What's  Dipsie's  secret?  All 
search  engines  use  algebra  to 
prioritize  relevant  items. 
Dipsie  adds  language-based, 
or  semantic,  analysis  to  the 
equation,  sensing  content  and 
context.  So  it  can  figure  out 
whether  "cat"  means  a  cute 
critter  or  Caterpillar.  This  im- 
proves the  odds  for  spot-on 
results.         -Roger  O.  Crockett 


SECURITY 

A  FAKE  OR 
A  GUCCI? 
JUST CHECK 
ITSDNA 

COUNTERFEITERS  CAN  fake  la- 
bels, but  they  can't  copy  DNA. 
With  that  in  mind,  Los  Ange- 
les-based Applied  DNA  Sciences 

is  marketing  a  copy-proof  ink 
containing  an  unusual  ingre- 
dient: engineered  DNA 
strands  that  are  impossible  to 
replicate.  "[DNA  is]  the  most 
complicated  password  on 
earth,"  says  Julia  Hunter,  Ap- 
plied DNA's  director. 

Each  batch  of  genetic  mate- 
rial is  unique,  custom  made  by 
splicing  together  bits  of  DNA 
from  different  plants.  These 
delicate  molecules  are  then 
wrapped  in  resilient  mem- 
branes, which  can  protect 
them  for  more  than  100  years. 
Since  the  compound  is  neither 
corrosive  nor  toxic,  it  can  be 
applied  directly  to  all  kinds  of 
products,  used  in  printed  la- 
bels, embedded  in  tiny  sen- 
sors, and  even  sprayed  on 
food.  Inspectors  can  then  read 
the  marker  by  swiping  it  with 
a  special  reagent  that  changes 
color  in  the  presence  of  this 
particular  type  of  genetic 
material. 

The  Commerce  Dept.  is  try- 
ing out  the  technology  to 
authenticate  American-made 
textiles.  In  the  future,  con- 
tends Hunter,  everyone  from 
fashion  designers  to  electron- 
ics manufacturers  similarly 
could  be  marking  their  brands 
using  nature's  own  code. 

-Arlene  Weintraub 
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We  see  management  a 
little  differently  from  the 
rest  of  the  crowd. 


Not  with  us  it  isn't. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 
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Mega  Plane 

Airbus5  A380  is  the  biggest  superjumbo  ever,  and  airlines  have 
ordered  more  than  120  already.  A  brilliant  leap,  or  a  great  folly? 


HE  TRUCKS  WILL  LUM- 
ber  onto  the  highway 
shortly  before  mid- 
night, a  ghostly  caravan 
of  seven  custom-built 
flatbeds  creeping  along 
a  road  that  has  been 
closed  to  other  traffic 
until  dawn.  Looming  against  the  night 
sky,  the  cargo  will  look  as  immense  and 


BIG  BIRD  A  successful 
A380  will  cement 
the  dominance  of 
Airbus,  which  will 
surpass  Boeing  in 
deliveries  for  the  first 
time  this  year 

■ 


improbable  as  pieces  of  the  Eiffel  Tower 
being  hauled  through  the  French  coun- 
tryside: an  airplane  wing  so  long  it  would 
top  a  nine-story  building  if 
stood  on  end.  Massive  cylin- 
ders of  aluminum  fuselage.  A 
tail  fin  as  big  as  the  wing  of  a 
midsize  jet. 

These  are  the  pieces  of  the 
Airbus  A380,  the  biggest  pas- 
senger plane  ever  made.  Start- 
ing next  April,  the  nighttime 
convoys  will  become  a  routine 
sight  on  the  highway  between 
Bordeaux  and  Toulouse,  in 
southwestern  France.  Sections 
of  the  plane— a  double- 
decker  able  to  carry  more 
than  555  passengers- 
will  travel  first  by 
oceangoing  ferry 
and  barges, 
then  by 
trucks  for 
the  final 


leg  of  the  trip  to  Toulouse.  There,  at  Airbus 
headquarters,  a  factory  the  size  of  16  foot 
ball  fields  stands  ready. 

Construction  of  the 
A380's  wings,  fuselages, 
and  tails  is  already  well 
under  way  in  France, 
Germany,  Britain,  and 
Spain.  The  first  A380  is 
expected  to  roll  off  the 
assembly  line  late  next 
year,  with  its  initial  test 
flight  set  for  early  2005. 
Airbus  is  already  making 
plans  to  show  it  off  at  the 
2005  Paris  Air  Show. 
"I'm  100%  confident 
that  we  will  be  on  sched- 
ule," says  Airbus  CEO 
Noel  Forgeard. 

Plenty  of  aviation  ex- 
perts wondered  if  the 
Europeans  were  making 
a  reckless  gamble  when, 
in  late  2000,  they  an- 


Who's  Buying 
TheA380 

AIRLINE 

NO.  OF 
PLANES 

EMIRATES 

45* 

LUFTHANSA 

15 

QANTAS 

12 

SINGAPORE 

10 

AIR  FRANCE 

10 

FEDEX 

10 

ILFC 

10 

VIRGIN  ATLANTIC 
KOREAN  AIR 

6 

5 

•Includes  43  purchased,  2  leased  from  ILFC 
Data:  Airbus,  airline  companies 
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nounced  plans  to  launch  this  monster.  Af- 
er  all,  the  tab  will  come  to  almost  $13  bil- 
lon before  the  first  A380  enters  service  in 
2006.  What's  more,  to  many  industry 
■sages,  the  era  of  the  jumbo  jet  is  dead: 
Smaller,  nimbler  planes  will  rule.  "We  feel 
very  comfortable  that  we  did  not  pick  a 
big  aircraft  to  be  in  competition  with  Air- 
bus," says  Boeing  Co.  CEO  Philip  M.  Con- 
dit.  "There  may  not  even  be  enough  prof- 
itable market  for  any  manufacturer." 

But  construction  of  the  A380  is  on 
schedule  and  within  budget.  Airlines  in 
Asia,  the  Middle  East,  and  Europe  are  lin- 
ing up  to  buy  the  plane,  which  they  see  as 
key  to  their  long-haul  service  between 
heavily  congested  airports.  Airbus  has 
surpassed  most  analysts'  estimates  by 
chalking  up  121  firm  orders  for  the  A380, 
which  lists  for  about  $250  million.  That's 
nearly  half  the  250  orders  Airbus  says  it 
needs  to  break  even.  No  carrier  has  can- 


celed or  delayed  an  order  for  the  A380. 

If  the  superjumbo  continues  on  this 
course,  the  balance  of  power  in  aviation 
will  shift.  A  successful  A380  would  ce- 
ment the  dominance  of  Airbus,  which  this 
year  will  surpass  Boeing  in  deliveries  for 
the  first  time.  It  would  discredit  the  mar- 
ket knowhow  of  Boeing,  which  maintains 
that  the  key  to  profitability  lies  in  midsize 
aircraft  such  as  the  fuel-efficient  7E7  that 
Boeing  plans  to  put  into  service  in  2008. 

Already,  the  A380  has  effectively  killed 
the  passenger  version  of  the  747,  which 
revolutionized  air  travel  in  the  1970s  by 
lowering  seat-mile  costs  enough  to  make 
foreign  travel  affordable  for  millions. 
Since  2000,  airlines  have  ordered  only  10 
passenger  747s,  and  Boeing  failed  to  find 
any  buyers  for  a  stretch  version  it  pro- 
posed. Airbus  predicts  its  A380— which 
can  fty  621  miles  further  than  the  747— 
will  cost  15%  less  per  seat-mile  to  operate 


by  spreading  out  COStSi  I  much  la 

a  passenger  base.  "Il  will  he  a  huge  value 
driver,"  Forgeard  says. 

BETTING  ON  NEW  TECHNOLOGY 

BUT  IF  AIRBUS  is  betting  wrong,  the 
A380  will  become  a  crushing  burden- 
not  only  on  Airbus  but  also  on  sharehold- 
ers of  the  European  Aeronautics  Defense 
&  Space  Co.  (EADS),  which  owns  80%  of 
the  aircraft  maker.  Major  contractors  and 
suppliers  would  suffer,  too,  since  they 
have  contributed  more  than  $2  billion  to 
development  costs.  European  govern- 
ments also  are  at  risk:  They  have  provid- 
ed $3.5  billion  in  low-interest  loans  for 
the  plane.  Airbus  would  almost  certainly 
stay  in  business.  But  after  betting  so 
much  on  the  A380,  it  wouldn't  be  able  to 
afford  a  new-model  launch  for  a  decade. 

In  building  the  A380,  Airbus  also  is 
placing  a  heavy  bet  on  new  technology. 
Airbus  for  the  first  time  has  created  a 
complete  digital  mock-up  of  the  aircraft, 
incorporating  the  work  of  some  11,000 
engineers  and  giving  managers  a  power- 
ful tool  to  track  the  plane's  development. 
Engineering  specifications  from  the  digi- 
tal mock-up  are  downloaded  directly  to 
production  equipment,  saving  time  and 
reducing  errors.  Some  Airbus  factories  re- 
port that  A380  components  are  being 
produced  with  well  below  half  the  rate  of 
flaws  encountered  on  earlier  planes. 

To  see  how  the  process  works,  visit  the 
factory  in  Broughton,  Wales,  where  the 
first  pair  "of  wings,  each  50  yards  long,  has 
already  been  fastened  into  a  four-story- 
high  scaffolding.  By  the  time  they  leave 
Broughton  early  next  year,  the  wings  will 
have  undergone  thousands  of  hours  of 
work,  including  the  installation  of 
750,000  rivets.  Robotic  gear  moves  up 
and  down  the  huge  pieces  of  metal, 
grinding,  bending,  and  drilling  according 
to  downloaded  specifications.  "Even  five 
or  six  years   ago,   [programming  the 
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components  are 
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equipment]  would  have  been 
done  manually,"  says  Scott 
Coleman,  a  Broughton  factory 
supervisor. 

Financially  Airbus  has 
weathered  the  worst  of  the 
squeeze  caused  by  the  A380 
development.  It  has  kept  its 
promise  to  finance  its  $5.1  bil- 
lion share  of  research  and  de- 
velopment costs  from  cash 
flow  without  commercial  bor- 
rowing. Most  analysts  figure 
Airbus  will  enjoy  a  nice 
bounce  in  operating  earnings, 
once  R&D  spending  tapers. 

The  A380's  backers  also  are 
breathing  easier  about  air- 
ports' ability  to  handle  it.  The 
needed  modifications  are  estimated  to  cost 
$80  million  to  $100  million,  mainly  for  re- 
inforcing taxiway  bridges  and  widening 
runway  shoulders.  That  isn't  peanuts,  but 
it's  modest  compared  with  the  $1  billion 
cost  of  a  new  runway.  The  A380  can  oper- 
ate on  existing  runways.  Its  swept-back 
wings  take  up  only  slighdy  more  horizon- 
tal space  than  a  747s.  "It's  not  a  dramati- 
cally different  kind  of  airplane,"  says 
Richard  F.  Marchi,  senior  vice-president 
for  technical  and  environmental  affairs  at 
Washington  (D.C.)-based  Airports  Coun- 
cil International  North  America. 

GAUGING  DEMAND 

STILL,  PLENTY  OF  questions  remain 
about  the  A380.  Out  of  those  121  orders, 
45  are  bound  for  a  single  carrier,  Emirates 
Airline.  By  some  accounts  the  discounts 
Airbus  has  offered  to 
launch  customers  are 
more  than  30%  off  list. 
Airbus  insists  that  such 
reports  are  exaggerated. 
But  some  analysts 
think  the  discounting 
makes  the  250  break- 
even figure  pure  fantasy. 
"Airbus  could  sell  hun- 
dreds and  still  lose  its 
shirt,"  says  Richard  L. 
Aboulafia,  an  analyst  at 
Teal  Group  Corp.,  a 
Fairfax  (Va.)-based  avi- 
ation consulting  firm. 

The  biggest  question 
is  whether  Airbus  has 
correctly  gauged  long- 
term  demand.  The  Eu- 
ropean planemaker 
predicts  that  over  the 
next  20  years,  airlines 
and  freight  carriers  will 
need    a   minimum    of 
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1,500  more  aircraft  at  leas 
as  big  as  the  747.  Boeing 
though,  says  that  no  mon 
than  320  extra-large  pi 
will  be  sold  as  the  indus 
away  from  hub-and-spoke  net 
toward    direct    flights   betwee 
smaller  airports.  This  fragmentation  i 
the  reason  for  Boeing's  7E7,  a  fuel-effi- 
cient jet  carrying  about  220  passengersj 
intended  to  compete  with  Airbus'  smalle 
widebody,  the  A330.  Boeing  predicts  a 
market  for  2,000  to  3,000  such  planes. 

Boeing's  scenario  certainly  looks  com- 
pelling when  viewed  from  the  U.S., 
where  the  number  of  transatlantic  de- 
partures by  Boeing  747s  dipped  from 
1990  to  2000,  while  departures  by  small- 
er widebodies  such  as  the  Boeing  777  and 
the  Airbus  A340  nearly  tripled.  "We  be- 
lieve more  passengers  are  going  to  want 
to  fry  on  direct  routes  on  midsize  air- 
planes instead  of  to  hubs  on  giant-sized 
airplanes,"  Condit  says. 

Yet  outside  North  America,  the  hub- 
and-spoke  flourishes. 
"In  Asia,  that's  the  only 
way  to  move,"  says 
Chin  Lim,  an  airline  in- 
dustry analyst  at  Mor- 
gan Stanley  in  Singa- 
pore. Indeed,  some 
carriers  hope  the  A3  80 
will  help  them  establish 
major  hubs.  "The  air- 
craft fits  our  strategy 
well,"  says  Korean  Air 
Lines  Co.  Ltd.  CEO  Cho 
Yang  Ho. 

A  chronic  shortage  of 
departure  slots  could 
work  in  the  A380's  fa- 
vor, too.  "The  A380  is 
the  only  way  we  can 
grow  our  business," 
says  Steve  Ridgeway, 
CEO  of  Virgin  Adantic 
Airways,  which  has  only 
2%  of  the  slots  at 
London  Heathrow  Air- 
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port.  It's  buying  six  of  the  superjumbos. 
Some  industry  watchers  say  Boeing  will 
be  forced,  to  offer  a  new  747  to  compete 
with  the  A380.  "Boeing  has  made  some 
serious  mistakes  in  the  past,  but  this  is  the 
biggest  one,"  says  Sandy  Morris,  a  Lon- 
don-based aviation  analyst  at  ABN  Amro. 
That  may  be  overstating  things.  But  Air- 


THE  A380 


bus  has  momentum  on  its  side.  "At  every 

step,  our  confidence  has  grown,"  says  Rob 

Bray,  part  of  a  team  that  began  roughing 

out  the  A3  80  design  more  than  a  decade 

ago.  The  dogfight  is  just  starting.  ■ 

-By  Carol  Matlack  in  Toulouse,  France, 

with  Stanley  Holmes  in  Seattle 

and  bureau  reports 


A  Great  Divide  Between 
Comfort  and  Cattle  Class? 


For  a  taste  of  the  good  life,  stroll 
through  the  first-class  cabin  in 
the  full-size  mock-up  of  the 
A380,  on  display  at  Airbus 
headquarters  in  Toulouse.  Ease 
into  a  butter-soft  leather  reclining  seat. 
Peruse  the  video  library.  Step  into  the 
shower  room  and  finger  the  fluffy  towels. 

Now,  for  a  dose  of  reality,  go  through  a 
door  into  a  vast,  empty  space.  On  the  deck 
above,  there's  a  similarly  cavernous 
expanse.  You're  looking  at  the  economy 
cabins.  Imagine  them  filled  with 
passengers  seated  10  abreast,  and 
you  wonder:  Will  the  A380  give  new 
meaning  to  the  term  "cattle  class"? 

Critics  predict  that  the  A380  will 
be  a  superjumbo-size  turnoff. 
"What's  in  it  for  me  to  sit  on  an 
airplane  with  500  other  people, 
wait  for  my  bags  with  500  other 
people,  check  in  with  500  other 
people?"  Continental  Airlines  chief 
Gordon  Bethune  asked  National 
Business  Travel  Assn.  members 
recently  in  Dallas. 

Even  A380  fans  admit  airlines 
will  have  to  cram  as  many  travelers 
in  as  possible,  to  achieve  the 
needed  economies  of  scale.  "The  airlines 
can't  fill  it  up  with  bowling  alleys  and 
boutiques.  The  real  estate  is  too  expensive," 
says  Tim  Clark,  president  of  Emirates 
Airline,  which  plans  to  operate  45  A380s. 

It's  likely  that  most  airlines  will  devote  a 
good  portion  of  both  A380  decks  to 
economy  class,  with  passengers  sitting  3- 
4-3  across,  the  same  configuration  as  most 
of  Boeing  Co.'s  747s.  Even  so,  the 
superjumbo  could  offer  pleasant  surprises 
to  long-suffering  economy  passengers, 
says  Alexandra  Schaar  of  Egg  &  Dart,  a 
Munich-based  interior  design  firm  that  is 
advising  several  A380  customers.  For 


example,  there  will  be  a  high-ceilinged 
open  space  at  the  rear,  accessible  to 
economy  passengers.  Schaar  says  some 
airlines  will  probably  use  the  area  for  snack 
bars  or  duty-free  shops.  To  make  the 
surroundings  more  pleasant,  she  says 
airlines  are  considering  plexiglas-enclosed 
waterfalls  and  plasma  display  screens  with 
soothing  images  such  as  sunsets. 

Thanks  to  new  composite  materials, 
airlines  could  also  install  seats  with  thinner 
backs,  increasing  the  space  between  rows 


to  34  to  36  inches,  compared  with  30  to  33 
inches  on  most  aircraft  now.  "This  will  be 
coupled  with  audio/video-on-demand 
systems,"  predicts  Anthony  James,  editor 
of  magazine  Aircraft  Interiors  International, 
based  in  Surrey,  England. 

First-class  passengers,  meanwhile,  can 
stroll  to  the  bar,  or  perhaps  to  a  gym  on  the 
lower  deck.  In  fact,  predicts  James:  "The 
A380  could  see  a  super  first  class,  where 
passengers  are  swept  into  private  suites 
akin  to  sleeper  cabins  on  trains."  With  that 
kind  of  treatment,  air  travel  could  start  to 
seem  like  fun  again. 

-By  Carol  Matlack  in  Toulouse 
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Hurdles  on  the  Road 
to  Hog  Heaven 

Can  Harley  expand  output  and  lure  new 
bikers  without  alienating  the  hard  core? 


JEFFREY  L.  BLEUSTEIN 
worries  a  lot.  The  head  of 
Harley-Davidson  Inc.  frets 
about  keeping  the  magic  in 
his  100-year-old  outfit's  po- 
tent brand  name.  He  wor- 
ries because  Harley  has  to 
freshen  up  its  line  of  sleek  dream  ma- 
chines every  year,  without  dulling  its 
long-standing  image  for  stylish,  powerful 
motorcycles.  And  he's  vexed  about  broad- 
ening his  market.  Beyond  the  core  baby 
boomer  customers,  he  wants  to  attract 
more  women,  more  young  buyers,  and 
the  "vertically  challenged" —the  guys, 
says  the  5-ft.-ll-in.  Bleustein,  who  need 
lower  seats  on  their  Harleys.  Lately,  he 
has  had  something  else  to  worry  about: 
his  company's  stock  price.  After  Harley 
said  on  Oct.  15  that  its  2004  production 
targets  would  rise  only  8.9%— one  of  the 
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increases 


in 


lowest 

years— its  share  price  fell 
10%,  to  about  $47. 
The  pessimists,  however, 
are  missing  the  bigger  pic- 
ture. This  is  not  a  demand 
problem,  it's  a  short-term  production 
problem.  Until  Harleys  new  plant  in  York, 
Pa.,  gets  up  to  speed  sometime  in  early 

Easier  Riders 

How  Harley  is 
trying  to  attract 
more  women  and 
other  first-time 
motorcyclists. 


2004,  it  will  be  unable  to  build  enough  < 
its  storied  bikes.  In  addition,  Bleustei 
wants  to  phase  in  changes  carefully,  limi 
ing  them  for  now  to  a  handful  of  model 
People  still  love  Harley  so  much  that  tf 
317,000  bikes  it  will  turn  out  next  year  wi 
be  eagerly  snapped  up.  In  fact,  says  Mar 
Barnett,  a  Harley  dealer  in  El  Paso,  d( 
mand  is  outstripping  supply  so  strongl 
that  most  dealers  can  still  charge  a  prem 
um  for  the  bikes,  despite  a  1%  cut 
Harleys  '04  list  price.  The  top-of-the-lin 
Harley  isn't  cheap,  either:  The  Ultra  Clas 
sic  Electra  Glide,  an  archetypal  Hog,  list 
at  $20,405.  Says  Bleustein,  64,  a  Columbi 
University-educated  PhD  engineer  wh 
once  taught  at  Yale  University:  "We  thin 
there  is  a  lot  of  life  left  in  that  product  line 
as  long  as  we  continue  to  pay  attention." 


A  BROADER  BASE 

HARLEY'S  BIGGEST  PROBLEM  is  one 
pace.  In  anticipation  of  its  centennial  thii 
year,  when  hundreds  of  thousands  fol 
lowed  the  call  of  the  Hog  to  celebration 
nationwide,  the  company  ramped  up  pro 
duction.  The  result:  Sales  jumped  209< 
last  year,  to  $4.1  billion,  while  net  income 
surged  33%,  to  $580.2  million.  Tha 
growth  helped  Harley  climb  to  No.  37  oi 
the  BusinessWeek  50  ranking  of  best-per 
forming  companies.  But  now  it's  th( 
morning  after.  The  company  turned  ou 
enough  special  centennial-year  bikes 
which  it  began  selling  in  mid-2002,  onl} 
by  extending  its  production  year  to  U 
months.  That  will  cut  the  number  of  '0^ 
models,  which  began  rolling  out  the  dooi 
in  September.  Joseph  J.  Yurman,  an  ana 
lyst  at  Bear,  Stearns  &  Co. 
predicts  that  sales  gains 
might  slow  to  14%  this 
year,  even  as  profits  rise 
about  28%.  The  slowdown 
may  really  assert  itself 
next  year,  he  adds,  with 
earnings  rising  just  12%. 
The  slower  growth 
oddly  enough,  also  stems 
from  Bleustein's  efforts  to  broaden  his 
market.  He's  introducing  several  new  fea- 
tures in  '04  models,  and  is  determined  to 
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■  Some  new  bikes  will  have  smaller  handlebar  grips,  an  easier- 
pulling  clutch,  and  lower  seats. 

■  Harley  dealers  are  providing  riders'  education  classes  to  help 
novices  learn  to  ride  and  get  licensed. 

■  Technology  upgrades  such  as  liquid-cooled,  high-powered 
engines  and  lightweight  materials  will  make  bikes  more 
powerful  but  also  less  difficult  to  handle. 

Data:  Harley-Davidson.  BW 
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Others,  an  opportunity  to  triumph. 
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avoid  the  kind  of  quality  problems  that 
plagued  Harley  back  in  1975,  when 
Bleustein  first  came  aboard  as  chief  engi- 
neer. The  upgrades  on  the  four  models  in 
the  Sportster  line,  which  hit  the  market  in 
September,  include  smaller  hand  grips,  a 
lower  seat,  and  an  easier-to-pull  clutch 
lever— all  done  to  lure  women  and  those 
who  aren't  the  grizzled  riders  traditional- 
ly associated  with  Harley.  For  riders  of 
entry-level  Sportsters,  which  start  at 
about  $6,500,  the  changes  simply  make 
for  "a  more  comfortable  ride,"  says  Julie 
Chichlowski,  who  manages  a  Harley 
power-train  plant  in  Wauwatosa,  Wis. 

Bleustein  is  betting  that  the  subtle  de- 
sign changes  won't  turn  off  men  still 
keen  to  work  out  their  midlife  crises  on  a 
pair  of  silvery  wheels.  Harley  ads  won't 
specifically  target  women— no  pictures 
of  soccer  moms  straddling  pink  bikes— 
and  the  bikes  will  still  pack  plenty  of 
power.  But  the  CEO  craves  younger 
riders  and  women  to  offset  its  aging 
customer  base. 
Only  about  9%  of 
Harley's  new  riders 
are  women,  and 
most  buyers  are  in 
their  mid-  to  upper 
40s.  Harley  also 
has  a  three-year- 
old  riders'  educa- 
tion program,  Rid- 
er's Edge,  where 
first-timers  learn  to 
ride  at  its  dealers. 
And  with  his  Buell 
line,  he's  fielding  racing-style  sport 
bikes,  popular  with  twentysomethings 
who  favor  Japanese  makes.  In  all,  there 
are  23  Harley  models  and  five  Buells. 

Once  riders  are  hooked,  Bleustein  bets 
they'll  become  devotees.  Take  JoAnn 
Emmons,  a  Virginia  Beach  (Va.)  insur- 
ance agent  who  began  riding  a  Sportster 
six  years  ago.  At  first  intimidated,  she  now 
commands  a  hefty  1450cc  touring  bike, 
her  third  Harley.  Says  Emmons:  "There 
are  days  when  I  would  just  like  to  sell 
everything  and  do  nothing  but  ride." 

The  bikemaker's  recent  pummeling  on 
Wall  Street  was  exacerbated  by  short-sell- 
ers who  saw  the  stock  as  overvalued  after  a 
summer  runup.  But  other  investors  say 
they  are  comfortable  with  Bleustein's  vi- 
sion. "The  vital  signs  look  fine  to  us,"  says 
Jonathan  Mueller,  an  equity  analyst  at  AIM 
Constellation  Fund,  which  holds  about  3.8 
million  Harley  shares.  Bleustein  says: 
"The  way  you  get  to  the  long  term  is  by 
thinking  long-term."  For  Harley,  there  is 
plenty  of  road  yet  to  cover.  ■ 

-By Joseph  Weber  in  Milwaukee 
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Most 
Harley 
buyers 
are  still 
guys  of 
45  to  50 


"The  most  sweeping  upgrade  to  the 

AOL  software  and  service  in  years." 

-  The  Wall  Street  Journal,  July  31,  2003 

"The  latest  AOL  software  elegantly  incorporates 

more  custom  sign-on  information  features,  new 

communication  options,  added  security  and 

parental  controls,  and  extra  productivity 

and  convenience  features..." 

-  PC  Magazine,  July  31,  2003 


We're  blushing. 


Introducing  AOL-  9.0  Optimized. ..the  amazing  new  upgrade  from  America  Online.  It  has  exciting 
features  such  as  Adaptive  Spam  Filters,  which  remarkably  learn  which  e-mails  you  want  to  get,  and  which 
ones  you  don't,  as  well  as  built-in  e-mail  anti-virus  software  that  automatically  repairs  most  known  e-mail 
viruses.  So,  what  are  you  waiting  for?  See  what  all  the  hype  is  about  by  signing  up  for  AOL  9.0  Optimized  today. 


AAOL  9,0  ) 


A 


Life  needs    rave  reviews. 


,jjM  Must  be  18  or  older;  maior  billing  method  required.  America  Online,  AOL,  the  triangle  design,  and  Running  Man  icon  are  registered  trademarks  of  America  Online,  Inc.  ©  2003  America  Online,  Inc.  All  rights  reserved. 
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FAMILY, 

INC. 

Surprise!  One-third  of  the  S&P  500 
companies  have  founding  families 
involved  in  management.  And  those 
are  usually  the  best  performers 


FOR  WILLIAM  WRIGLEY,  JR.,  THE  40-YEAR-OLD  SCION  OF  A 

century-old  family  business,  the  past  lives  on  inside  the  castle-like 
Chicago  landmark  that  bears  his  name.  His  father,  his  father's  fa- 
ther, and  his  father's  father's  father  before  him  are  the  unseen  force 
powering  Wm.  Wrigley  Jr.  Co.,  a  $2.7  billion-a-year  chewing-gum 
business  that  has  run  rings  around  larger  rivals.  Steeped  in  com- 
pany lore  his  whole  life,  Wrigley  knows  how  his  forebears  nurtured 
the  operation,  handled  challenges,  and  anticipated  problems. 

That  may  be  his  biggest  asset.  With     performance.  Since  1992,  Wrigley  has  re- 


one  eye  on  honoring  the  past,  and  the 
other  on  safeguarding  the  future,  family 
informs  every  decision  CEO  Wrigley 
makes.  Memories  of  expansion  attempts 
temper  his  determination  to  expand  be- 
yond gum  but  to  stick  closely  to  confec- 
tionery. That  determination  to  stay  the 
family  course,  he  says,  is  responsible  for 
the  company's  outstanding  long-term 
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ported  an  average  annual  return  on  as- 
sets of  20.3%,  far  outpacing  Hershey 
Foods  Corp.'s  9.8%  and  the  Standard  & 
Poor's  500-stock  index  average  of  4-5%. 
On  net  income  growth  and  sales  growth, 
it  has  also  trounced  Hershey,  which 
Wrigley  tried  to  buy  last  year.  "The 
family  name  is  on  the  door,"  says 
Wrigley,  who  will  add  the  tide  of  chair- 


man on  Jan.  1.  "It's  more  than  just  a  job." 
Forget  the  celebrity  CEO.  Look  beyond 
Six  Sigma  and  the  latest  technology  fad. 
One  of  the  biggest  strategic  advantages  a 
company  can  have,  it  turns  out,  is  blood 
lines.  BusinessWeek  has  found  that  a  sur- 
prisingly large  share  of  Corporate  Ameri- 
ca—177  companies,  or  a  third  of  the  S&P 
500— have  founders  or  their  families  still 
on  the  scene,  in  most  cases  as  directors  or 
senior  managers.  And,  in  what  may  be 
Corporate  America's  biggest  and  best- 
kept  secret,  they're  beating  the  pants  off 
their  nonfamily-run  rivals. 

That  comes  as  no  surprise  to  American 
University's  Ronald  C.  Anderson  and 
Temple  University's  David  M.  Reeb,  the 
professors  whose  research  prompted  our 
own.  Their  study,  published  in  the  June 
issue  of  The  Journal  of  Finance,  concluded 
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BUILDING  A  FAMILY  CULTURE 


Walgreen 
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Like  many  other  family  companies,  Walgreen  has  a  corporate  culture 
that  values  employee  contributions.  The  company,  whose  founder 
borrowed  $2,000  from  his  father  for  the  downpayment  on  his  first  drug 
store  (on  Chicago's  South  Side),  began  one  of  America's  earliest  profit- 
sharing  plans,  in  the  1940s.  It  was  funded  out  of  his  personal 
life-insurance  policy.  Today,  the  company  contributes  more  than  W  tor 
every  $1  that  employees  invest  in  their  401(k)  plans. 


FOUNDER  Charles  Walgreen,  1901 
HEADQUARTERS  Deerfield,  III. 
SALES  $32.5  billion 


EMPLOYEES  154,000 


BUSINESS  Drugstores 


AVG.  INCOME  GROWTH  (10  YRS.)  16.5% 


Charles  R.  Walgreen  Jr.  and 
under  a  portrait  of  the  founder  and  patriarch 


that  the  performance  of  family  companies 
in  the  S&P  far  outstripped  that  of  non- 
family  companies. 

To  find  out  for  ourselves  how  much 
family  matters  when  it  comes  to  corpo- 
rate performance,  BusinessWeek,  with  the 
help  of  Chicago  executive-search  firm 
Spencer  Stuart,  identified  the  family 
companies  in  the  current  S&P  and 
tracked  their  performance  over  the  past 
decade.  By  and  large,  we  defined  family 
companies  as  those  in  which  the 
founders  or  their  families  maintain  a 
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presence  in  senior  management,  on  the 
board,  or  as  significant  shareholders.  (In 
a  few  of  the  companies  included,  the 
"founders"  actually  acquired  the  compa- 
nies and  substantially  remade  them.)  For 
our  group  of  family  companies,  the  an- 
nual shareholder  return  averaged  15.6%, 
compared  with  11.2%  for  nonfamily 
companies.  Return  on  assets  averaged 
5.4%  per  year  for  the  family  group,  vs. 
4.1%  for  nonfamily  companies.  And  the 
family  outfits  trumped  the  others  on  an- 
nual revenue  growth,  23.4%  to  10.8%, 


and  income  growth,  21.1%  to  12.6%. 
So  what  is  it  that  gives  family  compa- 
nies their  edge?  In  part,  if  s  having  man- 
agers with  a  passion  for  the  enterprise 
that  goes  far  beyond  that  of  any  hired  ex- 
ecutives, no  matter  how  much  they  are 
paid.  That's  especially  true  for  the  more 
than  100  companies  in  our  ranking  that 
still  have  a  founder  on  the  scene,  includ- 
ing such  tech  highfliers  as  Dell,  eBay,  and 
Oracle,  which  came  in  at  Nos.  2, 6,  and  8, 
respectively,  in  our  ranking.  Among  fam- 
ily companies,  these  100  had  the  best  per- 
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irmanec  of  all,  beating  out  nonfbunder 
|  mipanics  by  healthy  margins  on  share- 
holder return  and  growth  in  revenue  and 

■  icome. 
^1'  Youth,  of  course,  also  helps  to  turbo 
harge  performance.  By  definition,  if  a 
Hinder  is  still  involved,  the  company  has 
)  be  fairly  young.  Many  of  the  founder 
ompanies  in  our  ranking  have  soared  to 
le  tops  of  their  fields  because  they 
rought  to  market  important  products, 
?chnologies,  or  services— and  starting 
rom  a  smaller  base,  they're  able  to  rack 
p  sizable  percentage  gains.  But  while  a 
andful  of  outfits  run  by  founders  lofted 
ur  numbers  sharply  upward,  they  don't 
Dtally  account  for  the  family  edge.  Take 
if  ut  the  10  best-performing  founder-run 
utfits,  and  the  remaining  family  compa- 
ies  nevertheless  handily  beat  the  non- 
amily  group  on  all  four  performance 
pleasures. 

That  founder  advantage,  however,  may 
liminish  over  time— as  it  has  at  Nord- 
trom  (No.  148)  and  Campbell  Soup 
No.  129)— as  later  generations  lose  the 
fire  in  the  belly"  that  inspired  the  origi- 
lal  entrepreneur,  succumb  to  squabbles, 
>r  head  companies  that  simply  grow  too 
»ig  to  sustain  double-digit  growth.  Or 
hey  may  simply  run  short  of  manage- 
ment talent,  as  seems  to  have  been  the 
tase  at  No.  172-ranked  Motorola  Inc., 
vhere  CEO  Christopher  B.  Galvin,  grand- 
on  of  Motorola's  founder,  recently  an- 
lounced  his  departure.  During  the  last 
talf  of  his  seven-year  tenure,  the  compa- 
ty  lost  80%  of  its  market  value.  Still,  at 
ompanies  where  the  founder  has  passed 
he  torch  to  a  new  generation— generally 
he  oldest  and  mbst  mature  outfits  in  our 
$roup— the  median  performance  beat  or 
natched  the  nonfamily  companies  in  all 
bur  of  our  categories.  The  average  per- 
brmance  beat  the  nonfamily  group  in  re- 
urn  on  assets  and  was  within  a  point  or 
wo  on  the  other  three  measures. 

Plenty  of  companies  with  long  family 
pedigrees  did  even  better.  No.  74-ranked 
vVrigley,  where  later  generations  have 
^uilt  on  the  accomplishments  of  the  past, 
s  a  good  example.  Another  is  the  Mc- 
jraw-Hill  Companies,  parent  corpora- 
don  of  BusinessWeek.  Led  by  Harold  W. 
VlcGraw  III,  great-grandson  of  the 
bunder,  the  No.  73  ranked  company  beat 
Jie  nonfamily  average  on  three  out  of 
four  measures. 

It  may  seem  odd,  in  an  era  of  vagabond 
.apital  in  which  investors  restlessly 
search  for  the  Next  Big  Thing,  that  one  of 
the  biggest  indicators  of  success  lies  so 
:lose  to  home.  But  in  fact,  a  lot  of  the  cor- 
porate highs  and  lows  of  the  past  decade 


A  LASERLIKE  FOCUS 


Wrigley 

William  Wrigley  Jr.  arrived  in  Chicago  in  1891  to  sell  his  father's  soap.  He  had 
$32  in  his  pocket.  Later,  he  switched  to  chewing  gum.  Ever  since,  the  family 
has  concentrated  on  that  product  line-a  formula  that  has  generated  a 
20.3%  return  on  assets  over  the  past  10  years.  CEO  William  Wrigley,  Jr.,  the 
founder's  great-grandson,  wants  to  move  into  other  candy,  such  as 
chocolate.  But  the  lesson  from  his 
forebears  is  not  to  stray  too  far  afield. 


FOUNDER  William  Wrigley  Jr..  1891 


HEADQUARTERS  Chicago 


SALES  $2.7  billion 


came  down  to  whether  or  not  top  execu- 
tives and  their  boards  kept  their  focus  on 
the  core  enterprise.  Unlike  nonfamily 
CEOs  whose  holdings  are  limited  to  stock 
received  as  pay— which  is  often  quickly 
converted  to  cash— many  families  own 
tens  or  even  hundreds  of  millions  of 


ALL  IN  THE  FAMILY 


The  177  family  companies  in  the 

S&P  500  far  outperformed  nonfamily 

companies  over  the  past  10  years. 

Companies  where  a  founder  is  still 

around  did  even  better. 


JO 


PERCENT 


INCOME  GROWTH 


jttl: 

FOUNDERS         FAMILIES  NONFAMILY 

All  ligures  are  annual  averages 

Data:  SpencerStuart.  Standard  &  Poor's  COMPUSTAT. 
BusinessWeek 


shares  that  provide  a  "huge  economic  in- 
centive to  pay  attention,"  says  American 
University's  Anderson.  "Someone  is 
minding  the  store  here." 

There  are  other,  more  subtle  advan- 
tages that  successful  family  companies 
enjoy.  For  starters,  there's  the  motivation 
provided  by  a  legacy.  Brought  up  with  a 
sense  of  family  history  stretching  back 
generations,  CEOs  such  as  Wrigley  have  a 
keen  desire  to  expand  and  improve  what 
they've  inherited  before  passing  it  on  to  a 
new  generation,  as  well  as  a  reflexive  will- 
ingness to  put  corporate  interests  before 
personal  ones.  With  tight-knit  family 
leaders  at  the  top,  decision-making  can  be 
easier  and  faster,  allowing  family  compa- 
nies to  pounce  on  opportunities  others 
might  miss.  Their  often  paternalistic  cor- 
porate cultures  may  lead  to  lower 
turnover  and  development  of  managerial 
talent.  And  unlike  outside  CEOs,  family 
chief  executives  know  that  their  families 
are  in  it  for  the  long  haul,  making  them 
more  likely  to  reinvest  in  the  business. 

Family  companies  thrive  even  though 
they  break  a  lot  of  cherished  rules,  espe- 
cially when  it  comes  to  corporate  gover- 
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nance.  Some  boards  are  packed  with  fam- 
ily members  and  other  insiders  who  may 
have  cushy  side  deals  with  the  company. 
Others  may  include  great  friends  of  the 
family  who  serve  for  years,  inviting 
charges  of  cronyism.  But  in  practice,  such 
connections  can  help  directors  serve  ad- 
ditional roles,  as  mentors,  sounding 
boards,  advisers,  and  spotters  of  up-and- 
coming  family  talent.  Family  members 
also  tend  to  be  proactive  directors,  ac- 
cording to  those  who  study  governance. 
When  conflicts  erupt,  there's  a  mecha- 
nism to  resolve  them  that  nonfamily  com- 
panies don't  have:  the  collective  desire  of 
family  members  to  maintain  unity  and 
preserve  their  wealth. 

Family  influence  can  sometimes  work 
against  success.  Family  feuds,  such  as  the 
one  that  wracked  Campbell  Soup  in  the 
late  1980s,  while  infrequent,  can  be  dev- 
astating. The  insularity  of  family  outfits 
sometimes  breeds  an  apparent  disregard 
for  outside  shareholders  verging  on  con- 
tempt—Exhibit A  being  founder  John 
Rigas  of  Adelphia  Communications  Corp. 
and  Michael  and  Timothy,  his  sons,  who 
are  waiting  to  stand  trial  over  charges  of 
fraud  at  the  company.  CEO  succession  is 
often  chaotic,  with  families  either  failing 
to  groom  successors  or  unwilling  to  show 
an  underperforming  family  member  the 
door.  "That's  the  tragic  impact  of  having 
families  in  leadership,"  says  Michael 
Treacy,  a  former  Massachusetts  Institute 
of  Technology  professor  who  consults 
with  family  businesses.  "In  many  cases, 
they  don't  get  to  choose  their  manage- 
ments. They  sire  them." 

But  to  a  great  extent,  the  companies  in 
our  survey  overcame  the  limitations  of 
family  ownership.  BusinessWeek  identified 


QUICK  DECISION-MAKING 


Clear  Channel 

When  an  investor  reneged  on  buying  a  San 
Antonio  radio  station,  investment  banker 
Mays  teamed  up  with  car  dealer  McCombs 
to  scoop  it  up  themselves.  Clear  Channel 
has  since  grown  to  more  than  1,200 
stations,  with  a  speed  of  decision-making 
made  possible  by  the  unusual  cohesion  of 
its  shareholders,  management,  and  board, 
which  includes  two  of  Mays's  sons. 

FOUNDERS  LLowry  Mays, 

B.J.  "Red"  McCombs,  1972 

HEADQUARTERS  San  Antonio 

SALES  $8.4  billion 

EMPLOYEES  41,800 

BUSINESS  Radio,  entertainment, 
outdoor  advertising 
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AVG.INCOME  GROWTH  (10YRS.)  67% 

several  ingredients  that  contribute  to  their 
performance.  Not  all  are  qualities  unique 
to  such  enterprises,  of  course.  But  they  do 
go  far  to  explain  why  it  helps  to  have  some- 
one at  the  helm— or  active  behind  the 
scenes— who  has  more  than  a  mere  pay- 
check and  the  prospect  of  a  cozy  retire- 
ment at  stake.  Here  are  the  five  key  factors: 

1.  BORN  TO  LEAD 

WORK  AT  A  COMPANY  from  your 
teenage  years,  or  before,  and  you're 
bound  to  gain  a  sense  of  it  that  outsiders 
simply   can't   match.   Combine   those 


and  Randall  vyith  Lowry. 
Above  is  dad  in  the  70s 


years  of  experience  with  oft- repeated  ad 
vice  from  an  elder,  throw  in  the  respon 
sibility  for  one's  family  fortune  and  a 
drive  to  surpass  an  elder's  accomplish 
ments,  and  you  get  a  potent  resume  for 
a  CEO. 

At  No.48-ranked  Cintas  Corp.,  a 
Cincinnati  company  that  rose  to  become 
a  giant  in  the  business  of  providing  uni- 
forms for  everything  from  refinery  work- 
ers to  casino  staff,  Chairman  Richard  T. 
Farmer  has  built  a  powerhouse  by  draw- 
ing on  the  legacy  of  his  father  and  grand- 
father. Forty-five  years  ago,  Farmer 
duked  it  out  with  his  father  over  whether 
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For  Some,  a  Year  of  Scandal 

Family  involvement  is  no  guarantee  against  controversy.  Some  recent  cases  include: 


ADELPHIA 
COMMUNICATIONS 

September, 
2002: 
Founder 
John  Rigas 
(left)  and 
sons 

Michael  and 
Timothy  are 
accused  of  looting  the 
company  of  hundreds  of 
millions  of  dollars.  They 
have  pleaded  not  guilty. 


QWEST 

September,  2002: 
New  York  Attorney 
General  Eliot  Spitzer 
alleges  founder  Philip 
Anschutz  got  millions  in 
hot  IPOs  from  the 
Salomon  Smith  Barney 
unit  of  Citigroup,  which 
sought  investment- 
banking  business. 
Anschutz  returned  $4.4 
million  but  did  not  admit 
or  deny  wrongdoing. 


CAMPBELL  SOUP 

February,  2003:  The 
company  agrees  to  pay 
$35  million  to  settle  a 
class  action  alleging  that 
it  artificially  boosted  sales 
and  profits  in  the  late 
1990s  by  using  sham 
shipments  of 
soup.  The 
company  did 
not  admit 
or  deny 
misconduct. 


RITE  AID 

June,  2003:  Former 
Chairman  and  CEO  Martin 
L.  Grass,  son  of  founder 
Alex  Grass,  pleads  guilty 
to  conspiracy  charges 
over  the  company's 
accounting  practices. 
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MARTHA  STEWART 
LIVING  0MNIMEDIA 

June,  2003:  Founder 
Martha  Stewart  is 
charged  by  federal 
prosecutors  with 
securities  fraud  and 
obstruction  of  justice 
related  to  her  sale  of  stock 
in  ImClone  Systems  Inc. 
Stewart  resigned  as 
chairman  and  CEO.  She 
pleaded  not  guilty;  her 
trial  will  start  in  January. 
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expand  into  uniforms  from  the  busi- 
ss  of  reclaiming  and  cleaning  industri- 
rags.  He  won  and  turned  Cintas  into  a 
.3  billion-a-year  rocket  whose  net  in- 
me  and  revenues  have  jumped  nearly 
fold  in  the  past  decade.  Farmer  and 
ott,  his  son,  who  became  CEO  in  July, 
ce  extraordinary  care  with  the  busi- 
ss— attending  to  details,  such  as  uni- 
•m  fabrics,  that  many  a  nonfamily  CEO 
ght  delegate  to  an  underling.  "This 
siness  would  strike  most  people  as 
etty  mundane,"  says  Dale  Anderson, 
investment  adviser  at  Steginsky  Capi- 
LLC  in  Princeton,  N.J.,  whose  clients 
m  Cintas  shares.  "But  it  just  takes  your 
eath  away  to  see  the  kind  of  care  they 
ve  for  it." 

For  an  even  more  dramatic  example  of 
nily  ties  paying  off,  consider  Comcast 
irp.,  the  $19  billion-a-year  cable  giant 
at  came  in  at  No.  118  in  our  rankings. 
:o  Brian  L.  Roberts,  the  only  one  of  five 
>berts  children  working  in  the  business 
eir  father  Ralph  J.  founded  in  1963, 
irned  it  working  for  his  dad:  installing 
ble  in  the  summers,  selling  HBO  sub- 
riptions  door  to  door,  and  managing 
e  company's  Trenton  (N.J.)  system  after 
hool.  Brian  calls  his  father  "my  closest 
nfidant,  my  mentor." 
Indeed,  the  dealmaking  skills  the  elder 
)berts  taught  his  son  have  landed  Com- 
st  a  place  at  the  table  for  some  of  the 
ggest  cable  deals  of  the  past  decade. 
)berts  the  elder  has  been  a  relentless 
ider.  But  Brian,  who  took  over  as  presi- 
nt  in  1990,  has  ratcheted  up  the  wheel- 
g  and  dealing,  capped  by  a  $47.5  billion 
keover  of  AT&T  Broadband  last  year.  In 
st  eight  years,  Roberts  catapulted  Com- 
st  from  the  nation's  No.  3  cable  outfit  to 
3. 1.  And  he  has  done  so  while  retaining 
sizable  family  stake.  During  negotia- 
ms  over  AT&T  Broadband,  the  Robert- 
s  resisted  pressure  to  trim  their  bi% 
■ting  stake  to  20%,  holding  out  for  a 
(%  position.  Their  argument:  As  long  as 
ey  deliver  for  shareholders,  their  per- 
ntage  shouldn't  matter. 

:.  QUICK  DECISIONS 

UVIILY  CORPORATIONS,  when  run  by  a 
w  tight-knit  family  members,  can  al- 
ost  always  move  far  faster  than  corpo- 
te  bureaucracies.  Indeed,  that's  one  of 
e  great  advantages  of  family  ownership, 
iys  John  A  Davis,  who  chairs  a  families- 
-business  program  at  Harvard  Business 
:hool.  Says  Davis:  "Their  hearts  are  en- 
lged  in  what  they're  doing." 
A  case  in  point:  Clear  Channel  Com- 
unications  Inc.,  No.  29  in  our  rankings. 


LAVINS 

Howard 
and  Carol 
Lavin 
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with  her 
parents 


GOVERNANCE  THAT  WORKS 


Alberto-Culver 

Family  companies  win  no  prizes  from  governance  gurus.  But  one  thing  they 
have  in  abundance  are  well-invested  directors  who  care  deeply  about 
protecting  their  own  fortunes.  The  Lavin  family  acquired  a  West  Coast  beauty 
supply  outfit  in  1955  and  discontinued  more  than  100  products  to  focus  on 
Alberto  V05  Conditioning  Hairdressing.  The 
company,  now  run  by  CEO  Howard  Bernick, 
recently  added  two  independent  directors. 


FOUNDER  Blaine  Culver,  1950  (est.) 


HEADQUARTERS  Melrose  Park,  III. 

SALES  $2.7  billion 

EMPLOYEES  16,900 

BUSINESS  Hair-  and  skin-care  products 
AVG.  INCOME  GROWTH  (10  YRS.)  13.6% 

When  Mark  P.  Mays  joined  his  dad,  L. 
Lowry  Mays,  full-time  at  the  San  Antonio 
radio  outfit  in  1989,  it  boasted  just  16  sta- 
tions. Today,  the  company  owns  more 
than  1,200  radio  stations,  along  with  36 
TV  stations.  In  10  years,  it  has  posted  in- 
come growth  averaging  67%  a  year,  the 
third-fastest  profit  growth  among  all 
family  companies.  A  big  part  of  the  rea- 
son, says  the  younger  Mays,  the  compa- 
ny's president  and  chief  operating  officer, 
is  that  "we  have  always  stressed  speedy 
decision-making." 

Just  how  fast  does  Clear  Channel 
move?  After  persuading  Hicks,  Muse, 
Tate  &  Furst  Inc.,  the  major  owner  of  sev- 
eral hundred  radio  stations  at  AMFM  Inc., 
to  sell  out  to  them  in  late  1999,  the  Mays 
team  had  a  signed  $23-5  billion  deal  in 
little  more  than  five  days.  "Once  we  had 
the  ability  to  move,  we  moved  like  light- 
ning," says  Mark  Mays. 

That  fast  growth  has  made  Clear 
Channel  something  of  a  whipping  boy  in 
the  debate  over  media  concentration. 
Clear  Channel  has  been  blamed  for  ho- 


C0MMITTED 

The  family 
has  a  stake 
in  the 
company 
worth  $700 
million 


mogenizing  the  airwaves  and  has  been 
criticized  for  using  their  stations  as  a  bull- 
horn for  the  Mayses'  conservative  Repub- 
lican stances.  Mark  Mays  says  the  attacks 
haven't  even  disturbed  family  dinners— 
although  he  admits  that's  chiefly  because 
his  mother,  Peggy,  bars  all  business  talk  at 
the  table. 


3.  BREEDING 
LOYALTY 

FAMILY  COMPANIES  demand  a  lot  of 
their  employees— but  they  often  give 
plenty  back.  By  doing  so,  they're  fre- 
quently able  to  win  their  employees'  loy- 
alty, which  can  pay  off  later  in  reduced 
turnover  and  higher  productivity.  They 
often  are  leaders  in  providing  benefits 
such  as  day  care  and  scholarships  for  the 
children  of  workers,  profit-sharing,  and 
even  old-fashioned  fixed  pensions,  in- 
stead of  riskier  defined-contribution 
plans.  Most  important,  they're  more  apt 
to  resist  layoffs  in  a  downturn.  "Family 
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Introducing  the  new  Microsoft  Office  System. 

Ten  offices,  seven  countries,  one  impossible  deadline? 
No  problem.  Not  when  you're  equipped  with  innovations 
that  allow  you  and  your  team  to  collaborate  more  securely  in 
real-time— all  from  within  familiar  Microsoft'  Office  programs. 
Yes,  this  is  the  stuff  of  legend.  Discover  how  to  have  your 
own  great  moments  at  microsoft.com/greatmoments 


j   A- 


<■*  <LZ> 


Microsoft*  . 

Office 


ii 


SPECIAL  REPORT 


firms  see  employees  as  a  long-term  re- 
source," says  John  L.  Ward,  co-director  of 
the  Center  for  Family  Enterprises  at  the 
Kellogg  School  of  Management  at  North- 
western University.  "They  just  believe  it's 
the  right  way  to  go." 

J.  Willard  Marriott,  who  went  from 
running  an  A&W  root  beer  stand  in  1927 
to  building  the  foundation  for  today's 
sprawling  global  hotel  chain,  urged  his 
managers  to  "find,  hire,  and  train  good 
employees  and  treat  them  like  your 
family."  That  philosophy  endures  today 
with  his  son,  CEO  J.  Willard  Marriott  Jr. 
Instead  of  indulging  in  deep  payroll  cuts 
during  the  recent  three-year  downturn 
in  the  hospitality  business— which  is 
largely  responsible  for  Marriott  Interna- 
tional Inc.'s  poor  showing  at  No.  140  in 
our  ranking— he  limited  layoffs  to  less 
than  1%  of  the  company's  North  Ameri- 
can lodging  workforce.  Hours  were 
trimmed,  but  he  maintained  health-care 
benefits,  extending  them  even  to  people 
working  as  few  as  18  hours  a  week  in 
the  year  following  the  September  11  at- 
tacks. Says  Marriott:  "When  they  come 
to  work  in  the  morning,  we  want  them 


to  know,  'Hey,  we're  glad  you're  here.' " 
Does  it  pay  off?  Consultants  who 
study  Marriott  say  its  way  with  employees 
results  in  -lower  turnover,  better  customer 
service,  and  higher  profitability.  In  the 
past  decade,  the  $8.4  billion-a-year  com- 
pany has  managed  to  increase  its  income 
by  an  average  of  12.6%  a  year,  nearly  dou- 
ble the  rate  of  rival  Hilton  Hotels  Corp., 
ranked  No.  135. 

Respecting  employees  and  fostering 
loyalty  among  them— quaint  as  the  no- 
tions seem  today— are  ideas  often  passed 
down  through  generations.  At  No.  49- 
ranked  Walgreen  Co.,  founder  Charles  R. 
Walgreen  Sr.  made  his  company  one  of 
the  first  to  offer  profit  sharing,  in  the 
1940s— directing  his  son  to  use  the  pro- 
ceeds from  his  life-insurance  policy  to 
fund  it.  Today,  Walgreen  is  a  generous 
contributor  to  employee  401(k)  plans, 
chipping  in  more  than  $3  for  every  $1 
contributed  by  workers.  And  fourth-gen- 
eration scion  Kevin  P.  Walgreen,  a 
42-year-old  company  vice- 
president,  still  cites  his  great- 
grandfather's  boast  whenever 
he   signed   up   a   promising 
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Training  new  leaders  is  a  challenge  for  any  company.  But  at  many 
family  outfits,  potential  leaders  have  the  benefit  of  years  of  tutelage 
under  the  watchful  eye  of  their  elders.  That's  the  case  at  Cintas, 
where  Farmer  has  drawn  on  the  legacy  of  his  father  and  grandfather 
in  transforming  their  rag-reclamation  business  into  a  uniform-sales 
powerhouse.  Farmer  and  Scott,  his  son,  attend  to  mundane  details 
that  others  would  hand  off. 


FOUNDER  Richard  I  Farmer,  1968 
HEADQUARTERS  Cincinnati 

SALES  $2.7  billion 
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EMPLOYEES  27,000 


BUSINESS  Uniform  rentals  and  sales 
AVG.  INCOME  GROWTH  (10  YRS.)  18.7% 


young  prospect:  "He  would  mention  tcj 
my  great-grandmother,  'I  hired  someone| 
smarter  than  me  today.' " 

4.  INVESTING  IN 
GROWTH 

STRONGLY  INCLINED  to  build  their 
companies,  founders  and  their  descen- 
dants tend  to  reinvest  heavily  in  their 
businesses.  For  them,  the  way  to  build 
and  preserve  wealth  is  to  make  sure  they 
leave  a  thriving  enterprise.  In  2002,  61% 
of  the  family  companies  in  the  S&P  500 
paid  dividends,  versus  77%  of  the  non- 
family  companies.  In  fact,  the  typical  S&P 
500  family  company  plowed  $617.8  mil- 
lion back  into  research  and  development 
last  year,  $79  million  more  than  its  non- 
family  counterpart.  "The  tendency  is  to 
reinvest  in  the  business,"  says  Colin  C. 
Blaydon,  director  of  the  Center  for  Private 
Equity  &  Entrepreneurship  at  Dartmouth 
College's  Tuck  School  of  Business. 
"They  see  themselves  as  being  able  to 
develop  their  own  wealth  that  way." 

Whether  if  s  geographic  expansion, 
R&D,  or  conquering  new  markets, 
founder  or  family  companies  such  as 
Gap  (No.  56),  Micro- 
soft (No.  14), 
and  DuPont 
(No.  133)  are  not  shy 
about  stoking  the 
growth  furnace  with  cash. 
But  few  have  sunk  as  much 
money  into  growth  as  No.  62- 
ranked  Wal-Mart  Stores  Inc.  The 
Walton  family  presides  over  a  com- 
pany that  in  15  years  has  quadru- 
pled the  number  of  outlets,  to 
more  than  4,700,  and  boosted 
sales  twentyfold,  to  $244.5  billion. 
But  to  the  family,  devoted  to  the 
legacy  of  the  late  founder,  "Mr. 
Sam"  Walton,  the  chain  may  nev- 
er be  big  enough.  Rather  than 
press  for  huge  dividends— which, 
after  a  recent  hike,  now  total  about 
$1.5  billion  a  year  for  all  sharehold- 
ers—they will  spend  a  staggering 
$11.5  billion  on  capital  projects  this  fis- 
cal year,  up  from  $9.4  billion  in  2002. 
Says  Chairman  S.  Robson  "Rob"  Wal- 
ton: "We're  still  a  growth  company." 
Even  with  38%  of  the  stock  and 
two  seats  on  the  board,  Walton's 
heirs  don't  think  in  terms  of  how 
much  cash  Wal-Mart  throws  off  for  them 
each  quarter.  Instead,  the  Waltons  take 
the  role  of  "patient  capital,"  making  sure 
growth  will  come  over  time.  "We  view  it 
really  more  as  a  trust,  or  as  a  legacy  that 
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PASSION  FOR  REINVESTMENT 


Wal-Mart 


Once  a  J.C.  Penney  management 
trainee,  Walton  opened  his  first 
Walton's  Five  &  Dime  in  Bentonville, 
Ark.,  in  1950.  He  started  the  first  Wal- 
Mart  Discount  City  in  Rogers,  Ark.,  12 
years  later.  Today,  with  more  than 
4,700  stores,  the  heirs  to  Sam 
Walton's  legacy  are  not  about  to  slow 
down.  Wal-Mart  plans  to  spend  $11.5 
billion  this  year  to  build  more  units. 

FOUNDER  Sam  Walton,  1962 

HEADQUARTERS 

Bentonville,  Ark. 

SALES  $244.5  billion 

EMPLOYEES  1.4  million 

BUSINESS  Retail 

AVG.  INCOME  GROWTH  (10  YRS.)  15.0% 

we're  responsible  for,  rather  than  some- 
thing we  own,"  says  board  member  John 
Walton.  This  paid  off,  he  says,  in  the  mid- 
1990s,  when  Wal-Mart  was  being  pun- 
ished on  Wall  Street  for  spending  heavily 
on  new  supercenters.  With  the  family's 
backing,  management  stayed  the  course 
and  felt  less  susceptible  to  market  whims. 


5.  NO  ABSENTEE 
LANDLORDS 

BY  CURRENT  GOVERNANCE  standards, 
which  emphasize  independent  directors 
and  watchdog  boards,  there  is  no  short- 
age of  "bad"  boards  among  family  com- 
panies. At  No.  114-ranked  Brown- For- 
man  Corp.,  a  distiller,  five  Brown  family 
members  sit  on  the  board  and  own  74% 
of  the  Class  A  shares.  And  at  No.  164- 
ranked  Ford  Motor  Co.,  descendants  of 
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Rob,  now 
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says:  "We  are 
still  a  growth 
company" 


founder  Henry  Ford— including  CEO 
William  Clay  Ford  Jr.  and  two  former 
company  executives  who  now  serve  as 
consultants  with  six-figure  salaries— oc- 
cupy three  of  the  14  board  seats.  Two  oth- 
er company  executives  also  sit  on  the 
board,  for  a  total  of  five  insiders. 

Some  governance  experts,  however, 
now  say  that  the  very  characteristics  that 
give  family  boards  low  marks  in  gover- 
nance may  also  give  some  a  competitive 
edge.  Large  personal  and  financial  stakes 
in  the  company's  future  give  family  direc- 
tors something  many  independent  direc- 
tors lack:  a  powerful  incentive  to  hold 
management  accountable— and  the  clout 
with  which  to  do  so.  With  their  intimate 
knowledge  of  the  company  gleaned  from 
years  of  dinner-time  conversations,  many 
are  as  knowledgeable  as  management 
about  its  inner  workings.  And  at  compa- 
nies where  family  members  occupy  both 


J 

low 


IttiniD 
idesce 

topi 


board  seats  and  management  positions 
there  is  frequently  a  basic  agreement  on 
the  most  pressing  issues.  "A  tight-knit 
group  of  very  intelligent  people  can  be 
very  beneficial,"  says  Ira  Millstein,  a  New 
York  lawyer  who  has  advised  companies 
on  governance.  "It  runs  well  because 
everybody  is  involved  in  maintaining  the 
integrity  of  their  own  fortune." 

Where  some  shareholders  see  family 
boards  as  incestuous,  others  see  owners  10  0 
deeply  committed  by  blood  and  money  to  npm 
the  company's  welfare.  At  Alberto-Culver  ptif) 
Co.,  No.  84  in  our  scoreboard,  a  $2.7  bil 
lion-a-year  consumer-products  company, 
no  one  can  accuse  the  family  in  charge  of 
not  having  skin  in  the  game.  Indeed,  the 
family's  nearly  $700  million  stake  repre 
sents  the  "vast  majority"  of  its  wealth, 
says  CEO  Howard  B.  Bernick,  son-in-law  m£ 
of  the  83-year-old  patriarch,  Leonard  H. 
Lavin.  Lavin  has  been  chairman  for  near- 
ly half  a  century.  His  wife,  Bernice  E. 
Lavin,  and  their  daughter,  Carol  L.  Ber 
nick,  both  sit  on  the  board,  along  with 
CEO  Bernick,  Carol's  husband. 

Bernick  says  the  stock  holdings  repre 
sent  a  huge   responsibility— one   thatlo-sta 
weighs  heavily  in  virtually  every  decision 
he  makes.  He  often  finds  himself  taking 
off  his  CEO  hat  to  assume  the  role  of 
shareholder.  Concerned  about  too  much  iut  jud 
insularity  on  the  board,  he  has  added  two 
new  independent  directors  in  the  past  15 
months.  On  acquisitions,  he  has  been 
known  to  renegotiate  terms  aggressively 
when  circumstances  warrant  it.  He  sus 
pects  a  nonfamily  CEO  with  a  lesser  stake 
would  be  less  diligent.  "I  don't  consider  it 
company  money,"  Bernick  says.  "I  feel 
that  I'm  playing  with  my  own  money." 

And  that,  in  the  end,  may  be  the  reason 
companies  like  Alberto-Culver  succeed. 
By  maintaining  a  huge  personal  and  fi- 
nancial stake  in  the  long-term  health  of 
their  companies,  the  controlling  families 
have  every  incentive  to  give  them  the  at- 
tention they  demand.  It  isn't  surprising 
that  family  connections  confer  a  special 
advantage.  With  a  legacy  to  live  up  to  and 
pass  on,  family  managers  just  seem  to  be 
motivated  to  work  a  whole  lot  harder. 
Turns  out  that  extra  sense  of  commitment 

something  that  stock  options  and 


is 


eight-figure  salaries  just  can't  buy. 

-By Joseph  Weber  in  Chicago  and  Louis 
Lavelle  in  New  York,  with  Tom  Lowry  in 
New  York,  Wendy  Zellner  in  Dallas,  Amy 

Barrett  in  Philadelphia,  and  bureau  reports 


BusinessWeek  online 


For  the  complete  list 
of  177  family  companies  and  interviews 
with  some  of  their  chief  executives,  go  to: 
www.  busi  nessweek.com/magazi  ne/extra .  htm 
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DEFINING  FAMILY 

rlow  did  BW  come  up  with  its  list?  Sometimes  it  wasn't  easy 


O     DETERMINE     HOW     FAMILY 

ompanies  stack  up,  we  first  needed  to 
dentify  what  a  family  company  is.  Our 
;efinition:  any  company  where  founders 
>r  descendants  continue  to  hold  positions 
a  top  management,  on  the  board,  or 
mong  the  company's  largest  stockhold- 
rs.  To  start,  we  asked  two  scholars 
/hose  work  provided  the  impetus  for  our 
esearch— Ronald  C.  Anderson  of  Ameri- 
ian  University  and  David  M.  Reeb  of 
emple  University— to  help  us  identify 
amily  companies.  Then,  with  the  help  of 
■pencer  Stuart,  we  examined  regulatory 
ilings,  company  Web  sites,  and  corporate 
listories.  The  result:  We  found  177  fami- 
/  companies  in  the  Standard  &  Poor's 
00-stock  index  as  of  July,  2003. 

Sometimes  it  wasn't  so  simple.  Where 
sunders  owned  stock  but  were  not  in- 
olved  in  day-to-day  operations,  we  used 
>ur  judgment,  taking  into  account  the 


size  of  the  stake.  We  included  companies 
without  founders  or  descendants  present, 
if  either  had  been  active  for  the  bulk  of 
our  study  period.  And  where  new  compa- 
nies emerged  from  mergers,  spin-offs,  or 
other  unusual  circumstances,  we  consid- 
ered each  on  a  case-by-case  basis.  The 
Sulzberger/Ochs  family,  for  example,  has 
controlled  The  New  York  Times  Co.  for 
more  than  100  years.  Even  though 
Adolph  S.  Ochs  bought  the  paper  rather 
than  founded  it,  we  nonetheless  consid- 
ered it  a  family  company. 

To  make  sure  we  didn't  just  pick  up 
short-term  fluctuations,  we  compared  the 
performance  of  family  and  nonfamily 
companies  over  a  10-year  period,  1992  to 
2002.  This  allowed  us  to  examine  a  uni- 
verse of  current  companies,  though  it 
meant  that  we  ignored  companies  that 
may  have  fallen  out  of  the  S&P  500 
through  poor  performance.  We  used  data 


from  S&P's  Compustat  database  to  rank 
companies  in  four  equally  weighted 
measures:  total  shareholder  return,  re- 
turn on  assets,  income  growth,  and  sales 
growth.  The  data  do  not  reflect  restate- 
ments. Shareholder  returns  are  as  of  June 
30.  All  other  data  are  as  of  the  end  of  each 
company's  most  recent  fiscal  year, 
through  March. 

Since  not  all  of  the  family  companies 
have  been  public  for  the  full  10  years,  we 
did  not  have  the  same  amount  of  data  for 
each.  Where  we  had  seven  or  more  years' 
worth  of  data,  but  less  than  10,  we  used  it. 
Finally,  where  company  losses  in  the  first 
or  last  year  of  the  study  made  it  impossi- 
ble to  calculate  a  10-year  compound  an- 
nual growth  rate  for  income,  we  noted 
that  with  an  "NC"  in  the  income  column 
and  ranked  those  companies  as  if  they 
had  the  lowest  income  growth  of  all  the 
companies  in  the  scoreboard. 


ANK    COMPANY/TICKER 


10-YEAR 
AVERAGE 
ANNUAL 
SHAREHOLDER 
RETURN 


10-YEAR 
AVERAGE 
ANNUAL 
RETURN 
ON  ASSETS 


10-YEAR 
AVERAGE 
ANNUAL 
INCOME 
GROWTH 


10-YEAR 

AVERAGE 

ANNUAL 

SALES 

GROWTH 


FAMILY  CONNECTION 


1 

Apollo  Group*  APOL 

66.5 

16.2 

54.7 

29.9 

2 

Dell  DELL 

59.8 

14.5 

35.5 

33.2 

3 

Bed  Bath  & 
Beyond  BBBY 

30.9 

14.5 

34.2 

32.7 

4 

Maxim  Integrated 
Products  MXIM 

32.0 

17.4 

34.2 

28.0 

5 

Concord  EFS  CE 
eBay*  EBAY 

27.5 

10  4 

42.1 
245.1 

40.5 

6 

81.9 

5.0 

285.1 

7 

KLA-Tencor  KLAC 

26.8 

9.6 

46.5 

26.5 

8 

Oracle  ORCL 

25.7 

24.8 

32.2 

20.2 

9 
0 

Starbucks  SBUX 
Altera  ALTR 

23.1 

7.8 

48.6 
23.0 

42.8 

30.3 

13.0 

21.5 

0 

Best  Buy  BBY 

36.7 

7.1 

41.1 

29.2 

2 

Mercury 
Interactive  MERQ 

24.5 

5.5 

53.7 

57.2 

3 

Guidant*  GDT 

34.0 

12.2 

'    31.4 

16.9 

Founder  and  ex-professor  John  G.  Sperling  is  chairman.  Peter  V.  Sperling,  his  son,  is  senior 
v-p  and  director.  Apollo  offers  academic  degrees  to  working  adults. 

Founder  Michael  S.  Dell  has  been  at  the  helm  since  1984,  guiding  the  computer  maker 
during  a  period  of  dizzying  growth.  He  owns  11.6%  of  the  shares. 

Co-founders  and  co-chairmen  Warren  Eisenberg  and  Leonard  Feinstein  own  5.6%  of  the 
household  products  retailer  and  are  still  hands-on  managers. 

Founder  John  F.  Gifford  is  chairman,  president,  and  CEO  of  this  company,  which  makes 
chips  for  computers,  telecom,  and  medical  equipment. 

Co-CEO  Dan  M.  Palmer  founded  a  company  acquired  by  this  transactions-processing 
outfit.  His  half-brother,  daughter,  and  son-in-law  work  there,  too. 

Sure,  CEO  Meg  Whitman  runs  the  online  auction  site.  But  founder  Pierre  M.  Omidyar 
is  still  chairman  as  well  as  a  strategist  and  cheerleader. 

KLA  Co-founder  Kenneth  Levy  is  chairman  of  the  chip-equipment  company.  Director  Lida 
Urbanek  was  married  to  the  founder  of  Tencor,  which  merged  with  KLA. 

Co-founder  Lawrence  J.  Ellison  is  chairman  and  CEO,  and  owns  a  fourth  of  the  database- 
software  supplier.  In  2001  he  got  $706  million  in  option  gains. 

Howard  Schultz,  chairman  and  chief  strategist  for  the  coffee  giant,  bought  the  company  in 
1985  and  set  it  on  a  path  of  explosive  growth.  He  owns  4.1%. 

Co-founder  Paul  Newhagen  is  a  director  of  the  company,  which  makes  programmable 
chips  for  computers,  phones,  and  cars. 

Founder  Richard  M.  Schulze  is  chairman  of  the  board  and  owns  a  16.6%  stake  in  the 
consumer  electronics  retailer. 

Co-founder  Amnon  Landan  is  chairman,  president,  and  CEO  of  this  company,  which  makes 
products  to  ensure  software  quality  and  performance. 

The  Eli  Lilly  spin-off,  which  makes  defibrillators  and  pacemakers,  was  founded  by  CEO 
Ronald  W.  Dollens  and  non-executive  Chairman  James  M.  Cornelius. 


(arming  based  on  sewn  to  nine  years  ot  performance  data  NOnot  calculable  due  to  losses  in  (irst  or  last  year  of  study. 
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14 

Cardinal  Health  CAH 

25.5 

6.0 

42.1 

•38.5 

Founder  Robert  D.  Walter  and  Matthew  D.,  his  son,  serve  on  the  health-care  services 
company's  board  of  directors. 

|  Mo 
Dmki 

14 

Microsoft  MSFT 

25.1 

12.8 

26.5 

24.0 

William  H.  Gates  III,  the  co-founder,  is  chairman  and  chief  software  architect  and  owns 
11.6%  of  the  Windows  monolith. 

|  famil) 
Stores 

16 

PeopleSoft  PSFT 

25.0 

5.4 

43.8 

51.0 

Co-founder  David  A.  Duffield  is  chairman  and  owns  9.2%  of  the  enterprise-software 
maker.  Michael,  his  son,  and  Michelle,  his  daughter,  are  on  staff. 

i  Calpm 

17 

Medtronic  MDT 

28.2 

13.7 

22.4 

19.2 

Co-founder  Earl  Bakken  is  director  emeritus  and  still  takes  part  in  activities  at  the  medical 
devices  company. 

i  Wei 

18 
19 

Jabil  Circuit  JBL 
Paychex  PAYX 

33.6 
29.6 

5.6 

26.9 

35.2 
19.2 

William  D.  Morean,  son  of  co-founder  William  E.  Morean,  is  chairman.  Jabil  provides 
electronic  manufacturing,  distribution,  and  repair  services. 

Founder  and  Chairman/CEO  B.  Thomas  Golisano  started  the  payroll-services  company 
with  $3,000.  He  ran  for  NY.  governor  in  2002  and  lost.  He  owns  10.6%. 

M 

8.4 

30.8 

Cinta 

20 

AutoNation  AN 

27.3 

2.3 

50.9 

67.8 

The  nation's  largest  auto  retailer  was  created  by  entrepreneur  H.  Wayne  Huizenga. 
He  sits  on  the  board  and  owns  4.6%. 

1  Walgr 

21 

Linear 
Technology  LLTC 

25.1 

18.3 

23.0 

15.7 

Founder  Robert  H.  Swanson  Jr.  is  chairman  and  CEO.  The  company  makes  analog  chips  ' 
used  in  cell  phones,  computers,  and  consumer  electronics. 

1  Siebe 
Syste 

22 

Watson 
Pharmaceuticals  WPI 

14.6 

8.4 

47.6 

42.8 

This  drug  company  produces  generic  versions  of  Prozac,  Vicodin,  and  Zantac. 
Co-founder  Allen  Chao  is  chairman  and  CEO. 

Founder  John  F  Donahue  and  sons  J.  Christopher  and  Thomas  R.  are  directors  of  the 
investment  management  company.  The  family  owns  all  voting  shares. 

EMC 

23 

Federated 
Investors*  FN 

16.2 

23.1 
3.2 

57.0 

45.8 

NC 

14.1 
39.8 
179.6 

!  fen 

23 
25 
26 

Qualcomm  QCOM 
NVIDIA*  NVDA 
Staples  SPLS 

26.1 

The  wireless  communications  outfit  is  run  by  co-founders,  Chairman/CEO  Irwin  M.  Jacobs; 
two  sons  are  top  execs.  Co-founder  Adelia  A.  Coffman  is  a  director. 

The  founders  of  this  graphics-software  outfit  are  CEO/President  Jen-Hsun  Huang, 
Chief  Technical  Officer  Curtis  R.  Priem,  and  V-P  Chris  Malachowsky. 

Founder  Thomas  G.  Sternberg  stepped  down  as  CEO  but  remains  as  a  hands-on  chairman 
seeking  new  niches  in  office  supplies  and  services. 

1  AutoZ 

58.1 
20.6 

9.0 
5.9 

1  Equit) 
Resid 

39.4 

29.4 

i  frank 
Reso 

27 

Stryker  SYK 

27.1 
48.9 

8.0 

21.9 

20.2 
73.8 
58.9 

Ronda  E.  Stryker,  granddaughter  of  the  founder,  is  a  director  and  controls  a  24%  stake  in 
the  company,  which  makes  replacement  joints  and  other  medical  products. 

Mark  Leslie,  who  salvaged  the  data-storage  company  from  the  wreckage  of  computer- 
maker  Tolerant  Systems,  is  a  board  member. 

i  GapC 

i»»        on 

CM            CM 

Veritas  Software  VRTS 

Clear  Channel 
Communications  CCU 

-9.5 

55.0 

1  Amer 

Conv 

32.1 

0.1 

67.0 

Founder  L.  Lowry  Mays  is  chairman  and  CEO,  and  founder  B.J.  McCornbs  is  a  director 
of  this  radio-station  giant.  Mays's  two  sons  have  top  jobs  as  well. 

1  HCA 

29 

Dollar  General  DG 

20.4 
18.1 
16.7 
20.3 

10.7 
9.7 

22.2 
23.2 

20.8 

Cal  Turner  Jr.,  the  third  generation  to  lead  the  discount  retailer,  stepped  down  as  chairman 
in  June.  He  still  controls  13.5%  of  the  shares. 

1  first 

31 

Jones  Apparel 
Group  JNY 

25.8 

Sidney  Kimmel,  who  acquired  the  Jones  Apparel  division  of  W.R.  Grace  &  Co.  in  1975,  is 
chairman  of  the  clothing  retailer. 

1  Equifc 
Props 

32 

Biogen  BGEN 

13.3 

14.6 

17.9 
16.6 

25.0 
15.8 

Two  founders,  Phillip  A.  Sharp  and  Kenneth  Murray,  remain  on  the  pharmaceutical 
company's  board  of  directors. 

Founder  Dane  A.  Miller  is  CEO  of  the  health-care  company  and  sits  on  its  board  with 
co-founders  Niles  Noblitt,  Jerry  Ferguson,  and  M.  Ray  Harroff. 

Brothers  Mitchell  P.  and  Steven  M.  Rales,  who  founded  the  toolmaker  in  1984,  own  a 
combined  21.9%  of  the  stock  and  sit  on  the  board.  Steven  is  chairman. 

Co-founder  Kenneth  G.  Langone  is  lead  independent  director  and  a  large  shareholder 
of  the  home-improvement  chain. 

Only  one  of  the  four  founding  brothers  remain  at  the  drug  company:  Chairman/CEO 
Jefferson  J.  Gregory. 

h 

33 

Biomet  BMET 

!  W 

Store 

33 

Danaher  DHR 

24.0 
13.5 
25.8 

7.3 

30.0 

17.0 

i  Apart 

ill] 

35 
36 

Home  Depot  HD 

King 
Pharmaceuticals*  KG 

11.7 

26.0 

23.3 

1  Yahot 

8.2 

NC 

96.6 

i  Elili 

37 
38 

Robert  Half 
International  RHI 

Boston  Scientific  BSX 

26.2 
24.2 
39.4 

13.4 
5.1 

-6.8 

24.1 

Harold  M.  Messmer  Jr.,  who  took  this  staffing-services  company  public,  is 
chairman,  president,  and  CEO. 

Co-founders  of  the  medical-devices  company,  Peter  M.  Nicholas  and  John  E. 
Abele,  are  chairman  and  director,  respectively.  Combined  family  ownership:  20.2%. 

lllino 

u 

20.7 

24.9 

1  New 
lime. 

38 

Network 
Appliance*  NTAP 

6.2 

NC 

66.9 

Founders  David  Hitz  and  James  K.  Lau  are  executive  vice-presidents.  The  company 
sells  network  storage  systems. 

1  Quint 
Trans 

40 
41 

Intuit  INTU 

Univision 
Communications*  UVN 

23.5 
22.1 

2.9 
3.8 

29.5 

32.1 

Scott  D.  Cook  is  co-founder  and  chairman  of  the  board's  executive  committee.  He  owns 
8.3%  of  the  software  maker. 

Founder  A.  Jerrold  Perenctiio  is  chairman/CEO  of  the  Spanish-language  media  giant. 
A  son  is  a  director.  Founder  Emilio  Azcarraga  Jean  is  vice-chairman. 

'  Mere 

29.2 

28.3 

1  Chart 
finan 

42 

MBNA  KRB 

25.4 

3.2 

26.2 

24.4 

Its  board  includes  Founder/CEO  Charles  M.  Cawley,  plus  the  wife  and  son  of  the  late 
AlfredLerner,  who  took  the  credit-card  company  public.  His  estate  owns  12%. 

Apac 
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!     Analog 
Devices  ADI 

Family  Dollar 
Stores  FDO 

Calpine*  CPN 
Intel  INTC 

Adobe  Systems 

ADBE 

I     Cintas  CTAS 

I     Walgreen  WAG 

l     Siebel 

Systems*  SEBL 

EMC  EMC 
Fiserv  FISV 
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Equity 
Residential*  EQR 
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Resources  BEN 

Gap  GPS 


American  Power 
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HCA  HCA 
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Wal-Mart 

Stores  WMT 
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Yahoo!  YHOO 


i     Eli  Lilly  LLY 

i     Illinois  Tool 
Works  ITW 

New  York 
Times  NYT 
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Transnational*  QTRN 

'     Meredith  MDP 
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Financial  CF 

Apache  APA 
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5.1 
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16.9 
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NC 
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The  company,  which  sells  chips  lor  cars  and  computers,  was  founded  by  Ray  Stata. 
He  remains  as  chairman. 

Founder  Leon  Levine  retired  as  chairman  of  the  discount  store  chain  in  January  but 
remains  as  chairman  emeritus.  Howard  R.  Levine,  his  son,  is  chairman/CEO. 

Two  founders  sit  on  the  board  of  the  power-plant  operator-CEO  Peter  Cartwright  and 
Vice-Chairman  Ann  B.  Curtis-and  two  others  are  in  management. 

Founders  Andrew  S.  Grove  and  Gordon  E.  Moore  are  chairman  and  chairman  emeritus, 
respectively,  of  the  chipmaker.  Moore  owns  2.7%.  Grove  owns  less  than  1%. 

The  software  maker's  board  has  been  co-chaired  by  co-founders  John  E.  Warnock  and 
Charles  Geschke  since  1997. 

Richard  T.  Farmer  branched  out  into  uniform  rentals  from  his  family's  rag-reclamation 
company.  He  is  chairman,  and  Scott  D.  Farmer,  his  son,  is  CEO. 

Charles  R.  Walgreen  III,  descendant  of  the  founder,  is  chairman  emeritus  of  the  drug- 
store chain.  Kevin  P.  Walgreen,  his  son,  is  a  vice-president. 

Founders  Thomas  M.  Siebel  and  Patricia  A.  House  are  chairman/CEO  and  vice- 
chairman/v-p  of  the  customer-management  software  outfit.  Siebel  owns  11.2%. 

Two  directors,  John  R.  Egan  and  W.  Paul  Fitzgerald,  are  related  to  Richard  J.  Egan, 
co-founder  of  the  data-storage  systems  company. 

Leslie  Muma,  one  of  two  execs  who  formed  the  info-tech  company  in  a  1984  merger,  is 
CEO.  The  other,  George  Dalton,  left  in  2000. 

Founder  Joseph  R.  Hyde  III  is  a  member  of  the  auto-parts  retailer's  board  of  directors. 

Samuel  Zell  is  founder  and  chairman  of  this  REIT,  the  nation's  No.  1  apartment  owner 
in  sales. 

CEO  Charles  B.  Johnson  and  Vice-Chairman  Rupert  H.  Johnson  Jr.  are  founder's  sons. 
The  investment  adviser's  president,  v-p,  and  a  director  are  related. 

Husband-and-wife  founders  Donald  G.  and  Doris  F.  Fisher  and  son  Robert  J.  Fisher  are 
directors.  Along  with  a  second  son,  they  are  large  stakeholders. 

Three  founders  have  served  for  more  than  two  decades  on  the  power-equipment 
company's  board:  Emanuel  E.  Landsman,  Neil  E.  Rasmussen,  and  Ervin  F.  Lyon. 

One  of  the  hospital  operator's  founders,  Thomas  F.  Frist  Jr.,  is  chairman  emeritus  and  a 
member  of  the  board. 

Henry  C.  Duques,  who  took  the  company  public  3s  an  American  Express  spin-off  in  1992, 
retired  as  CEO  last  year  but  remains  a  director. 

After  serving  a  one-year  stint  as  interim  CEO,  founder  Samuel  Zell  is  chairman  of  the 
company,  the  largest  office  REIT  in  the  U.S. 

Chairman  and  noted  philanthropist  Peter  B.  Lewis  is  the  son  of  Joseph  Lewis,  who 
co-founded  the  insurance  company  in  1937. 

Descendants  of  founder  Sam  Walton  are  chairman  and  director  at  the  discounter-and 
own  nearly  1.7  billion  shares.  A  brother-in-law  is  senior  v-p. 

Two  of  this  REIT's  founders  still  serve  on  its  board— Chairman/CEO  Terry  Considine 
and  Vice-Chairman/President  Peter  Kompaniez. 

The  Internet  portal's  founders  are  active:  Jerry  Yang  is  a  director  and  strategist,  David  Filo 
builds  the  technology.  They  own  a  combined  14.6%  of  the  shares. 

Eli  Lilly  II  is  on  the  board  that  runs  the  Lilly  Endowment,  which  owns  14.1%  of  the 
pharmaceutical  company. 

Harold  B.  Smith,  grandson  of  the  founder,  is  a  retired  officer  but  remains  a  director. 
The  Smith  family  owns  12%  of  the  industrial  conglomerate. 

Four  relatives  of  Adolph  S.  Ochs,  who  bought  the  newspaper  for  $75,000  in  1896,  are 
directors,  including  Chairman  Arthur  Sulzberger  Jr.  He  owns  4.7%. 

Dennis  Gillings,  who  founded  the  contract  research  company  in  1982.  is  chairman. 
Shareholders  voted  on  Sept.  25  to  let  Gillings  take  the  company  private. 

E.T.  Meredith  III,  grandson  of  the  media  company's  founder,  recently  died.  But  his  daughter 
sits  on  the  board,  and  the  family  owns  a  large  stake. 

Charles  J.  Koch,  grandson  of  founder  Charles  F  Koch,  is  chairman/CEO.  John  D.Koch,  his 
brother,  is  executive  v-p  and  director  at  the  bank  holding  company. 

Since  1979,  Raymond  Plank  has  been  chairman  of  the  board  of  the  gas-and-oil  exploration 
company  he  founded.  Roger,  his  son,  is  CFO. 


■  line  years  ot  performance  data.  NC=not  calculable  due  lo  losses  in  first  or  last  year  ot  study 
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SPECIAL  REPORT 


RANK 

COMPANY/TICKER 

10-YEAR 
AVERAGE 
ANNUAL 
SHAREHOLDER 
RETURN 

10-YEAR 
AVERAGE 
ANNUAL 
RETURN 
ON  ASSETS 

10-YEAR 
AVERAGE 
ANNUAL 
INCOME 
GROWTH 

10-YEAR 
AVERAGE 
ANNUAL 
SALES 
GROWTH 

FAMILY  CONNECTION 

71 

Pulte  Homes  PHM 

15.3 

4.8 

19.9 

•   18.5 

Founder  William  J.  Pulte,  who  sold  his  first  home  at  18,  is  chairman  of  the  nation's 
largest  homebuilder  and  owns  17.4%  of  its  shares. 

73 

McGraw-Hill  MHP 

18.1 
15.0 

8.6 
20.3 

14.2 
10.5 

8.9 
7.9 

Three  family  members  are  at  the  info/media  company:  Chairman,  President,  and  CEO  Harold 
W.  McGraw  III,  Chairman  Emeritus  Harold  W.  McGraw  Jr.,  and  director  Robert  R  McGraw. 

President  and  CEO  William  Wrigley  Jr.  is  the  great-grandson  of  the  man  who  started 
the  confections  company.  He  owns  21%  of  the  common  stock. 

74 

Wm.  Wrigley  Jr.  WWY 

75 

Automat''  Data 
Processing  ADP 

12.0 

7.6 

15.7 

17.4 

Founder  Henry  Taub  is  a  member  and  honorary  chairman  of  the  board  at  one  of  the 
largest  independent  computing  services  companies  in  the  world. 

76 

Carnival  CCL 

14.2 

10.1 

13.7 

11.5 

Heirs  to  the  cruise  line's  founder  include  CEO  Micky  Arison.  They  own  shares  representing 
32%  of  the  voting  power. 

77 

Nike  NKE 

15.7 

10.9 

7.3 

10.5 

Philip  H.  Knight,  who  co-founded  the  sneaker  and  athletic  apparel  giant  in  1962,  is 
chairman/CEO.  He  owns  80%  of  the  Class  A  shares. 

1 

77 

Paccar  PCAR 

20.0 
18.3 

5.0 
4.2 

19.0 
22.4 

10.2 
11.2 

Descendants  of  the  truckmaker's  founder  include  Chairman/CEO  Mark  C.  Pigott  and  his 
uncle,  director  James  C.  Pigott. 

Founder  Frederick  W.  Smith  is  chairman,  CEO,  and  president  ot  the  package-delivery 
outfit— and  owns  7.3%  of  its  shares. 

79 

FedEx  FDX 

80 

TellabsTLAB 

15.1 

11.6 

NC 

17.7 

Michael  J.  Birck,  who  co-founded  the  communications-equipment  company  in  1975,  is 
chairman  and  CEO. 

r 

81 

Countrywide 
Financial  CFC 

Leggett  & 
Piatt  LEG 

14.4 
10.3 
14.6 
15.8 

1.9 

19.6 

29.5 

Angelo  R.  Mozilo,  who  co-founded  the  financial-services  company  in  1969,  is  chairman, 
CEO,  and  president. 

82 

8.4 
5.2 
7.5 

14.1 

13.8 

Chairman  Emeritus  Harry  M.  Cornell  Jr.  is  grandson  of  the  furniture-parts  company's 
co-founder.  Cornell's  son-in-law,  Lance  G.  Beshore,  is  a  v-p. 

CEO  Eugene  M.  Isenberg  and  director  Martin  J.  Whitman  acquired  a  controlling  stake  in 
a  company  that  was  absorbed  into  this  oil-and-gas  drilling  outfit. 

Leonard  H.  Lavin,  who  transformed  a  beauty  supply  shop  into  a  consumer-products 
giant,  sits  on  the  board  with  his  wife,  daughter,  and  son-in-law. 

83 

Nabors 
Industries  NBR 

13.6 
13.6 

17.7 
9.3 

M 

Alberto-Culver  ACV 

84 

AmerisourceBergen* 

ABC 

Devon  Energy  DVN 
Cendant  CD 

24.0 
7.6 
4.0 

2.0 
2.2 
1.9 

NC 
15.0 

34.2 

The  pharmaceutical  distributor's  chairman,  Robert  E.  Martini,  is  the  son  of  Emil  Martini  Sr., 
who  founded  predecessor  Bergen  Drug  in  1947. 

86 

50.9 

John  W.  Nichols  and  J.  Larry,  his  son,  founded  the  oil-and-gas  exploration  and  production 
company  in  1971.  John  is  chairman  emeritus;  Larry  is  chairman. 

il 

87 

33.8 

34.3 

The  real  estate  and  travel  services  company  is  run  by  Henry  R.  Silverman,  one  of  its  two 
founders.  He  owns  4.2%  of  the  shares. 

I 

88 

Medlmmune  MEDI 

27.6 

-13.1 

NC 

51.8 

i 

Founder  Wayne  T.  Hockmeyer  is  chairman  of  the  company,  whose  drugs  help  prevent 
infectious  diseases.  John,  his  son,  is  a  product  manager  in  marketing. 

89 
90 

Compuware  CPWR 
Office  Depot  ODP 

4.8 

8.3 

11.3 

19.3 

The  departure  of  Thomas  Thewes  leaves  one  co-founder  at  the  software  and  professional 
services  outfit:  Chairman/CEO  Peter  Karmanos  Jr. 

ft 

2.2 

4.9 

23.5 

20.7 

Former  Chairman/CEO  David  1.  Fuente,  who  took  the  office-supply  retailer  public  in  1988, 
remains  as  director. 

91 

Simon  Property 
Group  SPG 

Kinder 
Morgan  KMI 

10,3 

1.4 

35.8 

18.8 

Founders  Melvin  and  Herbert  Simon  are  co-chairmen  of  the  largest  publicly  traded 
retail  REIT  in  North  America.  David,  Melvin's  son,  is  CEO. 

Co-founder  Richard  D.  Kinder  is  chairman/CEO  of  this  energy  company.  Michael  C.  Morgan 
son  of  co-founder  William  V.  Morgan,  is  president  and  director. 

92 

15.6 

2.2 

31.8 

10.0 

93 

Synovus  Financial 

SNV 

17.2 

1.7 

19.6 
12.4 

14.5 
9.3 

Two  descendants  of  founder  W.C.  Bradley  are  directors  of  the  financial-services  company: 
William  B.  Turner  and  Elizabeth  C.  Ogie. 

Thomas  M.  Bloch,  son  of  co-founder  Henry  Bloch,  is  a  member  of  the  board  of  directors 
of  the  tax-preparation  company. 

August  A.  Busch  III,  the  brewer's  chairman,  owns  7.7  million  shares.  One  son  is  his 
executive  assistant;  another  runs  domestic  brewing  operations. 

Founders  James  D.  Sinegal  and  Jeffrey  H.  Brotman  are  CEO  and  chairman  of  the 
membership  warehouse  chain.  Michael,  Sinegal's  son,  is  a  v-p  in  Japan. 

94 

H&R  Block  HRB 

12.0 

8.4 

95 
96 
97 

Anheuser-Busch  BUD 

Costco 
Wholesale  COST 

Chiron  CHIR 

18.1 

10.5 

6.9 

1.8 
10.6 

14.9 
10.6 

6.0 
1.0 

11.2 
28.9 

21.0 

Co-founders  of  the  biotech  company,  William  J.  Rutter  and  Edward  E.  Penhoet,  are 
chairman  emeritus  and  director,  respectively. 

98 

Sun 

Microsystems  SUNW 

Becton, 
Dickinson  BDX 

17.5 
16.0 

7.4 

NC 

13.3 

Co-founder  Scott  G.  McNealy  is  chairman,  CEO,  and  president  of  the  network-equipment 
manufacturer.  McNealy  owns  2%  of  the  company. 

Henry  P.  Becton  Jr.,  grandson  of  co-founder  Maxwell  Becton,  sits  on  the  board  of  directors 
of  the  medical-devices  maker. 

99 

8.1 

9.1 

5.5 

100 

Southwest 
Airlines  LUV 

11.7 

6.4 

10.2 

12.5 

Co-founders  Herbert  D.  Kelleher  and  Rollin  W.  King  are  chairman  and  director,  respectively, 
at  the  low-cost  airline.  Kelleher  owns  1.1%  of  the  company. 

•Ranking  based  on  seven  to  nine  years  of  performance  data.  NC=not  calculable  due  to  losses  i 
Data:  Spencer  Stuart,  Standard  &  Poor's  Compustat  database.  SEC  filings,  corporate  histories 

1  first  or  last  year  of  study. 
Hoover's  Handbook.  BusinessWeek  research 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY: 

THE  AMERICAN  DREAM. 
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Finance  Mutual  Funds 


As  mutual-fund  abuses  mount,  regulators 
and  lawmakers  promise  tough  new  rules 


OR  DECADES,  THE  MUTU- 
al-fund  industry  used  its 
squeaky-clean  record  as  a 
shield  against  new  rules 
and  congressional  scrutiny. 
But  with  the  fund-trading 
scandal  spreading  through- 
out the  industry,  that  defense  falls  flat. 
Lawmakers  and  state  and  federal  regula- 
tors are  now  itching  to  overhaul  the  in- 
dustry, in  the  same  way  they  put  Corpo- 
rate America  through  the  reform  wringer 
last  year. 


Coming  soon:  tough  new  rules  from 
the  Securities  &  Exchange  Commission,  a 
round  of  klieg-light  hearings  on  Capitol 
Hill,  and  maybe  even  far-reaching  legis- 
lation similar  to  the  Sarbanes-Oxley  Act 
that  followed  the  2002  plague  of  corpo- 
rate scandals.  Says  SEC  Commissioner 
Harvey  J.  Goldschmid:  "This  industry 
generally  says,  'Leave  it  to  us.'  I  think 
we're  past  that  now.  We've  got  to  be  a  lot 
more  aggressive  in  protecting  investors." 

Regulators  are  alarmed  by  the  extent  of 
the  abuses.  In  reviews  of  88  fund  compa- 


nies controlling  90%  of  the  industry's  $7 
trillion  in  assets,  the  SEC  found  that  half 
allowed  at  least  one  large  investor  to  en- 
gage in  market-timing— a  practice  where- 
by investors  buy  fund  shares  at  outdated 
prices  and  then  sell  them  a  day  or  two  lat- 
er. Though  market-timing  isn't  always  il- 
legal, it  cuts  the  returns  of  long-term 
shareholders.  And  by  allowing  only  cer- 
tain investors  to  engage  in  the  practice, 
funds  may  be  violating  securities  laws. 

A  study  by  fund  consultants  Lipper 
Inc.  shows  that  shares  in  almost  a  quarter 
of  126  international  funds  changed 
hands  completely  in  the  previous  12 
months— a  strong  sign  of  market-timing. 
The  scandal  is  also  enmeshing  insurance 
companies  selling  variable  annuities, 
policies  that  let  investors  pay  their  premi- 
ums to  mutual  funds.  The  SEC  is  probing 
whether  insurers  enforced  their  own 
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les  against    market-tim- 

g.  "The  problem  isn't  lim- 

d  to  a  firm  here  or  a  per- 

n     there,"      says     SEC 

itoreement  Director     apprOaCHing 

ephen  M.  Cutler.  "We  are 

lding        a        disturbing 

nount  of  misconduct."  P£lP"P"r  1"0  <\C\ 


With  an 
election 


the  GOP  is 


Regulators  also  are  un- 
Lvering  more  instances  of    QCClSlVClV 

Ite  trading.  This  happens    ^^^^^^^    " 
jhen  funds,  brokers,  or  in- 
lirers  allow  investors  to 
lade  fund  shares  at  that  day's  closing 
lice  even  though  the  orders  came  in  af- 
r  the  official  4  p.m.  New  York  time  cut- 
|f.  Late  trading  is  illegal.  And  the  agency 
developing  new  cases  against  mutual 
Jnds  in  which  hedge  funds  have  paid 
jes  for  a  sneak  peek  at  their  portfolio 
hidings.  The  hedge  funds  then  use  the 
I  formation  to  buy  or  sell  stocks  before 
}e  mutual  fund  does,  potentially  moving 
[•ices  against  the  mutual  fund  and  dam- 
ting  the  interests  of  its  shareholders. 
The  fund  scandal  has  even  intruded 
[to  the  2004  Presidential  election:  On 
let.  28,  Democratic  candidate  Senator 
>e  Lieberman  (D-Conn.)  proposed  re- 
[rms,  including  increasing  the  number 
'  independent  directors  and  better  dis- 
losure  of  the  fees  funds  pay  brokerage 
|-ms  to  sell  their  products. 

Shell-shocked  fund  companies  are 
Irambling  to  get  ahead  of  the  unfolding 
hbacle.  "You  could've  pushed  me  over 
|ith  a  feather  when  the  first  late-trading 
liarges  were  announced"  in  early  Sep- 
]  mber,  says  Paul  G.  Haaga  Jr.,  chairman 
r  the  industry  trade  group  Investment 
lompany  Institute.  "Now  I'm  almost 
lumb  hearing  [it]  again  and  again." 


RIPE  FOR  REFORM" 

OMPANIES  ARE  HIKING  outside  audi- 
•rs  to  investigate  whether  abuses  oc- 
lrred  in  any  of  their  funds.  They're  re- 
ewing  rules  with  brokers  who  sell  their 
inds  and  with  transfer  agencies  that 
rocess  trades.  Seven  fund  groups  so  far 
ave  pledged  to  make  up  any  losses  to 
lareholders.  And  fund  boards  have  been 
olding  emergency  meetings  and  de- 
landing  explanations  from  manage- 
lent.  Industry  lobbyists,  meanwhile,  are 
rging  lawmakers  to  let  the  SEC  handle 
le  cleanup  and  not  pass  new  laws.  "I'm 
oping  it  is  regulatory,  not  legislative," 
tys  John  J.  Brennan,  chairman  and  chief 
<ecutive  of  Vanguard  Group  Inc. 

He's  not  likely  to  get  his  wish.  Republi- 
in  lawmakers  are  hustling  to  crack 
own  before  fund  misdeeds  become  an 
mbarrassing  campaign  issue.  "Maybe 


we  need  the  equivalent  of  a 
Sarbanes-Oxley  bill  direct- 
ed at  the  mutual-fund  in- 
dustry," says  Senator  Peter 
G.  Fitzgerald  (R-Ill.),  who 
will  chair  a  Nov.  3  Senate 
governmental  affairs  sub- 
committee  hearing.   "The 
industry  is  ripe  for  reform." 
His   star-studded   witness 
list  includes  New  York  At- 
torney      General       Eliot 
Spitzer,  whose  case  against 
hedge  fund  Canary  Capital  Partners  LLC 
in  early  September  alerted  investors  and 
the  SEC  to  market-timing  and  late-trad- 
ing abuses.  On  Nov.  4,  Representative 
Richard  H.  Baker  (R-La.),  who  chairs  a 
House  subcommittee  that  oversees  capi- 
tal markets,  plans  to  grill  executives  of 
major  fund  companies.  Baker,  sponsor  of 
a  bill  that  would  force  funds  to  disclose 
more  information  about  fees,  plans  to 
sharpen  his  proposal  to  require  chairmen 
of  fund  boards  to  be  independent  of  man- 
agement. "Ultimately  it's  a  question  of 
governance,"  says  Baker. 

Not  to  be  outdone,  the  SEC  will  soon 


Mutual  Funds  Under  Fire 

The  $7  trillion  industry  faces  growing  pressure 
to  reform  from  regulators  and  legislators. 


POLITICAL  HEAT  Congress  plans  hearings  into  funds' 
weak  internal  controls.  Measures  to  force  better 
governance  and  more  disclosure  are  likely  early  next  year. 

STIFFER  REGULATIONS  The  SEC  may  require  funds  to 
have  orders  in  hand-not  just  placed  with  a  broker— by 
4  p.m.  for  investors  to  get  that  day's  closing  price. 


SHAREHOLDER  LAWSUITS  Already,  some  40  suits  have 
been  brought  against  funds  and  trustees  for  violating 
their  fiduciary  duty. 

TIGHTER  ENFORCEMENT  The  SEC  and  state  prosecutors 
are  working  together  and  putting  more  investigators  on 
cases.  The  SEC  is  using  insider-trading  laws  to 
prosecute  market-timers. 


issue  its  own  reform  package.  To  curb  late 
trading,  it's  likely  to  require  that  funds  re- 
ceive orders  to  buy  or  sell  shares  no  later 
than  4  p.m.  for  investors  to  get  that  day's 
price.  Currently,  back-office  delays  mean 
that  brokers  often  forward  orders  to  a 
fund  long  after  4  p.m.,  enabling  them  to 
hide  illegal  late  trades  in  a  bundle  of  on- 
time  trades.  But  the  industry  has  resisted 
this  change  because  it  would  force  401(k) 
plans  to  impose  trading  deadlines  on  em- 
ployees as  early  as  9  a.m.  in  California. 
To  discourage  in-and-out  trading  by 


fund  managers  for  theii  personal  ac 
counts,  the  SEC  may  make  mem  hold 

fund  shares  for  a  minimum  of  six 
months.  Also  under  discussion:  raising 
the  2%  ceiling  on  redemption  fees  that 
funds  are  allowed  to  charge  investors,  and 
making  such  fees  mandatory. 

Much  of  Washington's  focus  in  coming 
months  will  be  on  governance,  particu- 
larly the  failure  of  fund  directors  to  pro- 
tect shareholders'  interests.  Don  Phillips, 
president  of  fund-rating  service  Morn- 
ingstar  Inc.,  says  sleepy  boards  "are  the 
biggest  problem."  To  fix  that,  the  SEC  may 
soon  require  funds  to  name  a  compliance 
officer  who  reports  to  the  board. 

FOLLOWING  EVERY  LEAD 

INDEED,  IN  THE  LATEST  joint  SEC-state 
regulator  case,  filed  on  Oct.  28  against 
Putnam  Investment  Management  LLC, 
enforcers  allege  that  Putnam  failed  to  no- 
tify its  board  of  numerous  market-timing 
violations  by  managers  of  the  funds  they 
oversee.  While  most  of  the  suspect  trades 
took  place  years  ago,  some  occurred  as 
late  as  March,  2003— contradicting  earli- 
er Putnam  assertions  that  it  had  corrected 
the  problem  in  2000.  Put- 
nam, the  country's  fifth- 
largest  fund  company  and 
the  first  to  be  charged  in  the 
mushrooming  scandal, 
also  was  cited  for  failing  to 
prevent  market-timing  in 
several  of  its  international 
funds.  Putnam  denies 
wrongdoing  but  is  in  settle- 
ment talks  with  the  SEC. 

With  the  lid  off  the  scan- 
dal, regulators  are  follow- 
ing up  every  lead.  While  the 
SEC's  Boston  office  failed  to 
pursue  a  whistleblower's 
tip  in  March  about  some  of 
the  Putnam  abuses,  Cutler 
personally  instigated  part 
of  the  Putnam  case  after  re- 
ceiving a  tip  from  a  sepa- 
rate source.  Now,  10  of  11 
regional  offices  have  active 
fund  investigations  under  way,  and  many 
have  multiple  cases. 

An  industry  that  exploited  its  pristine 
image  and  its  stewardship  of  the  Investor 
Class's  money  to  deflect  tough  oversight 
may  have  sowed  the  seeds  of  its  current 
problems.  "The  scandal-free  mantra 
made  all  of  us  drop  our  guard  a  bit."  says 
a  top  SEC  official.  "That  has  to  change." 
Now,  there's  every  sign  that  it  will.  ■ 

-By  Paula  Dwyer  and  Amy  Borrus 

in  Washington,  with  Lauren  Young 

in  New  York 
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Finance  In  vest  in 


Mutual  Funds: 
What  to  Do  Now 

Wondering  how  to  cope  with  the  growing 
scandal?  Here  are  some  answers 


EVERY  FEW  DAYS,  THERE'S  yet  another  revelation  of  a  mutual- 
fund  company  coming  under  regulatory  scrutiny  for  allow- 
ing favored  investors  to  take  advantage  of  rank-and-file 
shareholders.  And  with  the  Securities  &  Exchange  Commis- 
sion demanding  more  information  from  88  fund  manage- 
ment companies,  it's  unlikely  that  we've  heard  the  last  of  the 
transgressions.  That  leaves  the  nation's  95  million  fund 
shareholders  in  a  quandary  over  the  $7  trillion  they've  en- 
trusted to  the  fund  industry.  What's  an  investor  to  do?  Here's 
a  guide  for  worried  investors. 


If  one  of  my  funds  is  implicated  in  the 
scandal,  should  I  sell? 

Your  visceral  reaction  may  be  to  dump 
the  fund,  but  the  cost  of  doing  so  could 
easily  make  any  losses  worse.  Selling 
shares  (except  in  a  tax-deferred  retire- 
ment account)  is  a  taxable  event,  so  if 
you've  owned  the  fund  for  a  long  time 
and  have  built  up  capital  gains,  you  could 
be  hit  with  a  tax  bill. 

What's  more,  if  you  bought  the  fund 
through  a  broker  and  have  B  shares,  you 
might  be  liable  for  a  stiff  exit  fee  as  well. 
(B  shares  have  no  initial  sales  charge,  or 
load,  but  recoup  the  broker's  commis- 
sion through  higher  annual  fees  and  re- 
demption charges.)  And  if  the  fund  is 
part  of  an  asset-allocation  plan,  you 
shouldn't  sell  unless  you  have  a  suitable 
replacement.  If  you're  worried  about 
fund  oversight,  you  can  be  sure  if  s  going 
to  be  tougher  in  the  future  than  it  has 
been  in  the  past. 

Are  there  any  circumstances  in  which  I 
should  now  consider  selling? 

The  only  reasons  to  consider  are  the 
standard  ones.  If  the  fund  has  been 
underperforming  its  peers  consistently, 
it's  time  tc  think  of  switching  to  another. 
Alternatively,  if  your  investment  goals 
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have  changed  and  the  fund  no  longer 
meets  your  needs,  you  should  find  some- 
thing more  appropriate. 

How  can  I  tell  if  a  fund  has  allowed  market 
timing  or  given  special  favors  to  others  at 
my  expense? 

You  can't.  That's  why  the  regulators  are 
now  poring  over  fund  company  docu- 
ments and  data.  Still,  there  are  some  signs 
that  may  indicate  a  problem,  such  as 
a  sudden  jump  in  portfolio  turnover,  a 
measure  of  trading  activity.  Suppose  a 
fund  with  $500  million  worth  of  trades  in 
a  year  and  $1  billion  in  assets  has  a  50% 
turnover  rate.  (You  can  find  the  ratio  in 
prospectuses  and  financial  reports.) 

What  happens  if  the  turnover  rate 
triples?  It  could  be  a  sign 
of  rapid-trading  market- 
timers  in  action.  But  it 
could  also  be  the  result 
of  a  change  in  invest- 
ment strategy.  Or  perhaps 
there's  a  new  portfolio 
manager  at  the  helm. 


funds  have  been  hit  hard,  mainly  becau 
of  a  quirk  in  their  pricing.  For  instance 
the  Asian  markets  close  before  Wat 
Street  opens,  yet  you  often  can  buy  ar 
Asian  fund  until  4  p.m.  New  York  time.  I 
something  happens  during  U.S.  trading 
hours  that's  likely  to  affect  foreign  mar 
kets,  timers  can  buy  these  foreign  fund; 
at  old  prices  unless  the  funds  bloc! 
them. 

As  far  as  "late  trading"  goes— letting 
some  investors  buy  or  sell  at  yesterday  5 
price— that  could  happen  with  any  sort  o 
fund.  Most  of  those  involved  so  far 
though,  are  U.S.  growth  stock  funds. 

If  my  fund  is  implicated,  do  I  have  any 
recourse? 

Already,  several  class  actions  are  undei 
way,  but  they  can  take  years  to  wort 
through  the  legal  system.  Alger,  Bank  o: 
America,  Bank  One,  Federated,  Janus 
Putnam,  and  Strong  funds  have  said  thev 
will  make  restitution  to  those  harmed  by 
market  timing  or  late  trading.  If  s  a  good 
bet  that  other  firms  found  to  have  allowec 
such  practices  will  follow  suit,  though  Al 
liance  Capital  Management,  Franklin  Re 
sources  and  Morgan  Stanley  have  not  yet 
commented  on  their  plans. 


Are  some  fund  companies  less  likely  to 
engage  in  questionable  activities? 

That's  hard  to  say;  there  are  no  mutual- 
fund  sleaze  ratings.  Some  experts  say  you 
should  invest  in  funds  run  by  shareholder- 
friendly  companies.  Vanguard  Group  Inc. 
comes  to  mind  because  it  has  the  lowest 
expenses  in  the  industry,  and,  like  a  mu- 
tual insurance  company,  the  management 
company  is  owned  by  its  customers. 

Another  approach  is  to  look  for  fund 
families  that  close  funds  to  new  investors  I 
when  performance  surges,  lest  a  wave  of 
hot  money  overwhelms  the  fund's  man-  lould  I  i 
ager  and  dilutes  returns.  stead  o 


Are  some  funds  more 
likely  to  be  involved  in  the 
scandal? 

International    equity 


Fund 

oversight  is 
going  to  be 
much 
tougher  in 
the  future 


Which  management  groups  regularly 
close  their  funds? 

Vanguard  and  T  Rowe  Price  Group 
among  the  large  fund  firms,  and  Wasatch 
Advisors  and  Bridgeway 
among  the  smaller.  But  if  s  an 
imperfect  screening  device. 
Janus,  one  of  the  fund  compa- 
nies swept  up  in  the  scandal, 
has  in  the  past  closed  funds  to 
new  investors. 

You  might  also  seek  out 
funds  in  which  the  managers 
have  invested  a  large  chunk  of 
their  own  money.  That  means 
they're  on  the  same  side  of  the 
table  as  you. 
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lould  I  invest  in  exchange-traded  funds 
stead  of  mutual  funds? 

Exchange-traded  funds  are  index 
nds  that  trade  on  stock  exchanges, 
lere  are  about  130  of  them,  with  assets 
taling  $130  billion,  according  to  Bank 

America  Securities.  Some  replicate 
oad  indexes  such  as  the  Standard  & 
tor's  500-stock  index;  others  track  see- 
rs such  as  financial  services  or  foreign 
dexes. 

Because  ETFs  trade  all  day,  like  stocks, 
ere's  no  opportunity  for  hedge  funds  or 
lyone  else  to  buy  at  old  prices. 

lat  sounds  good.  Are  there  any 
awbacks  to  ETFs? 

The  key  here  is  that  they're  indexed  in- 
stments.  They  put  money  into  a  list  of 
)cks  chosen  by  committee,  and  are  not 


managed  in  any  sense.  No  one  is  tweak- 
ing the  portfolio  to  try  to  earn  extra  trad- 
ing profits  or  lower  the  risk  if  the  market 
gets  turbulent,  so  you  have  to  take  care  of 
that  yourself  by  adjusting  your  holdings. 

But  aren't  index  funds  better  than 
managed  mutual  funds? 

Over  long  periods  of  time,  funds  in- 
dexed to  the  S&P  500  beat  the  majority  of 
mutual  funds,  thanks  to  lower  expenses 
and  lower  transaction  costs.  And  index 
funds  are  always  fully  invested— they 
don't  hold  cash— so  they  benefit  from  the 
fact  that  the  stock  market  goes  up  more 
often  than  it  goes  down. 

Still,  there  are  always  funds  or  man- 
agers who  seem  to  defy  the  odds.  Under 
superstar  manager  Bill  Miller,  the  Legg 
Mason    Value    Trust    has    beaten    the 


I 


S&P  500  12  years  in  a  row. 
And  so  far  tins  year,  it  is  up 
nearly  twice  as  much  as  the 
index. 

Some  investors— includ- 
ing many  large  institu- 
tions—use a  broad-based 
index  fund  as  the  core  of 
their  portfolio.  Then  they 
supplement  it  with  actively 
managed  funds  in  the  hope 
that,  like  Miller,  they  will 
beat  the  index. 

Are  separately  managed 
accounts  better  than 
mutual  funds? 

These  accounts,  usually 
offered  by  brokerage  firms, 
parcel  your  money  out  to 
investment  managers  who 
invest  in  stocks  for  you. 
Unlike  with  mutual  funds, 
you  own  each  stock  direct- 
ly. And  the  portfolio  can 
be  customized— and  man- 
aged to  minimize  taxes. 

The  downside  is  that  the 
minimum  investment  is 
usually  $100,000.  And  the 
costs  are  steep:  Fees  start  at 
3%  of  assets  a  year,  but  fall 
as  the  account  gets  bigger. 
The  average  account  is 
$214,000  and  pays  about 
1.76%  in  fees,  says  Cerulli 
Associates  Inc.  By  contrast, 
expenses  on  the  average 
U.S.  domestic  equity  fund 
average  1.51%,  reports  S&P. 


^jgg    If  I  still  want  to  invest  in 
mutual  funds,  how  should  I 
doit? 

Look  for  funds  with  good  performance 
and  low  costs.  If  you're  investing  on  your 
own,  choose  no-load  funds.  A  load,  or 
sales  charge,  does  not  get  you  better  port- 
folio management.  It's  just  a  commission 
for  a  salesperson.  Pay  attention  to  the  ex- 
pense ratio.  More  than  500  no-load  U.S. 
equity  funds  have  expense  ratios  of  less 
than  1%,  so  there's  no  need  to  pay  more. 

If  you're  working  with  a  broker,  you're 
likely  to  be  sold  a  load  fund.  An  S&P  study 
issued  on  Oct.  20  found  that  A  shares— 
those  that  have  a  commission  deducted 
from  your  initial  investment— deliver 
higher  returns  than  B  shares,  on  which 
there  is  no  up-front  charge.  The  B  shares 
have  higher  annual  expenses  and  high  re- 
demption fees  if  you  exit  the  fund  in  the 
early  years.  ■ 

-By Jeffrey  M.  Laderman  in  New  York 
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Laptops  fit  on  palms.  Handhelds  play 
games.  Game  consoles  make  phone 
calls.  Phones  take  pictures.  TVs  and 
stereos  network  with  PCs.  Just  what 
the  heck  is  going  on?  Join  our  writers 
and  CNET's  reviewers  for  our  annual 
tour  of  the  hot  new  stuff  coming  out  of 
the  coupling  of  computing,  consumer 
electronics,  and  communications. » 
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TECH  BUYING  GUIDE  ON  THE  ROAD 


It's  easy  to  tell— and  show-on  today's 


ones 


Many  top-of-the-line  models 
come  with  a  built-in  digital 
camera— and  are  a  snap 
to  use.  BY  STEPHEN  BAKER 


EARD  OF  A  LABRADOODLE?  Its  a  mixture  of  a 
Labrador  retriever  and  a  poodle.  It  comes  in 
hundreds  of  variations,  and  the  owners,  includ- 
ing my  sister,  tend  to  be  fanatics.  The  other 
week  I  ran  into  a  Labradoodle  outside  the  gro- 
cery. He  looked  just  like  my  sister's  dog,  and  like 
hers,  he  came  from  a  breeder  in  Virginia.  They 
could  be  brothers!  I  promptly  pulled  a  cell 
phone  out  of  my  pocket,  Verizon's  LG  VX6000, 
which  includes  a  digital  camera.  I  snapped  a 
picture  of  the  dog,  typed  in  my  sister's  e-mail  address,  and  a 
few  clicks  later  the  photo  was  hurtling  toward  her  PC  inbox. 
Ready  to  pay  for  moments  like  that?  An  entire  industry  is  bet- 
ting you  are.  Camera  phones  are  selling  at  a  faster  clip  world- 
wide than  stand-alone  digital  cameras.  And  now  phone  com- 
panies in  the  U.S.,  eager  to  replicate  the  market,  predicts  Boston's  Strategy  Ana- 
camera-phone  craze  in  Asia,  are  offering 
many  of  the  latest  handsets  for  about 
$100,  when  included  with  a  one-  or  two- 
year  subscription. 

Camera  phones  should  grow  world- 
wide from  18  million  units  last  year  to  65 
million  in  2003,  or  13%  of  the  handset 


lytics,  a  research  firm.  For  those  who 
would  rather  skip  the  experience,  plenty 
of  camera-free  phones  are  on  the  market. 
But  telephone  company  executives  pre- 
dict that  within  two  years,  the  camera 
will  become  a  standard  feature  in  a  ma- 
jority of  consumer  cell  phones.  The  only 


question  will  be  whether  to   use   it. 

These  phones  can  be  a  gas.  With  their 
connections  to  the  Web,  they  let  you  send 
off  short  colorful  messages  with  surpris- 
ing ease.  Think  of  them  as  digital  post 
cards:  shots  of  your  nephew  sliding  into 
third,  the  view  from  the  cubicle  at  your 
new  job,  the  picture  of  a  '64  Rambler 
driving  by,  exactly  like  the  one  you 
wrecked  20  years  ago. 

But  before  diving  into  the  market, 
there  are  a  few  things  you  should  know: 
First,  these  are  not  replacements  for 
even  mid-range  digital  cameras— at 
least  not  yet.  The  images  are  low  on  pix- 
els. Most  top  out  at  640  by  480  pixels, 
one-tenth  the  quality  of  good  digital 
photos.  The  low  pixel  density  makes 
them  quicker  to  send  but  unsuitable  for 
any  print  bigger  than  a  snapshot.  Also, 
since  phone  companies  haven't  setded 
on  a  common  standard,  you  cannot  yet 
send  photos  direcdy  to  most  people's 
phones— and  must  instead  mail  them  to 
an  e-mail  address.  And  photo  service  will 
probably  raise  your  bills.  To  send  photos, 
carriers  including  AT&T,  Cingular, 
Sprint,  Verizon  and  T-Mobile  require  a 


122  I  BusinessWeek  I  November  10,  2003 


J 


/ 


flfc- 


@ 


FT  n 


■ 


TECH  BUYING  GUIDE  ON  THE  RQAD 


photo -service  or  Internet  sub- 
scription, which  adds  $3  to  $15 
to  the  monthly  bill. 

Pick  up  one  of  these  phones, 
and  you'll  hardly  notice  any- 
thing new.  They  look  like  nor- 
mal top-of-the-line  handsets. 
The  bright  color  screen  is  stan- 
dard. The  menu  offers  the  usual 
selection  of  games,  Web-brows- 
ing, and  a  rudimentary  calen- 
dar. They  handle  voice  calls 
with  no  fanfare.  What  makes 
them  different  is  a  tiny  lens 
barely  as  big  as  a  pinhole.  Push  the  button 
with  a  camera  icon,  and  suddenly  the 
screen  becomes  a  viewfinder.  Snap  the 
picture.  Next  thing  you  know,  a  menu 
pops  up  asking  if  you  want  to  send  the 
picture.  You're  off  and  running. 

Now  is  an  ideal  time  to  buy.  Starting  in 
late  November,  the  Federal  Communica- 
tions Commission  has  ordered  cell-phone 
companies  to  let  customers  hold  on  to 
their  phone  numbers  if  they  switch  to  a  ri- 
val. The  industry  fears  a  giant  wave  of 
churn,  as  customers,  their  numbers  in 
hand,  shop  for  better  deals.  To  nail  down 
subscribers,  many  companies  are  dan- 
gling zippy  new  phones  cheap.  And  many 
of  them  boast  cameras. 

My  favorite  is  the  Sanyo  SCP-8100.  It's 
a  jewel  of  a  clamshell,  one  of  the  simplest 
to  operate,  and  cheap:  With  rebates,  it 
goes  for  as  little  as  $79  with  a  two-year 
subscription.  Branded  by  Sprint  PCS,  the 
handset  shows  pictures  clearly  on  a 
bright  screen  and  coaxes  even  a  tech- 


HotStuff 


CAR- 100 

$99 1  Sony  Ericsson  |  sonyericsson.com 

Bored?  Turn  on  a  Sony  Ericsson  T610  phone,  whip  out  this  radio- 
powered  car,  and  steer  it  from  your  handset.  Just  watch  passersby 
gawk.  The  car  was  first  a  trade-show  gimmick  to  show  off  the 
phone's  wireless  link,  known  as  Bluetooth.  It  was  such  a  hit  that 
it's  now  on  the  market.  Plug  it  into  the  phone  to  charge  it.  The 
range  is  30  feet.  Careful  not  to  squash  the  ear-hardly  bigger  than 
a  cockroach. 


challenged  novice  along  a  simple 
process  to  send  them.  With  Sprint's  Web 
service,  Vision,  shutterbugs  can  store 
pictures  in  folders  online.  And  for  those 
more  interested  in  talking,  it  offers  clear 
sound  and  big,  bright  numbers  on  its  il- 
luminated screen. 


EASY  ON  THE  EYES 

THOSE  WHO  LIVE  or  work  in  areas  with 
weak  cellular  coverage  might  consider 
Verizon's  LG  VX6000,  the  silvery  clam- 
shell that  transmitted  the  Labradoodle. 
Verizon  is  known  for  its  broad  nationwide 
coverage.  The  downside  is  that  Verizon, 
apparently  confident  of  its  appeal  to  cus- 
tomers, isn't  slashing  prices  as  zealously 
as  its  competitors.  The  LG  goes  for  $150 
after  rebates— steep  by  today's  standards. 
AT&T  Wireless  subscribers  get  a  similar 
deal  with  Panasonic's  GU87  ($150  after 
rebates).  It  opens  and  shuts  with  a  satis- 
fying click  that  evokes  a  Zippo  lighter. 


Smile  for  the  Phone 

A  new  generation  of  mobile  phones  includes  the  ability  to  snap  photos  and  more: 


Product  /  Web  site 


LGVX6000 

www.lgmobilephones.com 


NOKIA  3650 

nokiausa.com 


SONY  ERICSSON 
T616/T610 

sonyericsson.com 


SANYO  SCP-8100 

sanyo.com 


SAMSUNG  SPH-A600 

samsungusa.com 


Price* 


$150 -$200 


$50 -$200 


$50 -$200 


$79 -$250 


$350 


The  good,  the  bad,  and  the  bottom  line 


LG's  first  camera  phone  for  Verizon  has  the 
performance  to  back  up  its  slick  design,  but 
the  storage  space  for  photos  is  stingy. » 


;l 


Cutting-edge  mobile.  Even  shoots  video.  It's 
bulky,  though,  and  the  circular  keypad  can  drive 
typists  mad. 


Lots  of  features  packed  into  a  tiny  phone,  and 
sending  photos  is  a  snap.  But  the  screen  is  a 
fingerprint  magnet. » 


Mid-range  flip  phone  for  Sprint  PCS  is 
easy  to  use  and  offers  solid  call  quality. 


Pricey.  But  its  swiveling  screen,  zoom, 
and  flash  make  this  one  of  the 
slickest  camera  phones  around. 


"  Reflects  rebates  and  discounts,  which  vary  widely 
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When  I  pulled  SonyEricsson's  stylish 
T616/T610  ($99  after  rebates)  out  of  the 
box,  I  was  wowed.  It  looks  great,  it  meas 
ures  no  larger  than  a  small  box  of  busj 
ness  cards— and  it  rings  in  symphonic 
stereo.  While  at  rest,  its  black  face  recalls 
the  darkened  windows  of  a  stretch  limou 
sine.  The  trouble  is,  this  screen  doesn't 
seem  to  brighten  up  enough  when  it's  ac 
tivated.  And  unlike  the  clamshells,  its 
screen  is  always  exposed  to  the  elements. 
Keys  and  loose  change  can  scratch  it, 
making  the  image  cloudy  over  time.  The 
good  news?  Its  battery  life  is  terrific,  and 
the  speech  quality  is  tops. 

A  tiny  alternative  to  the  SonyEricsson  is 
Samsung's  brand  new  clamshell,  the  e715 
Available  through  T-Mobile,  it  has  stereo- 
like sound  and  a  camera  with  plenty  of  fea- 
tures. But  don't  count  on  its  flash  to  break 
through  shadows.  For  big  spenders,  Sam- 
sung's SPH-A600  ($350)  has  a  swivel 
top— like  a  tablet  computer— 
and  a  camera  equipped  with 
I  a  4X  digital  zoom. 

Phone    companies    are 

practically      giving      away 

Nokia's     $299    tear-shaped 

3650— provided  you're  willing 

to  wait  for  rebate  checks.  The 

Nokia  is  big,  and  its  buttons  are 

arranged  in  a  circle.  This  evokes  the 

JSjS^S?  J  image      of     old-fashioned      dial 

phones— and  can  really  gum  up  the 

works  when  you're  trying  to  type  a  fast 

text  message. 

For  those  who  would  like  to  skip  the 
cameras,  a  zippy  alternative  is  Nokia's 
6800,  available  through  AT&T  Wireless 
(as  low  as  $49.99,  with  a  one-year 
contract).  The  phone's  built  for 
messaging.  Its  back  flips  neatly 
over  its  head,  creating  a  full  key- 
board on  both  sides  of  the  handset. 
But  if  you  want  a  top-of-the-line 
without  a  camera,  you'd  better  hurry. 
Nokia  just  announced  its  new  6820  in 
late  October,  and— you  guessed  it— it's 
coming  with  a  camera.  Mobile  talkers,  if  s 
time  to  start  snapping.  ■ 
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People  Friendly  because... 


Desktop  Color  c- 
B&WPrinlers 


Versatile 
Multifunctional 

Copiers/Printers 


•Common  User  Interface 


•Universal  Print  Driver 


•Large  Toner  Capacity 


•Longer  Lasting  Drum 


•Very  Low  Cost  of  Ownership 


Htgb  s/x'«/ 

Departmental 

Printing 


Printers  and  copiers  so 
simple  and  easy  to  use, 
they'll  make  you  smile. 

Kyocera  Mita  makes  a  full  line  of 
network  ready,  multi-functional  copiers 
and  printers  that  produce  crisp  black 
and  white  or  brilliant  color  documents. 
All  can  connect  seamlessly,  with 
embedded  wireless  capability.  Our 
devices  are  exceptionally  reliable,  come 
with  the  industry's  best  warranties  and 
feature  a  very  low  cost  of  ownership. 

In  addition  to  all  this,  we  are  different 
in  our  dedication  to  user  friendliness: 

Technology  should  make  lift'  simpler 
and  business  more  productive. 

Make  us  your  new  friend: 
www.kyoceramita.com/us 


The  New  Value  Frontier 

^KyDCERa 

mita 
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TECH  BUYING  GUIDE  ON  THE  ROAD 


Whose  Service 
Suits  You? 

How  to  sort  through  the        i 
variables  to  find  a  match 


1 


HERE'S  A  LITTLE  SECRET 
from  inside  the  wireless  in- 
dustry: Several  companies 
that  offer  cellular  phone 
service  have  in  excess  of 
20,000  variations  on  their 
rate  plans— from  promotions 
for  families  to  discounts  for 
the  elderly.  Sifting  through  them  all  re- 
quires a  couple  of  aspirin  at  the  ready. 
But  you  can  avoid  the  headache  by  using 
three  criteria  to  choose  a  wireless  plan: 
price,  customer  service,  and  network 
quality.  I've  experimented  with  service 
from  each  of  the  nation's  six  major  carri- 
ers, and  it's  clear  that  the  two  largest, 
Verizon  Wireless  and  Cingular  Wireless, 
come  out  on  top. 

The  first  question  to  ask  when  picking  a 
provider  is  which  company  has  the  best 


network  near  your  home  and  workplace. 
The  most  likely  answer  is  Verizon.  And  not 
just  because  the  guy  in  its  TV  ads  keeps 
wandering  around  asking:  "Can  you  hear 
me  now?"  In  a  September  study  of  25,000 
wireless  households  by  researcher  J.D. 
Power  &  Associates,  Verizon  ranked  high- 
est in  five  of  the  six  regions  of  the  country 
by  excelling  in  call  quality,  customer  serv- 
ice, and  service-plan  options. 

Cingular  is  my  second  choice.  It 
ranked  No.  3,  behind  Verizon  and  Nextel 
Communications,  in  a  J.D.  Power  survey 
of  16,800  users  on  network  quality.  But 
service  is  improving,  thanks  to  new  in- 
vestments by  parent  companies  Bell- 
South and  SBC  Communications.  Plus,  it 
offers  a  good  mix  of  value  and  consumer- 
friendly  features.  Many  of  Cingular's 
plans  allow  free  roaming,  and  if  s  the  only 


A  Road  Map  for  Wireless  Rates 

Can't  choose  from  the  myriad  wireiess  plans?  Here's  what  you  get  for  $40  a  month:* 

AT&T 
WIRELESS 

Anytime 
minutes 

600 

Extras 

Unlimited  night  and  weekend  minutes, 
but  roaming  costs  69?  a  minute. 

Bottom  line 

Customer  satisfaction  is  tops 
in  the  Southwest. 

T-MOBILE 

600 

Unlimited  night  and  weekend  minutes, 
plus  free  roaming. 

Its  network  quality  is  the 
worst  of  the  bunch. 

CINGULAR 

500 

Free  roaming  is  a  huge  plus. 

The  only  provider  that  lets 
you  roll  over  unused  minutes. 

NEXTEL 

500 

Night  and  weekend  minutes  are 
a  paltry  250. 

Its  two-way  radio  is  popular 
on  the  job.  Net  access  is  slow. 

SPRINT  PCS 

500 

Plan  costs  $45.  Unlimited  night  and 
weekend  minutes,  but  roaming  is  50? 
to  75?  a  minute. 

Web  service  is  nifty,  but 
customer-satisfaction 
ranking  is  only  average. 

VERIZON 
WIRELESS 

400 

Unlimited  night  and  weekend  minutes, 
but  roaming  is  69?  a  minute. 

Best  network  quality 
around. 

*Not  including  temporary  promotions 
17fi  I  RncinoccWoolt  I  Mr 


Data:  Bus/nessWeek,  -ID  Power  &  Associates,  company  reports 


major  provider  that  lets  you  roll  over  un 
used  minutes  to  the  next  month. 

If  you  want  to  tap  the  Web  with  you: 
phone,  certain  carriers  make  more  sens* 
than  others.  Sprint  PCS  Group  offers  mo 
bile  Internet  connections  that  are  gooc 
for  sending  and  receiving  e-mail  and  pic 
tures  from  your  phone,  PDA,  or  laptop 
Like  Verizon,  it's  based  on  a  digital  stan 
dard  called  CDMA,  which  zaps  data  at 
rate  of  about  60  kilobits  per  second— a  lit- 
tle faster  than  GSM  providers  such  as  Cin- 
gular, AT&T  Wireless  Services,  and  T-Mo 
bile  International. 

WATCH  OUT  FOR  FEES  , 

FOR  VALUE  SHOPPERS,  two  operators 
rise  to  the  top.  Both  T-Mobile  and  AT&T 
Wireless  have  standard  plans  that  allow 
up  to  600  minutes  of  calling  at  any  time 
for  $40  a  month.  At  less  than  7<t  a  minute 
with  features  such  as  voice  mail  included 
if  s  a  good  deal. 

If  you're  a  power  user,  you'll  want  a  big 
bucket  of  minutes.  AT&T  offers  supersize 
deals— up  to  5,000  minutes  a  month.  Bu1 
watch  out  for  the  69c|:-a-minute  fee  foi 
roaming  off  the  AT&T  network.  Chicago 
resident  Christopher  Bell,  a  partner  at 
Northcoast  Capital  Management,  rackec 
up  fees  that  sent  his  $149  plan  soaring  to 
twice  that  amount.  Then  he  saw  an  AT&T 
promo  in  a  newspaper  ad  that  knockec 
his  monthly  bill  to  $99  for  unlimited  call 
ing  and  e-mail. 

Several  Web  sites  let  you  compare  serv- 
ice plans.  At  LetsTalk.com,  you  can  com- 
pare different  carrier  plans  based  on  your 
calling  habits,  and  J.D.  Power's  site  pro 
vides  customer-service  rankings  by  re 
gion.  With  so  many  wireless  options,  re 
member  that  by  focusing  on  the  right 
criteria,  the  hunt  for  good  service  doesn't 
have  to  be  a  pain.  II 

-By  Roger  O.  Crocke 
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SONY 


here's  gutsy  new  engineering  inside  the  Sony  VAIO*ZI  Series  notebook-no  strings  attached.  With  wirel' 

lood,  it's  the  first  ever  specifically  designed  around  Intel*  Centrino"  mobile  technology.  The  result  isn't  ju 

rofile,  but  a  PC  that  packs  big  performance,  even  when  you  take  it  on  the  road.  Like  watching  DVD  movier..  CD  bur 

nd  photo  editing.  All  of  which  are  backed  by  up  to  IGB  RAM  and  a  60GB  hard  drive.  Varoom!  www.sony.com/vaioZI 

REMARKABLE. 
A  PC  ENGINEERED  LIKE  A  SPORTS  CAR, 

NOT  A  COMPACT  CAR. 


Sony  recommends  Microsoft- 
Windows  XP  Professional 
for  Mobile  Computing. 


<p 
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MOBILE 
TECHNOLOGY 


%.ihom  wnttcn  pemirtscfi  *  prohibited  Sony  the  Son> 
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Handhelds  That  You'll 
Always  Want  To  Hold 

The  new  PDAs  may  have  a  camera,  GPS, 
Web  browser,  full  keyboard,  and  more 


BURTON  "BUZZ"  BRUGGEMAN, 
a  Winter  Park  (Fla.)  real  es- 
tate attorney,  was  visiting  a 
property  in  the  Orlando  area 
while  talking  to  a  client  on 
his  new  Handspring  Treo 
600  smartphone.  As  they 
spoke,  he  snapped  a  picture 
and  e-mailed  it  for  the  client  to  see. 

So  what's  the  big  deal?  Lots  of  wireless 
phones  have  cameras  these  days.  But  how 
many  also  have  a  keyboard  for  typing  e- 
mail,  access  to  e-mail  accounts,  a  Web 
browser,  a  player  that  handles  not  only 
music  but  also  recorded  books  from  Au- 
dible.com,  contact  and  calendar  data,  and 
the  ability  to  run  hundreds  of  Palm  pro- 
grams? "  I  was  blown  away  by  its  ability," 
says  Bruggeman,  who  helped  test  the 
phone  before  Sprint  PCS  Group  began 
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selling  it  on  Oct.  15.  "It  comes  as  close  as 
I  have  seen  to  being  a  truly  pervasive 
computing  device.  The  size  is  right,  and  it 
does  everything." 

The  Treo  600,  which  sells  for  $600,  is 
on  the  leading  edge  of  a  wave  of  products 
carrying  handheld  computers  far  beyond 
their  origins  as  personal  digital  assistants 
(PDAs)  that  contained  your  contacts,  cal- 
endar, and  not  much  else.  Today,  there's  a 
handheld  for  everyone.  They  range  from 
products  focused  on  entertainment  to 
simple  PDAs  that  have  stuck  to  the  origi- 
nal organizer  concept  to  wireless  designs 
like  the  Treo  that  come  close  to  giving  you 
a  desktop  in  your  pocket.  You  can  buy  one 
for  $100  or  $700,  depending  on  your 
needs  and  budget. 

The  zodiac  from  startup  Tapwave 
shows  how  far  handheld  diversity  has 


J  J  HOT  PROPERTY  Real 

"  estate  attorney 
Bruggeman  sends  photos 
to  clients  via  the  Treo  600 


come.  It's  based  on  P; 
software,  but  it's  really 
game  console  aimed 
twentysomethings  mor 
interested  in  playing  Doon 
than  in  planning  sched 
ules.  At  $300  with  32  megabytes  of  mem 
ory  and  $400  with  128  MB,  the  zodiac  fea 
tures  a  brilliant  screen  much  bigger  thai 
Nintendo's  Game  Boy  Advance  or  the  nev 
Nokia  N-Gage  (page  130),  two  four-wa 
control  buttons,  3-D  graphics,  and  game; 
from  such  companies  as  id  Software.  Op 
tional  Bluetooth  wireless  lets  you  slug  i 
out  with  other  gamers  nearby. 

Daniel  Lacour,  a  physicist  at  Hitac 
Storage  Technologies  in  San  Jose,  Calif] 
tested  a  zodiac  for  three  months  and  find: 
it  a  mobile  version  of  a  Sony  PlayStatio 
2,  with  the  addition  of  a  photo  displa 
MP3  player,  and  alarm  clock.  Lacou 
keeps  his  contacts  and  calendar  on  a  zo 
diac,  but  that's  hardly  his  main  reason  fo 
carrying  one:  "There's  nothing  excitin 
about  a  pda,"  he  says. 

FROM  GPS  TO  WI-FI 

GARMIN'S  IQUE  3600  might  beg  to  dif 
fer.  It  adds  a  built-in  global  positionin 
system  receiver  to  a  more  tradition 
Palm  design.  The  real  trick  is  integratio 
of  location  data  into  the  software.  Click  o 
an  entry  in  the  address  book,  and  it  dis 
plays  a  map  and  directions  from  your  cur  ' 
rent  location.  The  iQue,  which  sells  foi 
$589,  also  can  be  mounted  in  your  cai 
and  serve  as  a  navigation  system. 

Other  handhelds  fall  into  three  cat-i 
egories:  those  that  double  as  phones 
those  with  Wi-Fi  wireless  networking 
and  plain  old  PDAs.  If  you  want  a  phone 
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AVAyA 


<>mmunic.> 

|mCHEVER  PATH  YOU  CHOOSE  —  Client-Server      multi-vendor,  multi-technology  expertise.  The  your  network.  We've  even  got  flexible  solutions 

IP-enabled  Telephony     you'll  make  the  most      world  leader  in  IP  Telephony  offers  you  the  for  greenfield  installations.  All  supported  by 

your  existing  equipment  and  applications         flexibility  to  support  a  diverse  set  of  endpoints—  Avaya  Global  Services.  So  start  moving  to  IP 

jth  Avaya.  Keep  up  to  85%'  (or  more!)  with  IP,  digital,  analog  and  mobile.  As  well  as  voice  without  the  heavy  lifting  at  avaya.com/iptelephony 

|ir  open  standards-based  solutions  and  |  encryption  for  maximum  security  anywhere  on  Or  call  866-GO  AVAYA  today. 


I P   Telephony 


Contact    Centers 


Unified    Communication 


Services 


Migrate  to  IP  Telephony. 

KEEP  85% 

o  I)  your  eurrent  investment 

NIX  THE  FORKLIFT. 
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without  a  keyboard,  consider 
the     Palm-based     Samsung 
Group  SPH-i500  ($500  with 
activation    from    Sprint)    or 
several  versions  of  the  Pocket 
PC  Phone  Edition  from  vari- 
ous carriers.  These  integrate 
the  phone  with  an  address 
book,  but  the  lack  of  a  key- 
board  limits   their   e-mail 
usefulness. 

At  the  other  end  of  the  spec- 
trum are  Research  In  Motion's 
BlackBerry  7200  series  ($300 
to  $450  from  AT&T  Wireless,  Cingular,  or 
T-Mobile)  and  the  Danger  Sidekick 
($250  from  T-Mobile).  Both  make  awk- 
ward phones  but  excellent  e-mail  devices. 
The  Sidekick  is  also  a  handy  Web  brows- 
er, game  player,  and  instant-messaging 
terminal. 


HotStuff 


N-GAGE 

$300 1  n-gage.com 

Take  a  Nokia  phone,  add  a  high-resolution  screen  with  graphics, 
game  controls,  and  an  MP3  player,  and  you  have  the  N-Gage.  Al- 
though the  screen  is  small,  the  game  action  is  fast  and  brilliant,  anc 
you  can  play  multiplayer  games  over  the  phone  network  or  using 
the  built-inBluetooth  short-range  wireless  link.  A  downside:  To 
change  game  cards,  you  must  remove  the  battery.  And  it's  awkward  | 
to  use  as  a  phone:  You  hold  the  N-Gage's  narrow  edge  to  your  ear. 


Wi-Fi  is  available  in  a  number  of  mod- 
els, although  it  only  really  works  well  if 
you  spend  most  of  your  time  on  a  single 
network,  such  as  an  office  complex  or  col- 
lege campus.  Your  best  Palm  Wi-Fi 
choice  is  the  $499  Tungsten  C,  featuring 
a  bright,  high-resolution  display.  The 


HotHandhelds 


You  can  buy  one  for  $100  or  spend  as  much  as  $700,  depending  on  your  needs 


SMARTPHONES 


Model 


HANDSPRING 
TREO600 


SAMSUNG 
SPH-1500 


RIM 

BLACKBERRY 

7230 


Price 


$600 


$600 


$400 


Software 


Palm 


Palm 


Proprietary 


The  good,  the  bad,  the  bottom  line 


This  camera  phone/PDA  combo  is  one  of  the  better 
all-in-one  devices  we've  seen.  But  the  keyboard  may 
be  too  cramped  for  some. 


It's  a  great  marriage  of  phone  and  PDA 
functionality,  but  lacks  expansion  options 
and  a  keyboard. 


E-mail  addicts  can  finally  leave  their  cell  phones  at 
home-if  they  don't  mind  the  wide  design  and 
lack  of  expansion  slots. 


SONY CUE 
PEG-UX50 


HEWLETT- 
PACKARD 
IPAQH4350 


PALM 
TUNGSTEN  T3 


$700 


$500 


$400 


Palm 


Pocket  PC 


Palm 


This  handheld  combines  a  built-in 
camera,  comfortable  keyboard,  and 
two  wireless  standards.  But  it  costs 
almost  as  much  as  a  laptop. » 


With  a  built-in  keyboard,  Wi-Fi,  Bluetooth,  and 
long-lasting  battery,  this  PocketPC  is  a  messagin; 
champ.  But  it's  bigger  than  most. 


A  large  screen  and  Bluetooth 
wireless  are  highlights,  but  battery  life 
could  be  better. 


!H:iflinii«yinrcipi 


GARMINIQUE 


TAPWAVE 
ZODIAC! 


$589 


$300 


Palm 


Palm 


Lost?  No  problem.  The  GPS  receiver  and  mapping 
software  can  help  you.  And  they're  integrated  with 
the  Palm  calendar  and  address  book.         ^^A 


A  gaming  console  with  brilliant  3D 
graphics.  Has  all  the  traditional 
Palm  functions,  but  they  seem 
beside  the  point. » 


"Prices  may  vary  based  on  carrier  agreements 
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$700  Sony  Clie  PEG-UX50  is  a  clamsh<j 
design  that  looks  like  a  tiny  laptop  and  i 
eludes  both  Wi-Fi  and  Bluetooth.  If  yc 
prefer  a  handheld  based  on  Microsof 
Pocket  PC  software,  choices  include 
$450  Hewlett-Packard  iPAQ  50  or 
sleeker  $599  Toshiba  e800. 

CHOICE  STUFF 

OF  COURSE,  MOST  handhelds  are  st 
used  primarily  for  contacts  and  calendarl 
The  field  is  dominated  by  Palm  and  SonJ 
At  the  high  end,  Palm  is  playing  to 
corporate  market,  while  Sony  goes  fd 
style.  The  new  $400  Palm  Tungsten  T3  j 
very  compact  and  includes  Bluetoot 
Sony  offers  the  $550  PEG-NX80V,  ir 
eluding  a  1.3-megapixel  camera  and  a  bil 
display  optimized  for  photos  and  video.  [ 
There  are  plenty  of  midrange  choice^ 
too.  Palm's  $299  Zire  71  includes  a  ca 
era,  MP3  player,  and  video-  and  photc 
display  software.  Sony  offers  similar  fea 
tures,  minus  the  camera,  in  the  %2l\ 
Clie  PEG-SJ33.  Models  geared  mor 
for  business  include  the  $200  Pair 
Tungsten  E  and,  among  Pocke 
PCs,  the  iPAQ  H1935,  and  De| 
AximX3. 

Finally,    there's    th  I 
handheld  that  harken 
back    to    the    origina 
Palm  Pilot,  small  and  chea] 
enough  to  stuff  in  a  pocket  o 
purse.  The  new  Palm  Zire  21  is  abou  Joreer 
the  only  product  left  with  a  monochrome 
display.  But  the  $99  price  includes  8  Ml  Ind  \ 
of  memory— more  than  enough  to  hok 
nearly  anyone's  contacts  and  calendar. 

The   proliferation   of  designs    cai 
make  buying  a  handheld  baffling.  Th<jr 
key  is  to  decide  whether  you  want  an  in 
tegrated  phone,  data-only  wire 
less,  or  just  desktop  sync.  Onc< ' 
you've    narrowed    the    field 
you're  sure  to  find  a  produc  n°[c; 
that  fits  the  bill  at  a  price  yoi 
can  afford.  II 

-By  Stephen  H.  Wildstron 


inders 


nuch 


"I  treat  my  customers  as  I'd  like  to  be  treated/' 


)oreen  is  more  than  a  voice  on  the  other  end  of  the  phone. 
n\]  ind  her  job  goes  beyond  processing  disability  claims.  She 
nderstands  that  her  customers  are  going  through  a  difficult 
ime  in  their  lives.  That's  why  she  and  her  co-workers  place  so 
nuch  importance  on  making  them  feel  at  ease.  Want  to  know 
nore?  Call  1-866-491-8108  or  visit  www.unumprovident.com. 


UnumProvidenx 


A 


Making  a  difference.  One  person  at  a  time. 


]oo )  UnumProvident  (  orporarion  All  rights  reserved  Insui  mce  producn  underwritten  and  sold,  and  atrvioei  provided)  by  the  subsidiaries  ol  I  InumProvideni  *  brporarion  Not  all  companies  do  business  in 
jurisdictions.  In  Nov  York,  insurance  products  are  ofieral  In  I  in  Ummi  I  ire  Imuranci  <  omparryj  Provideni  1  ift  and  <■  asualty  Insurance  (  ompanj  ind  I  he  I' ml  Revere  tire  Insurance  Company.    I'A-019 


ror  a  mortgage 


the  experience, 


First  Republic  Bank 

It's  a  privilege  to  serve  you® 


■ 


I  H  ,* 


n 


h 


PRIVATE  BANKiNG  .  LENDING  .  ,NVESTMENT,  BROKERAGE  *  TRUST  SERVICER 
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iet  on  the  Web 

lo  Matter  Where 

1-Fi  or  cellular?  For  the  most  complete 
bverage,  be  ready  to  use  both 


FEW  WEEKS  BACK,  I  WAS 

fl  B       in    Tucson     International 

^^^k      Airport  waiting  to  board  a 

j^B^A     flight,  and  I  decided  to  get 

£       A    some  work  done.  I  popped  a 

B$      A  wireless  card  into  the  slot 

■^^^^  on  the  side  of  my  laptop  and 

VA  logged  on  to  the  Internet  via 

rrizon     Communications'     National- 

Icess  plan.  In  seconds,  without  having 

[connect  a  cable  from  my  computer  to  a 

[one  line,  I  was  clearing  e-mails  and 

using  the  Net  at  speeds  faster  than  the 

1-up  connection  in  millions  of  homes. 

|NationalAccess  is  one  of  a  growing  se- 

tion  of  services  that  cellular  carriers  are 

igling  in  front  of  travelers  who  want 

ll-blown  Internet  access  on  the  laptop 


of  their  choice.  There  are  actually  two 
technologies  that  allow  you  to  have  this. 
The  most  famous  is  Wi-Fi,  which  hotels, 
airports,  and  coffee  shops  are  using  to  set 
up  "hot  spots"  offering  high-speed  con- 
nections. The  second  category  of  services, 
which  includes  NationalAccess,  lets  you 
tap  into  the  Net  anywhere  through  cellu- 
lar phone  networks.  Many  major  wireless 
carriers  now  offer  both  options,  making  it 
easy  for  road  warriors  to  mix  and  match 
services  until  they  come  up  with  their 
ideal,  always-on  Net  connection. 

Over  the  past  few  weeks,  I  have  tested 
both  cellular  and  Wi-Fi  options  in  various 
locales.  When  it  comes  to  speed,  the  latter 
wins  hands  down.  At  the  Borders  book- 
store near  my  home  in  Los  Angeles,  I  was 


Twol-Ways 
for  Travelers 

Wi-Fi  vs.  cellular 


Providers  such  as  Sprint, 
T-Mobile,  and  Verizon  offer 
unlimited  Net  access  for  $30  to 
$35  a  month.  Day  passes:  $7  to 
$10.  Speeds  beat  some  home 
broadband  connections.  But 
finding  hot  spots  can  be  tough. 


CELLULAR 


Sprint  and  Verizon  offer  wireless 
Net  access  nationwide,  starting 
at  $40  a  month.  Speeds  are 
only  slightly  faster  than  standard 
dial-up  connections,  but  finding 
a  signal  is  a  snap. 


barreling  around  the  Net,  courtesy  of  T- 
Mobile's  Wi-Fi  service,  at  1,000  kilobits 
per  second— three  times  as  fast  as  my 
connection  at  work  and  nearly  20  times 
as  fast  as  dial-up.  That  makes  all  the  dif- 
ference when  you're  dealing  with  large, 
data-rich  files,  such  as  the  vacation  pic- 
tures I  had  stored  on  an  online  photo  site. 
But  Wi-Fi  has  limits.  Hot  spots  are  still 
concentrated  in  large  cities,  and  the  qual- 
ity of  service  is  erratic.  For  instance,  just 
when  I  craved  Wi-Fi  the  most— in  the 
Tucson  airport— there  was  no  hot  spot. 
And  on  a  trip  to  San  Diego,  it  was  also  a 
pain  finding  one.  Starbucks  did  the  trick, 
but  I  had  to  find  a  parking  space  and  feed 
the  meter.  The  services  from  Sprint  and 
Verizon,  in  contrast,  let  you  on  the  Web 
from  any  place  that's  covered  by  their  cell- 
phone networks. 


FASTER,  FASTER 


THE  PROBLEM  WITH  current  cellular 
services  is  simply  speed.  Many  use  a  tech- 
nology called  GPRS,  which  is  too  slow  to 
justify  its  $30-to-$80  monthly  fee.  Plans 
based  on  Qualcomm's  CDMA  technology 
(at  present,  just  Sprint  and  Verizon)  are 
faster:  I  sometimes  clocked  70  kilobits 
per  second,  better  than  dial-up  connec- 
tions. While  that's  fine  for  e-mail,  it's  too 
slow  to  move  large  files.  New,  much  faster 
cellular  services  are  coming,  including 
Verizon's  BroadbandAccess  (page  28) 
and  an  enhanced  form  of  GPRS.  For  now, 
you'll  have,  to  give  up  some  speed  if  you 
want  ubiquitous  coverage. 

For  Verizon  subscriber  Richard  Roth- 
man,  the  ability  to  log  on  anywhere  has 
transformed  his  real  estate  company, 
HomeBuyer  Agents.  As  soon  as  new 
houses  come  on  the  market,  Rothman 
and  his  co-workers  can  view  the  listings 
on  the  Web  and  e-mail  them  to  prospec- 
tive buyers— without  having  to  rush  back 
to  their  office  in  San  Diego. 

My  advice:  If  you  need  access  to  the 
Web  on  the  road  often  and  you  don't  want 
to  endure  the  hot-spot  hunt,  cellular  is  the 
way  to  go.  But  if  s  worth  equipping  your- 
self for  Wi-Fi,  too.  Fortunately,  most  of 
the  Wi-Fi  carriers  offer  day  passes.  To 
gain  access  to  the  widest  swath  of  hot 
spots,  consider  signing  up  for  two  or 
three  Wi-Fi  plans,  and  then  just  pay  the 
daily  rate  as  you  go.  Meanwhile,  keep  an 
eye  on  technical  developments:  Sprint 
has  just  started  offering  software  that 
switches  from  Wi-Fi  to  cellular— though 
in  some  cases  you  may  have  to  pop  in  a 
card.  So  hit  the  road,  and  get  down  to 
work— or  even  just  play.  ■ 

-ByArlene  Weintraub 
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EOPLE  CAN  GO  NUTS  over  notebook  computers, 
assigning  them  tasks  that  few  thought  possible 
a  few  years  ago.  Tony  Phan,  an  undergraduate  at 
the  University  of  Iowa  and  online  editor  for  The 
Daily  Iowan,  is  that  kind  of  person.  In  August, 
he  purchased  a  sub-notebook— a  3.1-pound 
Sony  VAIO  TR1— for  $2,350.  Despite  the  lap- 
top's small  size  and  slightly  scrunched,  10.6- 
inch  screen,  Phan  now  does  all  his  computing 
work  on  the  VAIO.  That  includes  programming 
tasks  for  the  school  paper  and  heavy-duty  graphic  design 
work,  among  other  functions.  When  Phan  needs  a  change  of 
scenery,  he  tucks  the  laptop  under  his  arm  and  trudges  to  the 
library  or  coffee  shop  to  continue  to  work  sans  wires.  As  he 
puts  it:  "Who  wants  to  be  chained  to  a  desk?" 

Laptops,  long  the  computer  of  choice         While  laptops  have  been  adding  bells 
for  corporate  road  warriors,  are  becoming      and  whistles  for  years,  a  few  recent  devel- 


a  mainstay  just  about  everywhere  people 
use  computers.  Each  year,  manufacturers 
stuff  these  machines  with  more  features, 
yet  somehow  manage  to  trim  their  waist- 
lines. Even  the  slimmest  can  do  many 
tasks  a  30-pound  desktop  machine  can 
do,  prompting  computer  aficionados  to 
trade  in  their  trusty  PC  towers  and  moni- 
tors. A  notebook  today,  says  Phan,  "defi- 
nitely is  a  desktop  replacement." 


opments  have  fanned  their  popularity. 
The  key  breakthrough  is  Wi-Fi— the 
wireless  magic  that  lets  people  eliminate 
cables  in  their  homes  and  offices,  and 
connect  with  the  Internet  anywhere  from 
airports  to  high  school  classrooms.  For 
lOth-grader  Sophie  Laird,  laptops  have 
supplanted  pencils  and  notebooks  as  her 
preferred  tool.  Her  school,  Trevor  Day 
School  on  Manhattan's  Upper  West  Side, 


runs  a  wireless  network  and  has  studen 
in  fifth  grade  and  above  bring  laptops  l 
class.  "I've  been  using  it  in  every  class 
she  says.  "It's  working  very  well." 

Built-in  wireless  is  just  one  of  the  in 
provements  showcased  by  laptops  th 
year.  Another  is  longer  battery  life  for  th 
most  portable  machines.  In  years  pas 
users  would  be  lucky  to  get  two  hours  b 
tween  charges— nowhere  near  enoug 
juice  for  a  power  user  on  the  go.  Nov 
many  models  can  stay  revved  up  for  moi 
than  four  hours,  nearly  as  long  as  a  coas 
to-coast  flight.  At  the  same  time,  laptop 
are  boasting  better  screens  with  wide 
viewing  angles,  making  them  ideal  fc 
everything  from  watching  recorded  tek 
vision  shows  and  movies  to  storing  thoi 
sands  of  hours  of  music. 

Indeed,  on  a  number  of  fronts,  lapto 
buyers  are  getting  more  bang  for  th 
buck  than  they  were  just  a  year  age 
Likely  as  not,  the  machine  you  pick  01 
for  $1,000  today  could  come  with  a  2 
gigahertz  processor,  256  megabytes  j 
memory,  a  40-gigabyte  hard  drive,  and 
14.1-inch  screen.  That's  as  much  co 
puting  brawn  as  most  people  will  nee 
For  an  additional  $500  or  $1,000,  yo 
can  get  the  same  kind  of  power  in  an  ul] 
tralight  frame,  or  pack  in  yet  more  pro 
cessing  speed  and  memory.  To  sort  ou 


> 

Move  over,  desktops.  Make  way  for 


Now  even  slim 
notebooks  can  do  the  work  of  a 
traditional  PC.  And  buyers  are 
snapping  them  up.  BY  BEN  ELGIN 
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Hot  Stuff 

INTERLINK  7310 

$2,399 1  JVC  |  dynamism.com 

No  bigger  than  a  hardcover  book,  JVC's  InterLink  7310  offers  desk- 
top performance  in  a  spare,  2-lb.  package.  The  PC  has  an  Intel  Cen 
trino  processor,  built-in  Wi-Fi,  a  40-gigabyte  hard  drive,  and  a 
screen  that's  plenty  sharp,  if  a  bit  small.  The  one  serious  fault:  a 
keyboard  too  little  for  touch-typing  and  too  big  to  thumb.  Still,  the 
7310  scores  serious  "where 'd  you  get  that?"  envy.  Built  for  Japan's 
domestic  market,  it's  now  available  online  in  the  U.S. 


all  the  options,  I  took  a  couple  of  laptops 
for  test  drives,  and  interviewed  a  dozen 
people  who  put  their  machines  through 
the  paces. 

For  people  who  value  power  over  mo- 
bility, the  full-size  desktop  replacements 
are  small  wonders  to  behold.  Hewlett- 
Packard  unveiled  its  Pavilion  zd7000 
laptop  in  September,  with  a  scorching- 
fast  3.2  gigahertz  processor,  a  com- 
pelling feature  in  a  computer  that 
costs  $1,900.  And  earlier  this 
year,  Dell  redesigned  its  popu- 
lar Latitude  laptop  family  to 
incorporate  a  variety  of  wire- 
less options  and  an  enormous 
15.4-inch  screen. 

BULKING  UP 

SUCH  MACHINES  typically  add  all  the 
features  and  extras  at  the  expense  of 
portability.  Troy  Murray,  a  Michigan 
State  University  computer  program- 
mer, plunked  down  $2,100  in  Septem- 
ber for  a  loaded  Pavilion  zd7000.  The 
machine's  processing  power  and  512 
megabytes  of  memory  let  him  run  five 
or  six  different  software  applications 
simultaneously,  without  taking  a  big 
performance  hit.  And  while  the  ma- 
chine sits  on  his  desk  most  days,  it's 
portable  enough  so  Murray  can  take  it 
elsewhere  in  his  building.  "If  s  kind  of 
bulky,  but  I  like  the  option  of  being 
portable,"  says  Murray,  who  made  the 
switch  from  desktops  to  laptop  com- 
puters two  years  ago. 

If  you  put  a  high 
premium  on  mobility, 
you  won't  like  the 
physical  toll  those  iron- 
clads will  take.  The 
Pavilion  zd7000,  at  9.2 
pounds,  weighs  more 
than  some  small  bowl- 
ing balls.  The  Latitude 
D800,  at  7  pounds,  is  a 
little  lighter.  If  that 
doesn't  put  a  drag  on 


your  wanderlust,  the  meager  battery  life 
certainly  will.  The  Latitude  D800  gets 
three  hours;  the  Pavilion  zd7000  a  little 
more  than  two. 

At  the  opposite  end  of  the  power-to- 
portability  curve  are  the  super-light  sub- 
notebooks.  These  machines  are  usually 
2.5  lb.  to  3.5  lb.,  and  an  inch  and  a  half 
thick.  They  include  the  Sony  VAIO  TR1, 
launched  in  June,  and  Panasonic's  2.8- 
pound  Toughbook  W2,  which 
came  out  in  July.  With  beefed  up 
battery  life,  a  built-in  CD/DVD 
drive,  and  wireless  connectiv- 
ity, these  $2,000-plus  ma- 
chines are  much  more  than 
fancy  playthings. 
I  was  eager  to  test  one  of  the 
sub -notebooks  for  myself.  After 
using  a  bulky  IBM  ThinkPad  X20  for 
the  past  several  years,  I  tried  out  the 
VAIO  TR1  for  several  days.  It  was  like 
jumping  from  a  Ford  Taurus  into  a 
Porsche  Boxster.  It's  fun  to  tote 
around  and  great  for  Web  browsing 
and  e-mail.  Much  to  my  surprise,  even 
the  smaller  screen  isn't  a  problem. 
Sony's  proprietary  XBRITE  screen 
technology  generates  a  bright,  clear 
image  that' s  terrific  for  viewing  either 
text  or  DVDs.  Sitting  on  my  couch 
watching  Dirty  Harry  careen  through 
the  streets  of  San  Francisco,  I  quickly 
forgot  I  was  watching  a  screen  the  size 
of  a  greeting  card.  The  only  drawback 
I  found  was  the  keyboard.  Although 
most  of  the  owners  I  interviewed  had 


no  complaints  about  the  sma 
er    space,     my    fingers     ft 
cramped.  I  wasn't  pecking  o 
typos  every  other  word,  but  m 
already    tepid     typing     pac 
slowed  another  notch  or  tw( 
People  with  larger  hands  coul 
find  it  troublesome.  I  wouldn 
want  to  type  a  novel— or  even 
lengthy  memo— on  one  of  thes 
small  fry. 

Frequent  fliers  who  want 
strike  more  of  a  balance  b 
tween  mobility  and  utilit 
should  look  at  the  Acer  TravelMat 
803LCi.  At  6.1  pounds  and  a  15-inc 
screen,  it  has  a  60-gigabyte  hard  driv 
and  512  megabytes  of  memory.  Fans  rav 
about  the  long  battery  life,  quiet  moto 
and  fast  chips  for  playing  video  game; 
Despite  its  $2,600  price  tag,  it  hits  th 
sweet  spot. 

WIRELESS  ACCESS 

BARGAIN  HUNTERS  have  reasons  to  ge 
excited,  too.  You  can  now  pay  abou 
$1,000  for  a  laptop  with  enough  com 
puting  power  to  satisfy  many  users, 
top  pick  is  Dell's  revamped  mainstrean 
model,  the  Inspiron  5150.  At  $1,050,  thi 
machine  includes  a  fast  Pentium  4  2. 
gigahertz  processor,  256  megabytes  o 
memory,  a  40-gigabyte  hard  drive,  and 
14.1-inch  screen.  Moreover,  Dell  appar  L 
ently  took  a  cue  from  style  maven  Stev 
Jobs  at  Apple  Computer  and  spiced  u 
the  design  a  bit.  Gone  is  the  no-frill 
gray  case— replaced  by  two-tone  blue 
and-silver. 

For  starving  students  and  people  wh< 
drop  their  computers  a  lot,  there  ar 
even  cheaper  options  available.  Th 
Gateway  M305S,  starting  at  $700,  is  thi 
computer  equivalent  of  a  Dodge  Neon 
If  s  bare-bones  but  workable,  including : 
2.2  gigahertz  processor,  a  20-gigabyt< 
hard  drive,  and  just  128  megabytes  o 
memory,  so  don't  get  visions  of  running 
more  than  a  couple  of  software  program! 
at  once.  Still,  if  s  fine  for  writing  term  pa 


HotStuff 


■i 


QUICKCAM  ORBIT 

$130 1  Logitech  |  logitech.com 

Here's  a  Web  cam  that  will  turn  heads-including  its  own.  Logitech's  Orbit  ei- 
ther nestles  in  its  base,  oryou  can  use  the  9-inch  stand  to  see  it  eye-to-eye. 
Use  your  mouse  to  pan  side  to  side  to  get  a  nearly  180-degree  horizontal  view, 
and  to  tilt  it  up  and  down  through  a  54-degree  arc.  Or  use  it  hands-free:  Special 
tracking  software  directs  the  camera  to  automatically  follow  you  as  you  move 
around  the  room. 
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Introducing  FREE  HIGH-SPEED  INTERNET  ACCESS  at  Courtyard 


® 


COURTYARD 

® 

Harriott 


Your  Marriott  Awaits" 


Free  high-speed  Internet  access  is  now  available  at  most  of  jur  540  locations. 
For  reservations,  call  1-800-321-2211  or  visit  Courtyard.com. 
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pers  and  any  other  basic  computing  task. 
Whether  you're  buying  the  most  ex- 
pensive laptop  or  the  cheapest,  make 
sure  you  get  wireless  communications 
built  in.  With  thousands  of  wireless  hot 
spots  cropping  up  from  schools  to  air- 
ports to  consumer  retail  chains,  you  can 
check  your  e-mail  or  surf  the  Web  while 


waiting  for  your  flight  or  sipping  your 
mocha.  The  only  tricky  part  is  arranging 
for  Inter'  et  access  in  some  hot  spots.  I 
took  one  laptop  to  Starbucks  to  test  its 
wireless  features,  but  couldn't  get  it  to 
work.  Frustrated  after  tinkering  with  the 
setup  controls  for  more  than  an  hour,  I 
called  it  quits.  Somehow  I  failed  to  spot 


the  "how  to"  brochures  displayed  around 
the  shop. 

It  was  an  embarrassing  lesson.  When 
in  doubt,  ask.  But  consider  the  bright 
side:  Wherever  there's  a  learning  curve, 
there's  usually  innovation  going  on.  And 
laptop  buyers  certainly  have  plenty  of  in- 
novations to  choose  from  these  days.  II 


Laptops  Good  Enough  To  Be  The  Main  Act 

CNET's  top  picks  among  laptops  are  packing  more  computing  power  into  smaller  frames,  at  lower  prices. 


EASY  ON  THE  BUDGET 


Model/web  site 


JELL  INSPIRON  5150 

dell.com 


ACER  TRAVELMATE 
290Xi 

acer.com 


GATEWAY  M305S 

gateway.com 


FOR  ROAD  WARRH 


Price 


$1,049 


$999 


$699 


Specs 


Pentium  4  2.4  GHz,  256  MB  RAM, 
40GB  hard  drive,  14.1-inch  screen 


Pentium  M  1.3  GHz,  128  MB  RAM, 
20  GB  hard  drive,  14.1-inch  screen 


Celeron  2.2  GHz,  128  MB  RAM,  20 
GB  hard  drive,  14.1-inch  screen 


The  good,  the  bad,  and  the  bottom  line 


It's  big  and  heavy,  but  users  will  love 
its  speed  and  long  battery  life  » 


Despite  a  mediocre  keyboard,  it 
appeals  to  the  back-to-school 
crowd  and  those  on  a  tight  budget 


This  entry-level  laptop  has  a  great  mix 
of  features  and  performance  but  barely 
enough  memory  to  run  basic  applications 


ACER  TRAVELMATE 
803LCi 

acer.com 


IBM  THINKPAD 
T40p 

ibm.com 


SONYVAIO 
PCG-TR2AP1 

sony.com 


$2,600 


$3,079 


$2,299 


Pentium  M  1.6  GHz,  512  MB  RAM, 
60  GB  hard  drive,  15-inch  screen 


Pentium  M  1.6  GHz,  512  MB  RAM, 
60  GB  hard  drive,  14.1-inch  screen 


Pentium  Ml  GHz,  512  MB  RAM,  40 
GB  hard  drive,  10.6-inch  screen 


__ 


A  little  big  for  a  thin-and-light,  but  it  provides 
everything  a  nomad  could  wish  for,  including 
peak  performance  and  long  battery  life 


Not  the  fastest  Pentium  notebook,  but  it 
offers  an  innovative  design,  top-notch 
performance,  and  tons  of  features  » 


May  be  too  small  to  serve  as 
a  main  computer,  but  it's 
awesome  for  frequent  fliers 


APPLE  POWERBOOK 
12-inch 

apple.com 


$1,599 


Motorola  PowerPC  G4 1  GHz,  256 
MB  RAM,  40  GB  hard  drive,  12.1- 
inch  screen 


The  PowerBook  12-inch  is  easy  to  carry  around  and  serves  up  an 
excellent  balance  of  price,  features,  and  performance,  although  it  has 
a  weak  standard  warranty 


DO-IT-ALL  DESKTOP  REPLACEMENTS 


DELL  LATITUDE  D800 

dell.com 


HP  PAVILION  ZD7000 

hp.com 


TOSHIBA  SATELLITE 
P25-S609 

toshiba.com 


IBM  THINKPAD 
R  SERIES 

ibm.com 


$2,904 


$1,899 


$2,799 


$1,449 


Pentium  M  1.7  GHz,  512  MB  DDR 
SDRAM,  60GB  hard  drive,  15.4- 
inch  screen 


Pentium  4  3.2  GHz,  512  MB  DDR 
SDRAM,  60  GB  hard  drive,  15.4- 
inch  screen 


Pentiun  4  3  GHz,  1GB  DDR 
SDRAM,  i-OGB  hard  drive,  17-inch 
screen 


Pentium  M  1.3  GHz,  256  MB  DDR 
SDRAM,  40  GB  hard  drive, 
15-inch  screen 


Dell  marvelously  redesigned  its  top- 
flight corporate  desktop  replacement, 
but  it's  not  as  stylish  as  a  Mac  or  a  Sony   I 


This  well-designed  Pavilion  has  as 
much  power  as  a  desktop  but  comes 
up  short  on  battery  life  » 


This  large,  fast,  and  powerfully 

configured  notebook  with  TV  tuner 

is  designed  from  the  ground  up  for  Microsoft  Windows  Media  Center 


Good  performance,  along  with  great  design  and  battery  life,  make  the 
ThinkPad  R40  a  trusted  friend  for  the  traveler,  although  the  screen 
could  be  crisper 


Data:  CNET.com 
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louse  with  oilseeds? 


If  you  ask  the  right  questions,  nature  will  answer. 

By  finding  natural  alternatives  for  many  of  the  things  we  use  every  day 

we're  making  the  world  less  harmful  to  people  and  more  friendly  to  the  environment. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 

ADM 

THE  NATURE  OF  WHAT'S  TO  COME' 
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PCs:  Looking  Beyond 
The  Big  Brands 

Plenty  of  smaller  boutiques  offer  models 
that  could  be  just  what  you  want 


JED  ROSE  BEGAN  SHOPPING 
for  a  PC  earlier  this  summer, 
and  he  knew  he  wanted 
something  different.  The  23- 
year-old  marketing  manager 
for  Microsoft  craved  a  ma- 
chine that  would  let  him  edit 
videos  and  play  games, 
DVDs,  or  downloaded  mu- 
sic—with resolution  and  sound  fidelity 
good  enough  to  grace  his  large-screen  TV 
and  living  room  stereo.  The  prospect  of  a 
plain  PC  box  in  his  Seattle  apartment  re- 
pelled him.  "If  you  look  at  PCs  from  10 
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years  ago,  there  hasn't  been  much  ad- 
vancement in  the  cool  factor,"  he  says.  "I 
didn't  want  an  eyesore." 

To  get  what  he  desired,  Rose  looked  be- 
yond the  usual  suspects.  Due  to  indus- 
try consolidation,  four  companies— Dell, 
Hewlett-Packard,  Gateway,  and  eMa- 
chines— supply  roughly  two-thirds  of  the 
home  PCs  sold  in  the  U.S.  Instead,  Rose 
bought  a  Mini  QBox  845-3000  from  Poly- 
well  Computers  in  South  San  Francisco. 
The  size  of  a  small  toaster  oven,  it  has  a 
grip  on  top  so  it  can  be  easily  taken  to  the 
office  or  to  a  "LAN  party"  where  gamers 


get  together  to  compete  over  a  fast  local 
area  network.  It  has  a  metallic,  industrial- 
hip  design,  with  plexiglass  sides  illumi- 
nated by  a  blue-tinted  inside  light. 
"Frankly,  I'm  surprised  Dell  or  Gateway 
don't  have  a  product  like  this,"  says  Rose, 
who  paid  $1,200,  not  including  monitor, 
keyboard,  or  mouse.  "Most  of  my  friends 
are  young  technology  enthusiasts.  When 
they  see  it,  they  all  say,  Wow,  this  is 
cool.'" 

There  are  some  universal  rules  of 
thumb  for  PC  shoppers  this  holiday  sea- 
son. Now  that  there  are  finally  easy  ways 
to  manage  digital  photos,  buy  songs,  or 
rent  movies  online,  you'll  want  at  least  80 
gigabytes  of  storage.  The  minimum 
amount  of  memory  you  should  demand  is 
256  megabytes,  though  512  MB  is  a  safer 
bet.  For  the  microprocessor,  you'll  want 
Intel's  powerful  Pentium  4  or  Advanced 
Micro  Devices'  Athlon.  (Intel's  Celeron 
could  slow  you  down  if  you  try  to  do  any- 
thing beyond  word  processing  and  other 
pedestrian  tasks.)  Still,  don't  bother  buy- 
ing the  fastest  models.  A  3.2-GHz  Pen- 
tium 4  costs  around  $300  more  than  a 
2.8-GHz,  and  only  gamers  and  other 
power  users  would  be  able  to  tell  the  dif- 
ference in  performance. 

There  are  plenty  of  cool  choices  be- 
yond the  big  brands.  Apart  from  differ- 
ences in  style,  outfits  such  as  Polywell, 
Pacific  NorthWest,  and  Alienware  use  a 
variety  of  strategies  to  squeeze  optimal 
performance  out  of  their  PCs.  Major 
players  such  as  Apple,  Sony,  and 
Hewlett-Packard  still  do  a  better  job  de- 
veloping families  of  products  designed 
to  work  together— say,  a  PC,  photo  print- 
er, and  digital  camera  for  photography 
buffs.  But  in  many  ways,  the  small  bou- 
tiques outshine  them. 

PERSONAL  SERVICE 

THE  NO-NAME  BRANDS  that  make  up 
most  of  our  top  picks  have  various  ways  of 
setting  their  machines  apart.  Gamers— 
whose  virtual  lives  can  depend  on  whether 
their  machine  can  outgun  rival  players- 
have  flocked  to  these  brands  because 
they're  oftentimes  built  with  higher  per- 
formance components.  But  others  can 
benefit,  too.  Rose  says  his  Mini  Qbox  boots 
up  in  less  than  10  seconds,  partly  because 
the  machine  isn't  loaded  down  with  the 
reams  of  prepackaged  programs  the  big- 
ger brands  often  add.  The  Mini  Qbox  also 
sports  enough  USB  and  FireWire  ports  to 
connect  Rose's  digital  camera,  camcorder, 
MP3  player,  and  wireless  mouse,  keyboard, 
and  network.  What's  more,  the  premium 
he  paid  gets  him  personal  service:  When 
he  has  questions,  he's  routed  to  the  same 


Introducing 

high  performance  technology  that's  also 

good 

I  ^*M       LI  ■  %?     vJ  I  I  V  I  I  ^Ji  I  V?  I   I  La    In  the  race  for  a  greener  planet,  Toyota  is  determined  to  win. 

That's  why  we've  developed  Hybrid  Synergy  Drive,"  a  revolutionary  power  train  that  combines  a  gasoline  engine  with  a  powerful  electric 

motor  that  never  needs  to  be  plugged  in.  The  result?  Super-efficient,  super-charged  performance. 

Hybrid  Synergy  Drive  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer  smog-forming 

emissions  -  all  while  dramatically  boosting  power."  In  fact,  Hybrid  Synergy  Drive  can  inject  a  V6  SUV  with  the  power  and  torque  of  a  V8. 

This  groundbreaking  yet  affordable  technology  has  already  hit  the  roads  in  the  all-new  Prius. 

And  soon,  Hybrid  Synergy  Drive  will  be  available  in  more  and  more  Toyota  products  -  including  SUVs. 

Welcome  to  a  new  era  in  driving  -  we're  off  and  racing. 

toyota.COm/tomorrOW        'Based  on  2004  EPA  est.  city  &  combined  mpg.  &2003 
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support  person.  This  is  Poly- 
well's  policy,  unless  that  service 
rep  is  unavailable. 

Brands  large  and  small  are  fo- 
cusing on  models  based  on  Mi- 
crosoft's clunMly  named  Win- 
dows XP  Media  Center  Edition 
2004  software.  Media  Center 
PCs  are  designed  to  be  used 
while  leaning  back  on  the  sofa 
rather  than  leaning  forward 
over  the  keyboard.  With  a  TV- 
style  remote,  you  can  look  at  dig- 
ital photos,  watch  videos,  or  play 
music,  either  through  a  flat-panel  monitor 
or  a  TV.  Media  Center  PCs  also  mimic  the 
popular  TiVo  personal  video  recorders, 
automatically  storing  your  favorite  TV 
shows  for  later  viewing  and  allowing  you 
to  pause  or  rewind  during  live  shows.  The 
picture  on  many  models  remains  inferior 
to  that  on  the  average  TV.  Still,  Media 
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HotStuff 

ELUMINX  KEYBOARD 

$80  |  Auravision  |  eluminx.com 

Ever  feel  as  if  you're  surfing  in  the  dark?  Auravision's  EluminX 
keyboard  will  change  that.  It  has  the  streamlined  look  and  feel  of 
a  high-quality  laptop  computer,  but  with  a  twist:  There's  an 
electro-luminescent  panel  built  into  the  silver  or  black  case  that 
shines  up  through  the  translucent  keys  with  an  eerie  glow.  Night 
owls  can  choose  between  aquamarine  or  sapphire  blue  models, 
and  there's  a  matching  mouse  for  $30. 


Center  will  probably  be  one  of  the  biggest 
trends  in  home  computing  by  mid- 
decade. 

Already,  computer  makers  are  unveil- 
ing Media  Center  models  designed  for 
places  other  than  Dad's  office  or  the  desk 
in  the  kids'  room.  ZT  Group  Internation- 
al's pricey  Home  Theatre  PC  A5071  looks 


Desktops:  The  No-Names  Fight  Back 

CNET's  top-rated  desktops  include  one  Hewlett-Packard  machine,  with  no  sign  of 
Apple,  Dell,  Gateway,  or  IBM.  The  lesson:  Some  small  outfits  pay  more  attention  to 
what  specific  markets  want,  be  it  maximum  performance,  style,  or  minimum  price. 


BIG  SPENDERS  ($2,000  and  up) 


Product/Web  site 


ZTHOME 
THEATER  PC 
A5071 

ztgroup.com 


POLYWELL 
MINIQBOX 
845-3000 

polywell.com 


Price 


$3,998 


$2,399 


Specs 


2.2  GHz,  AMD  Athlon 
64  FX-51. 1 GB  of 

RAM,  160  GB  hard 
drive 


3.06  GHz  Intel 
Pentium,  1GB  of 
RAM,  120  GB  hard 
drive 


MIDDLE  OF  THE  ROAD  (under  $2. 


The  good,  the  bad,  the  bottom  line 


At  the  moment,  AMD's  64-bit 
chip  is  the  fastest  on  the  market, 
and  the  computer  looks  like  a 
high-end  stereo,  not  a  PC.» 


Expansion  is  limited,  but  this 
diminutive  machine 
packs  a  lot  of  punch  in  a 
small  footprint. 


ABS  AWESOME 
4500 

abspc.com 


HP  PAVILION 
A250E 

hp.com 


$1,499 


$1,564 


2.6  GHz  Pentium  4, 
512  MB  RAM,  120  GB 
hard  drive 


2.8  GHz  Pentium  4, 
512  MB  of  RAM,  80 
GB  hard  drive 


Powerful,  fairly  priced,  and  versatile.  But 
you'll  need  to  pay  extra  for  a  DVD  burner. 


1DED  (Under  $1,000) 


eMACHINES 
T2625 

emachines.com 


iBUYPOWER 
VALUE  XP  PC 

ibuypower.com 


$749 


$799 


Athlon  XP2600+, 
512  MB  of  RAM,  120 
GB  hard  drive 


2.4  GHz  Pentium  4, 
512  MB  of  RAM,  40 
GB  hard  drive 


With  a  DVD  burner,  media  card  reader,  and 
17-inch  LDC  monitor,  it's  a  good  choice  for 
the  garden-variety  shopper  who  wants  a 
few  nifty  extras. 


May  cost  $1,000  with  flat-panel 
display.  Includes  some  surprises, 
such  as  a  DVD-recordable  drive.» 


Sporting  Intel's  latest  chipset,  it's 
a  good  buy  despite  a  skimpy 
hard  drive  and  poor  speakers. 


Data:  CNET  com 
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more  like  a  high-end  stereo  than  a  P( 
Gateway's  new  610  Media  Center  PC  hi 
an  appealing  all-in-one  design,  with  th 
PC  stuffed  behind  the  17-inch  wid< 
screen  flat-panel  monitor.  There  ai 
cheaper  versions  that  look  more  like  gai 
den-variety  PCs.  Dell  and  Gateway  ha\ 
already  introduced  Media  Center  PCs  fc 
around  $1,000. 

Shoppers  will  also  have  the  option  t 
buy  a  PC  that's  bundled  with  other  proc 
ucts  designed  to  work  with  it.  Apple  Con 
puter  has  been  packaging  consumer  ge 
with  Macs  for  years,  as  has  Sony  with  il 
Vaios.  Hewlett-Packard  is  pushing  digita 
photography  bundles,  complete  with 
^^^^  digital  camera,  photo  prim 
er,  and  related  accessorie; 
Gateway  will  offer  bundle 
centered  on  video,  and 
music  configuration  will  ir 
elude  Gateway's  MP3  playe 
and  a  month's  subscriptio 
to  the  Napster  2.0  musi 
service. 

Many  shoppers  just  war 
good  value  on  a  plain  old  P( 
Sixteen-year-old  Jacob  Woli 
of  Bethesda,  Md.,  is  perfecdy  happy  wit 
the  eMachines  Inc.  PC  his  father  bougr 
him  for  $400  after  rebates.  "For  every 
thing  I  need  to  do,  it  works  fine,"  he  says 
So  take  the  time  to  look  beyond  the  bi 
brands.  Keith  Sanders,  a  manufacturer' 
representative  from  Deptford,  N.J.,  re 
cendy  spent  $1,500  for  a  PC  from  AB 
Computer  Technologies  in  Whittier,  Cali 
He  bought  a  model  with  a  3  GHz  proces 
sor,  80  gigabytes  of  storage,  a  video  car 
for  zippy  graphics,  and  a  17-inch  flat-pan 
el  display.  "Dell  wanted  close  t 
$2,000  for  the  same  thing,"  he  says 
A  former  Dell  customer,  Sander 
says  ABS's  phone  support  com 
pared  favorably  with  Dell's  in  receri 
years.  For  shoppers  willing  to  do 
bit  of  extra  research,  one  of  thos 
unfamiliar  brands  may  have  you 
name  on  it.  II 

-By  Peter  Burrow 
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With  the  first  phone  in  the  U.S.  loaded  with  Windows  productivity. 


Introducing  the 

Motorola  MPx200  smartphone 

with  Windows  Mobile  '  software, 


Here's  the  new  Motorola  MPx200,  a 
slim,  sleek  smartphone  that  keeps 
you  connected  when  you're  out  of 
the  office. 


Only  from  AT&T  Wireless. 


With  pocket  versions  of  Microsoft  Outlook; 
MSN   Messenger,  Internet  Explorer,"  and 
Windows  Media  Player,"  you'll  find  familiar 
screens  and  easy  navigation. 


Quick  and  easy  synchronization  with 
your  PC  keeps  you  current  with  office  or 
personal  e-mail. 


Manage  your  Microsoft  Office  inbox, 
calendar  and  contacts  to  stay  productive 
while  on  the  go. 


If's  a  phone  with  a  built-in  PDA,  voice 
dialing,  speakerphone  and  an  expanded 
memory  slot. 


Now  available  only  from  AT&T  Wireless. 

Call  1-866-4AWS-B2B 

or  visit  us  at 

attwireless.com/smartphone 


Hj 


Designed  for 


Windows 
'  Mobile 


">  O  U  T  on  the  wireless  service  America  trusts 


AT&T  Wireless 
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WIDE OPEN 

Fujitsu's 

Plasmavision 

display 


Monitors  With 
AnEdge 

Flat-panel  screens  are  offerings  lots  more 
goodies-at  better  prices 


WHEN  THEY  FIRST 
came  on  the  scene  a 
few  years  ago,  flat- 
screen  monitors  were 
like  the  best  sports 
cars:  gorgeous  but 
unaffordable.  Today, 
they're  more  like  mid- 
size luxury  sedans— looking  sweet  as 
ever,  but  still  not  priced  like  commodities. 
I  recendy  tested  nine  screens  in  the  15- 
inch  to  19-inch  range,  splaying  them 
across  a  desk  in  my  office.  People  kept 
stopping  by  to  sample  the  goods.  I  turned 
them  away  like  the  Soup  Nazi  on  Seinfeld. 
"No  flat  screens  for  you!"  I  barked.  I  had 
research  to  do.  Now,  though,  I  can  share 
my  thoughts.  All  but  the  cheapest  flat 
panels  delivered  high-quality  images.  But 
I  discovered  a  wide  range  of  features- 
some  of  which  may  sway  your  purchase. 

MULTIMEDIA  LINKS 

OF  THE  SCREENS  I  tried— from  leading 
players  such  as  Dell  and  Samsung  and 
smaller  makers  such  as  Planar  Systems 
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and  AOC  Monitor— my  personal  favorite 
was  a  17-inch  beauty  from  AOC,  the 
LM729.  Elegant  and  user-friendly,  it  sport- 
ed silver  trim  with  a  black  speaker  running 
across  the  bottom  that  served  as  a  visual 


anchor.  The  display  swiveled  270  degre 
making  it  easy  to  show  images  to  peoj 
beside  you.  Prices  ranged  from  $400 
$450  on  various  Web  sites,  a  great  val 
compared  with  the  typical  price  of  $525 

In  the  15-inch  class,  you  can't  go  wroi 
with  any  of  the  top-selling  models  fro 
Dell,  IBM,  or  Samsung.  They're  all  well 
signed,  reasonably  priced,  and  offer  dece 
resolution.  But  each  model  had  at  least  o: 
unique  feature  that  might  win  you  ov< 
My  vote  for  the  most  handy  goes  to  De 
which  built  2  USB  ports  into  the  side  of 
monitor.  This  is  helpful  for  quickly  viewii 
photos  or  files  that  you  can  transfer  wi 
any  of  a  variety  of  tiny  storage  gizmos  d 
signed  for  just  such  a  use.  If  adjustability 
key,  then  consider  the  IBM  ThinkVisk 
L150,  whose  base  swivels  a  full  360  d 
grees,  or  the  Samsung  SyncMaster  153 
whose  screen  doesn't  swivel,  but  can  rota 
from  the  horizontal  to  vertical  position 

Digital  media  devotees  should  consii 
er  the  Samsung  SyncMaster  172MP- 
snazzy  monitor  with  several  multimed 
features.  It  comes  equipped  to  recer* 
HDTV  signals  and  includes  audio  ar 
video  inputs,  including  an  S-video  lin 
that  allow  you  to  hook  up  your  DVD  pla 
er  or  VCR  to  the  screen.  But  all  that  fun 
tionality  has  a  downside:  The  adjustmei 
controls  are  confusing.  Press  one  buttc 
the  wrong  way,  and  the  image  vanishe 
sending  you  scurrying  to  the  user  guide 

At  the  high  end,  there  are  stunnir 
plasma  screens  from  Fujitsu,  NEC,  an 
Samsung  measuring  50  inches  and  u 
But  prices  also  can  exceed  $10,00< 
Whatever  your  budget,  make  sure  to  tes 
drive  the  models  in  the  stores.  Seeing  r< 
ally  is  believing.  HI 

-By  Spencer  E.  An 


Flat-Panel  Screens:  Sleek  As  Race  Cars 

Here  are  the  top  flat  panels  based  on  price,  image  quality,  and  functionality: 


$ 


Model  /  web  site 


IBMTHINKVISIONL150P 

pc.ibm.com 


SAMSUNG  SYNCMASTER 
173T  samsungusa.com 


NECLCD1765 

necmitsubishi.com 


DELL1901FP 

dell.com 


Screen  /  price 


15" 

$350 


17" 
$529 


17" 

$550 


19" 

$650 


The  good,  the  bad,  the  bottom  line 


It's  expensive,  but  the  L150p  offers  good  image 
quality,  sharp  design,  and  a  handful  of  adjust- 
ability features  rare  among  15-inch  LCDs. 


A  well-designed  and  extremely  adjustable 
display  that  also  offers  solid  image  quality. 


Delivers  cream-of-the-crop  image  quality  at  a 
decent  price,  and  the  extra  inches  are  a  plus. 
But  the  warranty  period  is  a  bit  short. 


ILE 


Elegantly  designed,  highly  adjustable, 
affordably  priced,  with  image  quality  that's 
good  enough  for  most  users. 


N  ill- 


Data:  CNET  com 
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Open  to  all  infrastructures. 

When  you're  choosing  an  information 
management  solution,  the  last  thing 
you  want  to  do  is  change  your  existing 
infrastructure.  Before  you  know  it,  you're 
locked  into  costs  that  can  spin  out  of 
control.  With  LEGATO  the  door  is  open 
to  whatever  hardware  or  software 
you're  using  now  -  or  may  choose  in 
the  future.  That's  the  beauty  of  LEGATO. 
Big  time  freedom.  Small  time  costs. 
Problem  Solved. 


I  LLCj  A I  O   the  leader  in  open  software  solutions  for  Information  Management:"        a  division  of  EMC 

)3  LEGATO  Software.  LEGATO  and  the  LEGATO  logo  are  registered  trademarks  of  LEGATO  Software.  All  other  trademarks  are  the  property  of  their  respective  owners.  WWW   LEGATO   Pflm 
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TECH  BUYING  GUIDE  IN  THE  OFFICE 


Weaving  an 
Untangfed  Wi-Fi  Web 

Setup  can  be  torture  and  security  weak, 
but  the  joys  of  going  wireless  are  many 


I  LIE  IN  BED  WITH  a  laptop  across  my 
knees,  surfing  the  Web.  The  latest  is- 
sue of  The  New  Yorker  hasn't  landed 
in  my  mailbox  yet,  so  I  check  it  out 
online,  read  a  scathing  piece  by  Sey- 
mour Hersh  on  conflicts  between  the 
White  House  and  the  intelligence 
community— then  jump  over  to  Ap- 
ple Computer's  iTunes  Music  Store. 
There's  a  Yo  La  Tengo  album  I  missed 
when  it  was  released  earlier  in  the  year, 
which  I  download  for  just  under  10  bucks. 
When  I'm  finished,  there  are  no  wires  to 
untangle  before  I  nod  off.  I  simply  slide 
the  laptop  onto  the  nightstand  and  snap 
off  the  light. 

Ah,  Wi-Fi.  It's  hard  to  overstate  the 
convenience  of  this  technology,  which 
you  can  think  of  as  spraying  bandwidth 
around  your  home  or  office.  Once  you 
plug  a  wireless  router  into  your  cable 
modem  or  DSL  box,  any  computer  with  a 
Wi-Fi  antenna  in  a  roughly  300-foot  ra- 
dius can  share  the  connection  without 
any  cables.  The  technology  is  now  sup- 
ported by  all  the  tech  industry's  big 
guns,  from  Intel  to  Verizon  Communi- 
cations. That  has  brought  hardware 
prices  down  in  the  past  year  to  just  $100 
to  $200,  tops.  Creating  a  "hot  spot"  is 
still  a  hassle,  as  I  learned  last  month 
when  I  unwired  my  New  York  City 
apartment.  But  the  ends  still  justified  the 
torture,  which  was  roughly  as  follows: 

FREELOADERS 

AFTER  BUYING  a  Wi-Fi  router  from 
Linksys  at  the  local  electronics  store,  I 
dropped  the  enclosed  CD  into  my  desk- 
top so  it  would  walk  me  through  the 
router  installation.  The  CD  informed 
me  that  the  computer  wasn't  connected 
to  the  Net— even  though  it  was.  I  ran  it 
a  second  time.  Then  a  third,  but  no 


Why  Wireless? 

The  buzz  about  wireless  networking  is  deafening, 
but  is  it  right  for  your  home?  Here  are  its  merits  and 
shortcomings: 

Upside 

Downside 

CONVENIENCE  A  wireless 

network  sets  you  free  to  tap 
into  the  Net  from  most 
anyplace  in  your  home. 

SETUP  Steel  yourself  for 
the  process  of  hooking  up 
your  wireless  network.  It  can 
take  hours. 

COST  Wi-Fi  gear  can  cost  as 
little  as  $100. 

SECURITY  The  security  on 
wireless  networks  is  pitiful. 

luck.  So  I  turned  to  the  "Quick  Installa- 
tion Guide"  booklet,  which  was  neither 
quick  nor  much  of  a  guide.  I  rebooted 
several  times,  unplugged  the  router, 
reran  the  CD,  and  finally  called  Linksys' 
tech  support. 

It  was  midnight  in  New  York,  but  af- 


ter 22  minutes  on  hold,  I  got  someo 
named  Francis  who  works  in  Manila, 
was  great,  walking  me  through  vario 
tests,  and  ultimately  figuring  out  that  r 
computer's  firewall  was  fighting  with  t 
one  in  the  router.  So  we  disabled 
Norton  firewall,  reconnected,  reboot< 
and— voilal—  bandwidth  to  burn.  Wh 
the  router  stopped  working  a  few  da 
later  because  of  faulty  software,  Links 
tech  support  got  me  back  on  track  wi 
no  fuss. 

A  couple  of  words  of  caution,  howe 
er.  First,  Wi-Fi  networks  can  be  vulnei 
ble  to  prying  eyes.  Determined  hacke 
can  worm  their  way  into  your  netwo 
and  capture  everything  from  your  log< 
names  and  passwords  to  your  Quick 
files,  despite  standard  W 
Fi  encryption  that  you  a 
tivate  when  you  set 
your  hot  spot.  How  like 
this  scenario  is  depen 
on  who  and  where  ye 
are.  One  thing  securi 
mavens  agree  on  is  that 
lightly  guarded  Wi-Fi  ne 
work  is  easier  to  ha< 
than  a  lighdy  protect* 
hardwired  cable  or  DJ 
connection. 

Also,  watch  out  for  mi 
leading  sales  pitche 
Companies  want  to  se 
you  the  latest  Wi-Fi  fiave 
called  802.11g,  It  tran 
mits  data  at  54  megabi 
per  second,  compare 
with  11  megabits  for  ti 
older  802.11b  version.  Bi 
don't  be  fooled:  Thos 
speeds  are  only  achieve 
among  your  computer 
peripherals,  and  yoi 
router.  How  fast  yo 
cruise  the  Net  is  limite 
by  the  speed  of  yoi 
broadband  link.  If  yoi 
cable  modem  delivers 
megabit  per  second,  that 
the  speed  you'll  be  surfin 
eBay  or  Amazon.com. 

Such  caveats  aside,  W 
Fi  brings  great  joy  to  th 
wire -weary     and     bane 
width-deprived.  Ask  Dec 
bie  Exton,  a  45-year-ol| 
office  manager  at  an  insurance  agenc 
in  Arlington  Heights,  111.,  who  installe 
her  network  this  summer:  "You  can  b  "i»l 
in  the  kitchen,  or  if  if  s  a  nice  day,  out  o  ^'l 
the  balcony,"  she  says.  "I  love  it!"  Ths  f 
makes  two  of  us.  ■  ft't$ 

-By  Peter  Elstror . 
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PowerMax5.8GHz 


Uniden's  5.8  GHz  PowerMax  "is  the  clearest,  most  advanced  cordless  phone  ever     l—l  I  IIUEZI 
Great  looks.  Extraordinary  power.  What  more  could  a  man  want?  www.uniden.com      \  World  Without AV  ire$ 
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No  more  waiting  for... 


With  a  few  bits  of 
technical  plumbing,  you  can  listen 
to  any  song  you  want— wherever 
you  want  it.  BY  JAY  GREENE 


ACK  IN  MY  COLLEGE  DAYS,  I  was  a  music  freak. 
I  owned  hundreds  of  vinyl  records,  often  ob- 
scure rhythm-and-blues  albums  that  I  played 
as  a  deejay  on  my  radio  program,  Jumpin'  with 
Jersey  Jay,  at  Minnesota's  Macalester  College. 
But  as  those  days  slipped  away,  so  too  did  my 
music  habit.  It  wasn't  that  I  didn't  enjoy  mu- 
sic. If  s  just  that,  with  work  and  family,  I  had 
less  time  to  spend  sifting  through  music  at 
record  stores,  and  less  leisure  to  sit  on  my 
couch  and  groove  on  the  latest  tunes.  The  arrival  of  digital  mu- 
sic changed  all  of  that.  All  of  sudden,  it  was  easy  to  find  new 
music  by  just  surfing  to  a  Web  site  that  let  me  sample  songs. 
And  with  a  portable  music  player  that  holds  a  virtual  library 
full  of  music,  I  can  have  my  tunes  with  me  wherever  I  go.  Over 

the  past  year,  I've  copied  1,500  songs  to     want  whenever  I  want  to  hear  it.  In  just 


my  PC,  loaded  them  onto  my  Apple  iPod, 
and  burned  compilations  onto  CDs  for 
friends. 

But  that's  so  2003.  I'm  eager  for  what 
comes  next.  I  want  to  tap  the  music  in  my 
PC  to  hear  songs  throughout  my  house 
and  in  my  car,  to  hear  whatever  song  I 

146  I  BusinessWeek  I  November  10,  2003 


the  past  few  months,  an  entirely  new  cat- 
egory of  gadgets  and  software  .has 
emerged  that  promises  to  let  music  fans 
untrap  the  music  now  locked  up  in  their 
PCs.  I  set  up  a  handful  of  them  to  see  how 
well  they  lived  up  to  that  promise. 

First,  there  are  a  couple  of  pieces  of 


technical  plumbing  you'll  need  to  join  m 
in  the  digital  music  age.  One  is  a  higr 
speed  Internet  connection  so  you  can  p 
tunes  off  the  Web  in  a  snap.  And  you' 
want  to  set  up  a  home  network  so  th 
you  can  siphon  music  out  of  your  PC  an 
broadcast  it  to  the  gizmos  that  play  it 

So  let  the  revolution  begin.  The  fir; 
gadget  I  tried  was  Onkyo  Net-Tune 
NR900,  a  $1,500  home-theater  stereo  r 
ceiver.  Like  any  high-end  receiver, 
plays  audio  from  my  CD  player,  casse 
deck,  and  TV.  But  it  also  has  a  jack  th 
lets  me  hook  it  to  my  PC  so  I  can  play  th 
1,500  songs  stored  on  my  hard  drive. 

All  told,  it  took  about  20  minutes  to  si 
everything  up.  It  was  amazing,  using  th 
remote  control  to  scroll  through  the  title 
of  my  music  collection,  stored  in  anothe 
room,  on  the  receiver's  one-line  displa 
right  in  front  of  me.  I  cranked  up  Jerk  1 
Out  by  Caesars,  a  Swedish  garage  roc 
band,  on  my  new  digital  jukebox,  and  m 
wife  and  two  kids  were  soon  bopping  al 
over  the  living  room. 

My  eight-year-old  son,  Will,  has  growi 
attached  to  a  scaled-down  version  of  th 
same  thing,  the  Net-Tune  NC-500.  I  pu 


1 


•■&, 


r 


£ 


« 


. 


AJmm 

/ 


HBun»as« 


~^^^^  See  ^ 


|  ^•m»lKJI»i«TC!!Ty  < 


*■ 


KEY 

MIDDLEWARE.  It's  what  on  demand  business  demands. 
And  middleware  is  IBM  software  like  DB2S  Lotus?  Rational8 
and  WebSphere®  that  develops,  integrates  and  manages  your 
applications  and  systems.  Everything  is  efficient.  Seamless. 
Across  the  board.  Across  platforms.  Microsoft*  Oracle.  Sun. 
You  name  it.  IBM's  open  middleware  can  connect  it.  It's  instant 
business  benefit.  Instant  customer  satisfaction.  On  demand. 
(©business  on  demand !"  Go  to  ibm.com/software/integrate 

1.  Instantly  admitting  patient. 

2.  Immediately  processing  claim. 

3.  Automatically  approving  procedure. 

4.  Constantly  tracking  treatment. 

5.  Directly  assessing  costs. 

'Mho  I 

his  reserved. 


Business  Machines  Corpora; 
l  Software  Corporation  m  the  United  Steles,  other 
countries.  Other  company,  product  and  service  names- 
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the  NC-500  in  his  room  and  con- 
nected it  to  the  home  network.  I 
gave  him  a  primer  on  how  to  use 
the  remote  and  went  into  the 
kitchen  to  fix  dinner.  All  of  a  sud- 
den, I  heard  him  flipping 
through  his  favorite  tunes— first, 
the  Foo  Fighters,  a  grunge  rock 
band,  then  the  hip-hop  band 
Spearhead. 

Like  Onkyo,  Yamaha  has  fig- 
ured out  that  the  key  to  enjoying 
digital  music  is  the  ability  to 
store  your  entire  music  collec- 
tion in  one  place  and  play  the  songs  any- 
where in  the  house.  But  Yamaha  takes  a 
vastly  different  approach:  Its  MusicCAST 
digital  music  system,  a  pricey  $2,800,  has 
its  own  hard  drive  that  can  store  thou- 
sands of  songs,  and  it  broadcasts  them 
wirelessly  to  slick-looking  receivers  in 
other  rooms.  I  put  the  receiver  in  my  bed- 
room so  I  could  go  to  sleep  to  some  mel- 
low jazz  from  Maceo  Parker  and  wake  up 
to  rock  guitar  virtuoso  Santana. 

That's  fine  for  folks  who  haven't  al- 
ready moved  their  CD  collections  to  their 
PC,  or  who  never  plan  to  buy  music  off 
the  Web.  My  problem  with  MusicCAST  is 
that  it  doesn't  let  me  take  advantage  of 
the  library  already  stashed  on  my  PC,  and 


HotStuff 


DISNEY  KARAOKE  MICROPHONE 

$50 1  Disney  Consumer  Products  |  disneyelectronics.com 

You  may  get  weary  of  hearing  Hakuna  Matata  over  and  over,  but 
kids  can  get  in  on  the  digital  music  party  with  this  new  handheld 
karaoke  player.  Plug  it  into  a  TV  and  the  lyrics  for  25  Disney  tunes 
scroll  across  the  TV  screen  as  the  song  plays.  The  red  Classic  ver- 
sion is  at  Circuit  City  Stores;  Toys  'R'  Us  sells  a  pink  Princess  model 
with  different  songs.  A  clever  bit  of  technology  digitally  adjusts  your 
voice  so  that  you're  always  in  tune. 


I'm  not  about  to  duplicate  that  collection 
by  slipping  CD  after  CD  into  the  device  to 
copy  them.  And  if  you  want  to  buy  a  song 
online,  you'll  have  to  download  the  song 
to  your  hard  drive,  burn  it  to  a  CD,  then 
copy  the  CD  into  the  MusicCAST. 

By  sidestepping  the  PC,  Yamaha  fails  to 
capitalize  on  the  biggest  breakthrough  in 
the  digital  revolution.  That's  the  ability  to 
connect  to  other  music  libraries  through 
the  Web.  There  are  all  kinds  of  legal  music 
services,  some  that  let  you  download 
songs  for  less  than  a  dollar,  and  some  sub- 
scription services  that  stream  tunes  to  you 
bit  by  bit  so  they  play  instantaneously. 

Take  Rhapsody,  a  service  that  costs 
$9.95  a  month.  You  get  access  to  390,000 


All  the  Music,  All  the  Time 

We  tested  several  gadgets  and  software  programs  to  move  music  from  a  PC  to  other 
devices  in  the  home  and  the  car.  Here's  a  sampling: 


Model/web  site 


ONKYO 

NET-TUNE 

RECEIVERS 

onkyousa.com 


YAMAHA 
MUSICCAST 

yamaha.com/yec 


RHAPSODY 

listen.com 


MICROSOFT 
XBOX  MUSIC 
MIXER 

xbox.com/ 
musicmixer 


OMNIFIHOME 
AND  CAR 
AUDIO 

omnifimedia.com 


Price 


$400 
$1,500 


$2,800 


$9.95  a 
month 


The  good,  the  bad,  and  the  bottom  line 


TheTX-NR900  ($1,500)  is  a  home  theater  receiver  that 
links  to  your  PC  to  play  music  stored  there.  The  smaller 
NC-500  network  receiver  ($400)  does  the  same  thing, 
but  without  the  frills.  It's  nifty,  but  the  software  that 
connects  the  PC  to  the  receivers  is  tricky  to  set  up. » 


This  pricey  audio  component  copies  CDs,  stores  them,  and 
sends  songs  wirelessly  to  satellite  players  (one  player 
included,  with  additional  ones  costing  $600  each)  in  other 
rooms.  The  design  is  slick,  but  there's  no  connection  to  a  PC, 
so  you  can't  download  songs  from  the  Web. 


Subscribers  can  stream  a  broad  selection  of  390,000  songs 
from  this  online  service  and  play  them  over  their  PC  speakers. 
To  copy  a  song  instead  of  stream  it  costs  7% 


$40 


¥ 


«  Music  Mixer  comes  with  a  microphone  and  a 
handful  of  songs,  and  turns  your  Xbox  and  TV  into  a 
karaoke  machine.  Hook  the  Xbox  to  a  PC,  and  you 
can  sing  along  with  any  song  in  your  collection,  or 
create  your  own  slide  shows. 


$300  for 
home, 
$600  for  car 


Plug  the  modestly-priced  Digital  Music  Streamer  into  your 
audio  receiver  and  it  will  pull  music  from  your  PC  to  your 
stereo.  The  car  model  receives  songs  wirelessly  from  the  PC. 


Data:  BusinessWeek,  company  reports 


songs  that  can  play  directly  from  the  Web 
to  your  computers.  In  addition,  if  you 
want  to  own  songs,  you  can  copy  individ- 
ual songs  from  about  80%  of  the  Rhap- 
sody library  for  another  79<t  each.  Initial- 
ly, I  thought  I  would  want  to  copy  every 
song  I  liked.  But  it  quickly  dawned  on  me 
that  I  didn't  need  to  own  every  one. 

GOING  KARAOKE 

THAT'S  WHERE  THE  NEXT  gadget  I  tried 
answered  the  call— the  Omnifi  Home 
Digital  Media  Streamer,  for  $299.  You 
just  hook  it  up  to  your  home  network  and 
plug  it  into  your  stereo  receiver.  Just  like 
the  Onkyo  boxes,  it  plays  music  from  your 
PC.  But  Omnifi  also  lets  you  tap  music 
streaming  into  your  PC  from  Rhapsody 
and  play  it  through  your  stereo  as  well. 
Connecting  Rhapsody  to  Omnifi  was  the 
coolest  thing  I  experienced. 

All  of  sudden,  my  digital  jukebox  went 
from  1,500  songs  to  390,000. 1  had  been 
eager  to  hear  The  Wind,  the  last  CD  by  the 
late,  great  rocker,  Warren 
Zevon.  On  my  PC,  I  select- 
ed the  album  from  Rhap- 
sody's menu  and  trans- 
ferred it  into  the  My 
Library  folder  in  the  Rhapsody  software.  I 
headed  for  the  living  room,  clicked  on  the 
album  title  with  the  remote,  and  played  it. 
One  of  the  lures  of  digital  music  is  fans 
can  take  their  favorite  songs  and  listen  to 
them  in  ways  once  inconceivable.  Mi- 
crosoft figured  this  out  with  Music  Mixer,  a 
new  add-on  for  the  Xbox  game  console. 
If  s  a  karaoke  player  with  a  microphone 
and  15  songs  with  backup  vocals  and  lyrics 
that  scroll  across  the  TV  screen.  The  real 
cleverness  of  Music  Mixer  is  how  it  lets  you 
sing  along  to  any  song.  I  hooked  the  Xbox 
to  my  network  and  pulled  some  of  my  5- 
year-old's  favorites  from  my  PC  to  the  Mu- 
sic Mixer  program.  It  stripped  out  most  of 
the  vocal  track,  and  Sam  serenaded  us  with 
Little  Red  Caboose,  the  Buckwheat  Zydeco 
providing  only  the  background  music. 
The  next  step  along  the  path  to  digital 
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1.  New  design  already  tested. 

2.  Suppliers  already  linked. 

3.  Procurement  already  automated. 

4.  Blueprints  already  updated. 

5.  Engine  all  ready  for  takeoff. 


WebSphere 


MIDDLEWARE  is  what  on  demand 
business  demands.  And  middleware  is 
software  like  IBM  WebSphere*  Using  an  open  and  scalable 
foundation,  WebSphere  lets  you  swiftly  respond  to  change. 
Applications  are  easily  updated,  tested  and  deployed. 
Lead  time  is  shortened.  And  everything  clicks,  regardless  of 
platform.  WebSphere  delivers  it  all.  On  the  money.  On  demand. 
(©  business  on  demand'"at  ibm.com/websphere/middleware 


the  United  States  and  or  other  countries.  ©2003  IBM  Corporation.  AH  rights  reserved. 
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music  nirvana  was  introducing  my 
music  library  to  my  car.  Omnifi  just  put 
the  Mobile  Digital  Media  Player  on  the 
market.  It  includes  a  control  panel 
meant  to  be  installed  in  the  dash,  and  a 
20-gigabyte  hard  drive  that  can  be 
stashed  in  the  glove  box  or  center  con- 
sole, or  under  the  seat.  There's  also  a 
wireless  adapter  so  that  you  can  pick 


songs  from  your  PC  library  and  send 
them  to  the  car  player  while  the  car  is 
parked  in  the  garage. 

It's  a  brilliant  idea,  but  there's  a  kink. 
The  company  didn't  include  an  AM-FM 
radio.  Without  it,  you'll  need  to  find  extra 
space  on  your  dashboard. 

Still,  it  gives  you  a  good  idea  of  where 
digital  music  is  headed:  vast  music  li- 


braries, owned  or  rented,  that  can  I; 
tapped  anywhere,  anytime.  We're  n< 
there  yet.  The  components,  hardware  ( 
software,  just  don't  work  all  that  well  t( 
gether.  But  one  day  most  of  this  stuff  wi 
interact  seamlessly.  When  that  da 
comes,  I'll  bet  there'll  be  a  lot  moi 
onetime  music  freaks  getting  the 
groove  back.  II 


Online  Music: 

An  Ensemble  of  Options 


It  has  been  a  long  time  coming,  but 
the  era  of  using  the  Internet  to  buy 
rather  than  steal  music  has  finally 
arrived.  There's  a  rapidly  growing 
number  of  online  services- 
including  a  legit  reincarnation  of 
Napster— that  will  best  anything  you'll 
find  at  a  record  store. 

That's  because  these  services  put 
you  in  the  driver's  seat.  Unlike  most 
music  stores,  the  online  services  let  you 
sample  any  song  or  album  gratis,  not 
just  the  select  few  that  the  labels  want 
you  to  hear.  Usually,  you  can  buy  songs 
a  la  carte  for  less  than  a  dollar  each,  or 
an  album-full  for  $10.  You  create  your 
own  albums,  mixing  the  tracks  you 
want,  and  burning  your  play  lists  onto 
CDs  or  copying  them  to  a  portable 
audio  player. 

There  has  never  been  a  better  time 
to  give  online  music  stores  a  spin.  I 
tested  four  of  the  biggest  services: 
iTunes,  BuyMusic,  MusicMatch,  and  a 
trial  version  of  Napster,  scheduled  to 
go  live  on  Oct.  29. 

The  clear  leader  is  Apple's  iTunes 
Music  Store.  Apple  introduced  the  first 
online  download  service  to  win 
popular  appeal  and  now  offers 
400,000  songs,  each  for  99$.  The 
service  is  elegant,  easy  to  use,  and  now 
works  with  Windows  2000  or  XP  as 
well  as  Apple's  OS  X.  You  don't  even 
need  a  Web  browser  to  sample  and  buy 
music.  If  s  all  done  through  the  iTunes 
software  that  copies  and  arranges 
tracks  on  your  computer.  One  big 
drawback:  If  you  want  to  take  your 
music  on  the  road,  the  iTunes  songs 
will  play  only  on  Apple's  iPod  player. 

MusicMatch,  long  a  leader  in 
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streaming  music,  is  giving  Apple  a  run 
for  its  money.  It  just  released  a  new 
version  of  its  popular  Jukebox  music 
streaming  software  that  is  an  iTunes 
knockoff  Now,  besides  listening  to 
Internet  radio  with  Jukebox,  you  can 
choose  from  more  than  200,000  songs 
at  99<t  each.  One  nifty  feature:  If  you 
subscribe  to  its  $3  to  $5  a  month 
personalized  radio  service,  you  can  buy 
a  song  when  you  hear  it  on  Jukebox. 

BuyMusic  is  another  shameless 
iTunes  copy,  but  with  a  key  twist:  It 
offers  the  best  deals,  with  some  songs 
selling  for  as  low  as  79<t.  But  you  pay  a 
price  for  the  bargain.  I  found 
BuyMusic's  performance  sluggish,  in 
both  searching  and  downloading 
music. 

The  newest  contender  is  Roxio's 
legal  version  of  Napster.  The  big  draw 
for  now?  Napster  has  the  biggest 
catalog,  some  500,000  songs.  It  also 
offers  a  $10  monthly  subscription  that 
gives  you  temporary  copies  of  songs. 
When  you  cancel  your  subscription, 


WHITE  STRIPES  Hundreds  of 
thousands  of  tunes  are  downloadable 


the  songs  you  downloaded  disappear 
from  your  hard  drive. 

For  me,  the  choice  comes  down  to 
two  of  the  four:  iTunes,  for  elegant  ease 
of  use,  or  BuyMusic,  for  low  prices. 
There's  no  reason  you  can't  use  both, 
just  as  you  would  Tower  Records  and 
discounter  Best  Buy.  Search  and 
sample  songs  on  iTunes,  then  see  if 
BuyMusic  can  beat  the  price. 

-By  Charles  Haddad 


Lowdown  on  the  Download 

Here's  the  skinny  on  the  best  music  Web  sites: 

Service 

Price 

Bottom  line 

ITUNES  MUSIC 
STORE 

99(5  per  song, 
$9.99  per  album 

Has  the  biggest  selection  and  is  fun  to  use,  but 
the  songs  aren't  the  cheapest  on  the  Net 

MUSICMATCH 

99tf  per  song, 
$9.99  per  album 

Tops  for  its  search  and  suggestion  features.  Has 
only  240,000  titles,  less  than  most  services 

BUYMUSIC 

79tf-  $1.19  per  song, 
$7.95 -$11.95  per  album 

May  be  the  least  expensive  online  source,  but 
the  Web  site  is  clunky  and  hard  to  navigate 

Middleware  is  Everywhere. 


Can  you  see  it? 
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KEY 


1.  Verifies  insurance  on  the  spot. 

2.  Files  digital  claim  in  an  instant. 

3.  Approves  estimate  at  the  site. 

4.  Orders  new  bumper  at  the  scene. 

5.  Receives  settlement  in  a  snap. 


MIDDLEWARE  unifies  the  on  demand  world. 
On  demand.  And  middleware  is  software  like  IBM 
DB2  Content  Manager.  A  complete  and  open  solution  that 
easily  manages  and  leverages  information  from  almost 
anywhere.  Even  content  like  video  and  scanned  images 
is  easily  and  securely  accessed.  It's  how  responsiveness 
increases,  productivity  soars  and  knowledge  becomes  power. 
(§  business  on  demand'"  Go  to  ibm.com/db2/middleware 


IBM,  DB2,  the  e-bus.ness  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Mach.nes  Corporation  in  the 
United  States  and/or  other  countries.  ©2003  IBM  Corporation  All  rights  reserved. 
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Must-See  TV 
-On  Your  Time 

New  digital  media  servers  and  video 
players  give  couch  potatoes  wanderlust 


UNLESS  YOU'VE  BEEN  Liv- 
ing in  a  cave,  you've  heard  all 
about  the  joys  of  the  digital 
home,  with  all  the  gadgets 
and  gewgaws  that  help  you 
shuttle  pictures  and  music 
between  your  PC,  stereo,  and 
television.  Indeed,  if  your 
muse  is  music,  you're  all  set.  But  when 
will  digital  video  finally  be  ready  for 
prime  time?  A  video  junkie,  I  would  argue 
that  a  picture  is  worth  1,000  lyrics.  The 
History  Channel  has  kept  me  up  many  a 
night  trying  to  keep  straight  the  great 
players  of  World  War  II.  TiVo  continually 
surprises  me  by  automatically  recording 
great  shows  for  me  to  discover,  such  as 
The  Office  from  BBC  America. 

But  I've  always  been  vexed  by  the  ques- 
tion: "If  it's  must-see  TV,  why  must  I  see 
it  in  only  one  place?"  While  making  din- 
ner in  the  kitchen,  why  can't  I  pause  that 
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rerun  of  Seinfeld  and  later  pick  up  where  I 
left  off— on  the  TV  in  the  living  room? 
And  why  can't  I  do  the  same  crammed 
into  coach  on  a  cross-country  trip? 

The  good  news  is  that  companies  are 
increasingly  tuning  into  the  problem. 
Over  the  past  few  years,  devices  such  as 
TiVo  and  ReplayTV,  or  newer  services 
such  as  cable  video-on-demand,  let  you 
watch  anything,  anytime.  But  they  have 
missed  the  "anywhere."  Now,  new  digi- 
tal media  servers  and  personal  video 
recorders  that  are  capable  of  moving 
video  from  room  to  room  aim  to  fill  in 
that  blank. 

I've  been  looking  at  lots  of  these  new 
devices  to  see  just  how  easily  I  can  take 
my  shows  on  the  road.  A  couple  of  caveats 
first:  Most  of  these  tech  toys  work  best 
with  a  moderately  new  PC.  Digital  media 
servers  also  require  a  high-speed  Internet 
connection  and  a  home  network,  either 


J  J  ARCHOSAV320  Chang  gives 
^^  the  recorder  a  thumbs-up  for 
entertainment  in  the  field 

wired  or  wireless,  to  shuttle  audio  ai 
video  files  to  and  fro. 

First  up,  I  tried  out  several  med 
servers.  One  question  I  always  get  fro 
friends  is:  TiVo  or  Replay?  Both  of  the 
personal  video  recorder  (PVR)  brani 
now  have  a  feature  that  lets  you  mo 
video  from  TV  to  TV.  This  media  serv 
feature  has  changed  my  answer  to  t 
question. 

TiVo  has  always  been  my  favorite.  I' 
long  been  impressed  with  its  Apple-li] 
simplicity,  user-friendly  interface,  ar 
Season  Pass  automated  recording  featur 
But  the  company's  Home  Media  Optio: 
which  lets  you  transfer  shows  from  or 
TiVo  to  another  and  use  the  Internet 
schedule  programs  to  record,  misses 
mark.  You  must  pay  $100  for  the  fir 
TiVo  box  you  outfit  (to  handle  remo 
scheduling)  and  $49  for  each  addition; 
one  if  you're  looking  to  network  them.  0 
top  of  that,  be  prepared  to  shell  out  wha 
ever  it  takes  for  network  adapters  to  gi 
them  hooked  to  your  network:  There's  n 
built-in  Ethernet  jack. 

BUMPY  TRANSFERS 

COSTS  ASIDE,  I  WAS  really  bummed  b 
the  time  it  takes  to  move  video  from  on 
room  to  another.  While  trying  to  pick  u 
some  Queer  Eye  for  the  Straight  Guy  tips, 
wandered  from  my  home  office  in  the  bac 
of  the  house  and  flopped  on  the  couch 
the  living  room. 

The  TiVo  recorder  there  recognized  th 
other  TiVo  recorder  on  the  network, 
the  fun  ended  there.  To  watch  the  sho\ 
on  my  living  room  unit,  TiVo  first  mu 
copy  the  whole  file  from  one  box  to  th 
other.  I  had  to  wait  about  30  minutes 
fore  enough  of  the  show  had  transferre  y 
to  begin  watching,  an  annoying  interrup 
tion.  TiVo  says  the  transfer  is  faster  whei 
you  record  at  a  lower  picture  qual 
but  at  these  prices  who  wants  gram 


bir? 


i  ■' 


kIh  In 


'"nl  | 
iilacl 
Mai 


SI 


Now  the  world's  fastest  network  color  printer 
has  a  challenger  right  on  its  tail.  The  Xerox  Phaser®  6250. 

There's  a  new  way  to  look  at  it. 


it  newest  color  printer  has  speed  in  its  l)\  \. 
(I  win  not.  Its  sibling,  the  Xerox  Phaser*7300 
■ge-format  color  printer,  is  still  a  first-place 

•old  holder  in  its  class*  with  50  |)|)in  color, 
black  and  white.  Bui  now  it  has  a  speed) 
w  lamih  addition,  the  Phaser  6250.  It  runs 
I  out  at  26  |»|)in  For  both  color  and  black  and 


sit:  xerox.com/office/race1947   Or  call:  1-877-362-6567  ext.  1947 


white  letter  prints  with  a  llrst  page  out  in  just  12 
seconds.  Either  one  of  these  color  speedsters 
eliminates  the  need  for  multiple  printers.  \ml 
both  can  get  you  to  your  finish  lines  in  record 
lime.  To  catch  brilliant  color  in  a  flash,  check 
out  our  lull  line  of  award-winning  network 
printers,  lint  don't  blink,  or  you'll  miss  them  go  by. 

III!   Den  I  Ml  \|  I  0MMN1 


peed  of  woihoi.    i  [he.  $(. 000-5.000  estimated  (.tail  price  category 
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video?  And  forget  picking  up 
where  you  left  off.  The  trans- 
fer starts  at  the  beginning. 

ReplayTV's  service  was 
more  to  my  liking.  The  lesser- 
known  rival  to  the  more  estab- 
lished TiVo,  ReplayTV  offers 
its  network  media  services  at  a 
can't-beat  price:  free.  Better 
yet,  it  fit  my  bill.  I  recorded  the 
campy  1968  movie  Chitty  Chitty 
Bang  Bang  one  Saturday  morn- 
ing on  the  ReplayTV  5504  in  the 
kitchen,  started  to  watch  it,  and 
paused.  Later  that  day,  I  used  a  second 
5504  (costing  $499)  in  my  home  office  to 
pick  up  where  I  left  off. 

ReplayTV's  remote-scheduling  feature 
needs  work,  though.  If  you're  at  work  and 
get  on  the  Web  to  schedule  a  recording  at 
home,  you'll  need  at  least  a  few  hours  lee- 
way. Unlike  the  same  feature  from  TiVo, 
ReplayTV's  service  does  not  check  the  In- 
ternet for  updates  often  enough.  But  if 
box-to-box  video  streaming  is  what  you 
want  most,  I  recommend  Replay. 

For  those  on  a  budget,  there  are  cheap- 
er alternatives.  The  $250  Prismiq  Media 
Player  and  Gateway's  $200  Connected 


HofStuff 


TEK  PANEL  300 

$6,500  |  Hy-Tek  Manufacturing  |  www.tekpanel.com 

If  there's  no  way  you're  going  to  hook  your  PC  and  TV  together— let 
alone  go  to  the  trouble  of  building  your  own  home  network-this 
slick  combo  may  be  for  you.  It's  a  30-inch  widescreen  TV,  with  a 
Pentium  4  PC  built  in.  Record  and  watch  TV  shows  with  its  video 
recorder.  Play  DVD  movies.  Browse  the  Internet  in  a  picture-in- 
picture  window.  Best  of  all,  there's  no  ugly  tangle  of  wires  stashed 
behind  it.  Even  the  keyboard  and  mouse  are  wireless. 


DVD  works  for  those  who  want  to  shutde 
video  (and  music  and  snapshots)  from  PCs 
in  the  home  to  a  bigger  screen  TV.  With 
TiVo-like  PVR  functions  being  built  into 
newer  computers,  such  as  Hewlett- 
Packard  Co.'s  Media  Center  PCs,  you  can 
schedule  and  record  TV  shows  and  you 
will  soon  have  the  ability  to  use  one  of 
these  gizmos  stream  the  picture  to  your  TV. 
Prismiq's  setup  was  a  litde  easier  than 
Gateway's,  but  mainly  because  I  chose  a 
simple  wired  Ethernet  connection  for 
Prismiq,  while  I  had  to  struggle  with  con- 
figuring the  Wi-Fi  security  encryption  I 
use  on  my  home  network  to  hook  up  the 


Home  Box  Office 

Here's  the  gear  you'd  need  to  network  your  home  for  sharing  movies  or  TV  shows: 


MEDIA  SERVERS 


Model/Website 


GATEWAY 
CONNECTED  DVD 

gateway.com 


PRISMIQ  MEDIA 
PLAYER 

prismiq.com 


-REPLAYTV  5500 

replaytv.com 


TIVO  HOME  MEDIA 
OPTION 

tivo.com 


MOVIES  TO  GO 


ARCH0SAV320 

VIDEO 

RECORDER 

archos.com 


Price 


$200 


$250 


$499 


RCA  LYRA  A/V 
JUKEBOX 

rca.com 


$150 

(software 

only) 


$600 


The  good,  the  bad,  and  the  bottom  line 


Streams  PC  music  and  video  files 
through  the  DVD  player,  but  setting  it 
up  to  work  with  Wi-Fi  is  not  easy. » 


Compact  and  easy  to  use,  but  must  use  the  PC  to  set  up 
streaming  for  both  music  and  video. 


Digital  audio  and  progressive-scan  TV  outputs  great  for 
home  theater  buffs,  but  remote  scheduling  is  poor,  and 
there  is  no  built-in  Wi-Fi  streaming. 


$449 


Very  pricey  system  requires  two  TiVo  Series2  video 
recorders,  $199  and  up,  plus  TiVo  subscription  service 
and  networking  gear. 


Plugs  into  TV  or  VCR  for  real-time 
recording  8  to  40  hours  of  video, 
depending  on  quality,  but  lacks  a  stand 
for  tabletop  viewing. 


Records  8  to  40  hours  of  video, 
depending  on  quality,  but  the 
headphones  could  be  better. » 


Data:  BusinessWeek,  company  reports 


Gateway.  Lesson  learned:  Speed  count 
Even  the  highest-speed  Wi-Fi  connectio 
introduced  jagged  edges  and  interrur. 
tions  into  the  Gateway's  picture,  a  fault  <  | 
the  wireless  network,  not  Gateway. 

PORTABLE  VIDEO 

THERE    ARE    TRADE-OFFS   with    eacl 
Gateway's  approach  includes  a  DVD  plaj 
er,  so  there's  one  less  box  on  that  stac 
growing  next  to  your  TV.  The  Prismiq  is 
stand-alone  box,  but  it  does  more.  Yof 
can  stream  Internet  music,  surf  the  We|| 
from  your  TV,  and  get  regular  updates 
stock  prices  and  weather,  all  from  a  3^ 
button  remote  control  or  an  optional  $^ 
wireless  keyboard. 

All  of  those  media  servers  helped 
get  video  throughout  my  home,  but  fd 
true  mobility  I  also  took  a  look  at  a  coupl 
of  new  portable  video  players— RCA  '»■ 
$449  Lyra  A/V  Jukebox  and'  the  $59  i}#Jj 
AV320  video  recorder  from  Archos  Tec!  j«J»< 
nology.  Either  coul  |'»|j 
end  my  love  affair  wit  \*A 
the  music-playing  iPo<  l|J» 
The  Lyra  Jukebc  )•»! 
wraps  a  sleek  packaj 
with  user-friendly  controls  around  a  2( 
gigabyte  hard  drive  for  storing  musi 
photos,  and  video.  I  tried  out  a  prepn 
duction  unit,  playing  back  a  prerecordi 
episode  of  The  Simpsons  on  its  3-5-ini 
screen.  The  picture  was  clear  but  look 
more  like  watching  a  videotape  than 
DVD,  and  the  fast-forward  and  rewi: 
controls  didn't  work.  When  I  tried 
record  a  video  signal— you  can  plug 
into  a  VCR  or  TV— it  froze.  RCA  says  tl 
bugs  will  be  fixed  before  it  goes  on  tl 
market  in  early  November. 

Wei-En  Chang,  creative  director  i 
»„  DC  Shoes,  which  makes  shoes  ft 
skateboarders,  takes  his  Archc 
! .  recorder  everywhere  he  goes.  I  didn 
find  it  as  streamlined  or  eye-catchin 
as  the  Lyra,  but,  like  Chang,  apprec 
ated  the  slighdy  larger  3.1 
inch  screen  and  its  much  crisper  pi( 
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Comparison  shop  the  new-fashioned  way.  "^XtfoOf  shopping 


Search.  Compare.  Save. 
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ture.  But  the  player  is  pretty  hefty— near- 
ly a  pound— to  accommodate  the  battery. 
(The  Lyra  is  slightly  lighter,  but  its  bat- 
tery conked  out  in  less  than  four  hours.) 
And  the  controls  on  the  Archos,  with 
buttons  and  inputs  sharing  different 
functions,  are  bound  to  confuse  neo- 
phytes. Unlike  RCA,  Archos  also  neglect- 


ed to  include  a  handy  stand  for  watching 
from  anyplace  other  than  your  lap,  and 
doesn't  include  a  carrying  case. 

High  prices  for  such  tiny  devices  may 
scare  some  buyers  away,  but  I  think 
they're  well  worth  their  cost.  On  a  recent 
trip,  I  stretched  back  in  my  (upgraded) 
first-class  seat,  sipped  a  little  wine,  and 


plugged  myself  into  the  Archos  play 
and  a  pair  of  Bose  noise-cancelling  heai 
phones  to  watch  this  summer's  actic 
flick  2  Fast  2  Furious.  I  couldn't  he 
thinking  that  this  is  almost  as  good  as  n 
living  room.  Flight  attendant,  can  yc 
pass  the  popcorn,  please?  ■ 

By  Cliff  Edwan 


Online  Movies:  Not 
Ready  for  Prime  Time 


Tired  of  those  trips  to  the  video 
store  to  rent  the  latest  DVD? 
Hollywood  says  it  has  the 
answer  in  a  pair  of  online  movie 
stores  that  let  you  download  the 
latest  Arnold  or  Julia  flick  directiy  to 
your  computer.  But,  like  everything 
Hollywood  offers  up,  the  magic  is 
getting  it  on  the  screen.  Unless  you've 
got  an  up-to-date  PC  and  a  broadband 
connection,  neither  site  is  a  real,  um, 
blockbuster. 

For  starters,  neither  Movielink  nor 
CinemaNow  stocks  nearly  as  many 
titles  as  your  local  video  store. 
Movielink  has  450  films,  vs.  thousands 
at  Blockbuster,  and  only  about  150  are 
new  releases.  CinemaNow  claims 
more  than  1,200,  but  even  fewer  are 
new.  Many  of  them  are  X-rated,  or  B- 
movie  dreck.  That  makes  the  sites  a 
poor  substitute  for  your  local  video 
store,  which  gets  films  six  weeks  ahead 
of  CinemaNow  and  Movielink  and 
typically  undercuts  the  nearly  $5 
rental  fee  the  sites  charge  per  film. 

Still,  there's  a  certain  allure  to 
calling  up  a  movie  on 
your  PC.  For  me,  the 
enchantment  ended  after 
it  took  nearly  four  hours 
to  download  MGM's 
James  Bond  flick  Die 
Another  Day.  Both  sites 
claim  you  can  download 
a  film  in  less  than  an 
hour— and  start  watching 
the  beginning  of  the  film 
in  only  minutes  as  the 
rest  of  it  continues  to 
download. 

That  applies  only  to 
those  with  fast  wires  and 
modern  equipment. 
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Movielink  recommends  that 
in  addition  to  a  broadband 
connection— I  have  DSL— 
you  should  have  a  Pentium 
III  computer,  not  my  three- 
year  old  Compaq.  In  all 
fairness,  it  took  my  19-year- 
old  and  her  newer  Compaq 
laptop  49  minutes  to 
download  John  Travolta's 
Basic.  But  she  also  had  the 
lickety-split  Internet  link  that 
colleges  now  install  in  dorms. 

The  film  looked  great.  It  was  DVD 
quality  and  both  sites  offer  the  ability 
to  pause,  rewind  and  then  replay  the 
film.  But  I  was  watching  it  on  my 
computer  monitor.  If  you  have  a  PC 
with  a  video-out  connection,  and 
many  new  computers  do,  you  can  run 
an  S-video  cable  from  your  computer 
to  your  TV  and  watch  it  in  comfort. 
Movielink  says  that' s  how  about  15% 
of  its  customers  do  it.  It  obviously 
works  better  if  you  have  a  laptop  that 
you  can  plop  down  next  to  the  TV 


Movie  Services  Duke  it  Out 

Here's  where  you  can  download  movies  from  the  Web: 

Service/Price 

Bottom  line 

MOVIELINK 

$2.95-$4.99  per  film 

Has  deals  with  all  major  studios  except  Fox.  Has  450 
movies,  about  one-third  of  them  new  releases.  New 
technology  allows  quicker  downloads,  along  with 
pause,  rewind,  and  replay  features. 

CINEMANOW 

$1.99-$4.50  per  film 
$4.99  for  adult  films 

Has  more  titles  but  fewer  deals  with  major  studios, 
meaning  fewer  new  releases.  Offers  monthly 
subscriptions  for  B-movies  and  adult  fare.  Also  has 
new  faster  download  technology. 

TOMORROW  IS  ANOTHER  DAY  For  now,  however, 
the  services  offer  a  dearth  of  new  releases 


rather  than  a  desktop  two  rooms  away. 

Once  you  snag  these  movies,  you 
don't  own  them.  Both  sites  allow  you 
to  keep  the  flick  on  your  hard  drive  for 
a  while:  30  days,  for  instance,  at 
Movielink.  But  once  you  start 
watching,  the  film  expires  in  24  hours. 

Perhaps  the  smartest  way  to  use 
these  services  is  to  download  a  flick  to 
watch  when  you're  traveling  with  your 
PC.  Movielink  allows  that.  Not  so 
CinemaNow:  You  can't  access  a  film  to 
watch,  even  if  if  s  on  your  hard  drive, 
unless  you're  connected  to 

CinemaNow' s  Web  site. 

CinemaNow  does 
offer  something  you 
can't  get  on  Movielink: 
adult  films.  They  account 
for  nearly  480  of  the 
service's  titles  and  cost 
between  $4.99  and  $9.95 
each  or  $30  for  a 
monthly  subscription. 
For  some  folks,  that  may 
be  the  big  attraction.  But 
for  those  who  just  want 
to  see  Matrix  Reloaded, 
the  local  video  palace 
still  beats  these  sites. 

-By  Ronald  Grover 


■F  WE  CANT 
AFFORD  THE 
SOLUTION. 
THI      T'S  NOT 

A  SOLUTION. 


If  you  are  a  growing  enterprise,  your  need  for  new  software  always  exceeds  your  budget.  Or  does  it? 
SAP  has  a  range  of  solutions  to  fit  any  size  business  and  any  budget.  Solutions  that  can  be  up  and 
running  quickl)       even  in  a  matter  of  weeks.  And  since  they're  modular  and  based  on  an  open 
platform,  they  can  grow  and  expand  as  you  do.  SAP  has  over  30  years  of  experience  helping  businesses 
oJ  .ill  sizes  soke  business  issues.  Affordably. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


FOR  AN  OPPORTUNITY  TO  WIN  AN  ALL-EXPENSE-PAID  TRIP  TO  A  RUSINESS  MANAGEMENT 
SEMINAR,  LOG  ON  TO  SAP.COM/USA/AFFOROARLE  OR  CALL  888  592  1727 

C2003  SAP  AC.  SAP  end  the  SAP  logo  are  trademarks  and  registered  trademarks  ot  SAP  AG  in  Germany  and  several  other  countries.  Project  timeline  subject  to  specific  project  scope  and  other  factors. 
Contact  the  above  website  lor  further  details  Covered  mpenses  limited  solely  to  seminar  registration  fee.  airfare,  and  accommodations  as  specified  by  SAP  Offering  subject  to  additional  terms  and 
conditions,  and  subject  to  change  or  end  without  notice 


TECH  BUYING  GUIDE  AROUND  THE  HOUSE 


You  Don't  Own  a 
Digital  Camera  Yet? 

Witnhigh-quality  models  as  low  as  $150. 
there's  no  need  to  hold  out 


THREE  YEARS  AGO,  I  WENT 
looking  for  a  snazzy  camera 
for  my  wife's  birthday.  Our  old 
point-and-shoot  was  shot,  and 
I  wanted  something  more  so- 
phisticated. At  the  time,  a  dig- 
ital model  seemed  the  natural 
choice.  But  unless  I  forked 
over  a  king's  ransom,  I  couldn't  get  one 
with  the  quality  and  expandability  of  a 
good  old-fashioned  35mm  single-lens  re- 
flex. So  I  paid  $400  for  an  entry-level  tra- 
ditional camera  and  kept  both  feet  firmly 
planted  in  the  age  of  film. 

Would  I  play  the  same  waiting  game 
today?  No  way.  Nowadays,  sleek  and  sexy 
digital  point-and-shoots  that  produce 
perfecdy  good  4-in.-by-6-in.  snapshots 
can  be  yours  for  less  thrn  $150.  A  bit 
more  dough  will  get  you  the  multi- 
megapixels  you'll  need  to  make  beautiful 
8-by-10s.  And  if  you're  willing  to  shell  out 
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$900,  you  can  now  get  a  brawny  digital 
SLR  with  features  and  image  quality  close 
to  pricey  pro  models. 

No  wonder  digital  cameras  are  out- 
selling film  cameras  for  the  first  time  this 
year.  By  the  time  all  the  holiday  wrapping 
paper  is  in  the  trash,  nearly  a  third  of 
North  American  households  will  own 
one.  Many  are  buying  a  second,  now  that 
they're  hooked  on  the  ability  to  see  their 
handiwork  instantly,  delete  the  duds, 
and  flag  the  rest  for  prints  and  e-mails. 

BUDGET  PICKS 

COUNT  ME  IN,  TOO.  Since  our  son  was 
born,  15  months  ago,  we  have  been  taking 
more  pictures  than  ever.  If  we  had  to  wait 
for  film  to  come  back  from  the  lab,  Junior 
would  have  grown  another  shoe  size.  So  I 
decided  to  join  the  Digital  Age. 

Fortunately,  prices  have  fallen  so  fast 


J  J  CANON  DIGITAL  REBEL  Armstrong 


says: 


who  paid  $999  for  this  model, 
"Everyone . . .  has  drooled  over  it." 


that  I  face  loads  of  digital  options.  Canot 
for  instance,  now  offers  more  than 
dozen  different  models,  including  one  i 
four  fashionable  colors.  Sounds  cool,  bi 
before  I  went  shopping,  I  needed  to  thin 
a  bit  harder  about  how  I  would  use  m 
digital  camera.  Did  I  merely  want  to  leav 
Ludditeville  at  the  lowest  possible  cost 
Was  I  planning  to  get  creative  with  m 
snapshots,  blowing  them  up  big  or  crop 
ping  out  the  crud?  Or  did  I  fancy  myself 
21st  century  Ansel  Adams,  thus  needin 
total  control  over  each  exposure? 

A  bit  of  everything  is  packed  into  eve 
the  cheapest  models.  As  I  quickly  foun 
out,  there's  no  need  to  spend  more  tha 
$200  to  get  good  digital  documentatio 
of  my  son  taking  his  first  steps.  Conside 
Nikon's  Coolpix  2100,  a  top  pick  in  th 
budget  category.  It  has  14  exposur 
modes  to  match  the  setting— a  Ne> 
Year's  Eve  party,  a  sandy  beach,  or  a  foot 
ball  game.  The  3X  optical  zoom  lets  yo 
grab  close-ups  of  swimming  kids  whil 
you  stay  dry.  At  two  megapixels,  the  reso 
lution  is  fine  for  snapshots  and  even  5-by 
7s.  Blow  up  the  pictures  bigger,  though 
and  they  start  to  look  grainy.  A  warning 
Cameras  in  this  price  range  often  have  ti 
struggle  to  shoot  fast  enough  to  catch 
child's  frenetic  movements,  sometime 
taking  as  long  as  three  seconds  to  react. 

The  Canon  PowerShot  S50,  which  goe 
for  about  $500,  puts  all  those  worries  t< 
rest.  It's  a  high-end  point-and-shoot  tha 
can  grow  with  you.  You'll  be  able  to  use  i 
straight  out  of  the  box  in  the  automati 
mode,  yet  it  boasts  scads  of  features  t( 
make  more  sophisticated  pictures.  Its  five 
megapixel  resolution  is  enough  to  mak< 
gallery-quality  prints  or,  more  likely,  giv< 
you  enough  leeway  to  crop  in  close  on  th<  ive  yo 
parts  of  the  picture  you  want  to  enlarge.  I  'e'fe  \{ 
has  two  continuous-shooting  modes  tha  j 
take  nearly  two  frames  a  second—just  lik<  .  J 

ebe: 


the  paparazzi.  And  more  skilled  photog; 
can  easily  tinker  with  light,  color,  and  con 
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ISN'T  USING  WEBEX  MEETINGS  YET, 

I  feel  sorry  for  you! 
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ERNESTINE  TOMLIN 

WebEx  Communications  Expert 


ive  your  sales  team  a  leg  up  on  the  competition,  and  plug  them  into  the  New  Ringy  Dingy. 

'e're  talking  about  WebEx,  the  gold  standard  for  online  meetings,  live  training,  seminars 
|  id  support.  Join  hundreds  of  Fortune  100Q  companies  who  use  WebEx  to  close  more  deals 
K  ster  For  your  personal  guided  tour  of  WebEx  services  and  a  free  trial  meeting,  visit 
''ebex.com/freemeeting.  Or  call  877-GO-WEBEX.  Turn  it  on  today! 
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trast.  Even  the  compact,  black- 
metal  body  makes  the  Power- 
Shot  stand  out  from  silver 
clones. 

My  favorite,  the  Minolta 
DiMAGE  Xt,  about  $300,  com- 
bines the  best  of  both  in  a  pack- 
age that  is  both  supercompact 
and  chic.  The  Xt  is  wallet-slim 
and  weighs  just  five  ounces.  Yet 
the  diminutive  controls  are  laid 
out  intelligently,  working  equal- 
ly well  for  me,  a  6-ft.-4-in.  stick 
with  spidery  hands,  as  for  my 
petite  wife.  And  when  I  learned  I  could 
hook  this  mighty  mite  to  my  PC  for  an  im- 
promptu videoconference  with  Grandma, 
I  was  hooked. 

OPTIONS,  FOR  A  PRICE 

THE  COOLEST  FEATURE  is  the  3X  zoom 
lens,  which  is  completely  contained  in  the 
body  of  the  camera.  That  means  when 
you  turn  the  camera  on,  you're  ready  to 
shoot,  instead  of  having  to  wait  a  second 
or  so  for  the  zoom  to  telescope  from  the 
front  of  the  camera.  There  is  one  down- 
side: The  Minolta,  like  many  compact 
cameras,  uses  a  proprietary  rechargeable 
battery  instead  of  conventional  AA  alka- 
line types.  That  means  you  should  buy  a 
spare  ($40)  so  you're  not  caught  without 
when  the  battery  dies.  While  your  wallet's 
open,  pick  up  a  bigger  memory  card,  too. 
It  doesn't  take  long  to  fill  up  the  16- 
megabyte  card  that  comes  standard. 


HotStuff 


SAMSUNG  SCD5000  DUOCAM 

$1,400 1  Samsung  Electronics  |  samsungusa.com 

You  want  home  movies  of  the  kids  scampering  down  the  Grand 
Canyon,  plus  snapshots  that  they  can  paste  in  their  scrapbooks.  Fo; 
those  who  want  it  both  ways,  Samsung's  hybrid  combines  a  digital 
camcorder  and  a  digital  still  camera.  It  fits  snugly  in  one  hand,  pro- 
vides 10X  optical  zoom  and  a  nighttime  feature  for  shooting  in  low 
light.  Swivel  the  lens  around,  and  suddenly  it  morphs  into  a  four- 
megapixel  still  camera,  just  in  time  for  that  splendiferous  sunset. 


While  I'm  late  to  the  digital  party,  lots 
of  shutterbugs  are  graduating  to  their 
second  or  third  digital  cameras.  Take 
Wendy  Armstrong,  a  41-year-old  scrap- 
booking  addict  in  Forest  Grove,  Ore. 
Bored  with  her  lookalike  snapshots,  Arm- 
strong looked  to  a  more  sophisticated 
camera  to  jazz  up  the  commemorative  al- 
bums she  creates  for  friends  and  family. 
She  hasn't  been  disappointed.  In  the 
month  since  she  bought  her  $999  Canon 
EOS  300D  Digital  Rebel,  perhaps  the 
hottest  new  camera  this  year,  she  has  tak- 
en more  than  1,300  shots.  One  recent 
weekend  afternoon,  she  snapped  120  of 
her  six-month-old  daughter. 

How  did  she  justify  spending  nearly  a 
grand  on  this  two-pound  hulk?  She  want- 
ed options.  The  6-megapixel  resolution 
produces  sharp  prints  as  large  as  10-in.-by- 
12-in.— a  full  scrapbook  page.  With  all  of 
the  exposure  controls  of  an  SLR,  she  can 
adjust  the  depth  of  field  to  focus  on  only 


Pixel  Heaven 

From  holiday  snap-shooters  to  pros,  the  focus  is  on  digital. 
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Camera/ 
Web  Site 


NIKON 
COOLPIX2100 

nikonusa.com 


CANON 
POWERSHOTS50 

canonusa.com 


MINOLTA 
DIMAGE  XT 

minoltausa.com 


CANON 
EOS  DIGITAL 
REBEL 

canonusa.com 


Price 


$157-249 


378-599 


228-399 


999 

with  lens; 
899  body 
only 


Resolution 
(megapixels) 


3.2 


6.3 


Weight 
(ounces) 


11 


30 


The  Good,  The  Bad, 
The  Bottom  Line 


Budget  camera:  Great  image 
quality  and  plenty  of  pre-sets 
overcome  the  somewhat  bulky 
design  » 


Point-and-shoot:  Compact  size, 
smart  menus  and  controls,  and 
handsome  black  finish  make  this  the 
shooter  to  beat 


Ultracompact:  Chic,  square 
design  slips  neatly  into  a  pocket 
and  comes  out  for  great  shots  » 


Enthusiast:  Perfect  for  true 
shutterbugs  who  want  to  go  digital, 
the  Digital  Rebel  is  the  first  digital 
SLR  priced  less  than  a  grand 


Data:  CNET  com 


her  chosen  subject,  slow  down  the  shutfe 
speed  to  blur  motion  in  the  background,  c 
tweak  settings  to  take  flashless  pictures  < 
night.  The  camera  also  has  a  feature  tb 
automatically  records  each  photo  at  sligh 
ly  higher  and  lower  exposure  settings,  gi\ 
ing  the  photographer  three  images 
choose  from.  And  the  300D  works  with  5 
of  Canon's  EF  lenses,  including  a  200mr 
telephoto  that  produced  candid  close-up 
of  her  3-year-old  daughter  in  the  backyarc 
shots  the  3X  zoom  on  her  last  digicar 
couldn't  match.  "Everyone  who  has  see 
this  camera  has  drooled  over  it,"  she  say 
I  wanted  my  friends  salivating  over  m 
artistry,  not  my  hardware.  That  mean 
spending  less  on  a  camera  so  I  could  get 
printer  capable  of  high-quality  image: 
The  best  ones  now  offer  PC-less  printing 
While  that  once  was  possible  only  witi 
cameras  and  printers  from  the  same  man 
ufacturer,  the  $299  HP  Photosmart  796 
has  handy  slots  that  accept  storage  card 
from  practically  any  camera.  My  photo 
appeared  immediately  on  a  color  LC] 
screen,  where  I  could  za] 
the  red-eye  and  do  othe 
simple  edits.  The  vi 
brant  eight-color  print 
looked  amazingly  real 
istic.  Be  ready  to  wait 
though:  It  takes  fiv 
minutes  to  print  an  8 
by-10  on  the  7960,  an< 
it  drinks  twice  as  mud 
ink  as  four-color  models.  Want 
more  economical  choice?  The  $129  Canoi 
i560  and  the  $99  Epson  Stylus  C84  deliv 
er  good-looking  prints  fast  and  efficiendj 
Of  course,  you  cat 
upload  your  photos  t( 
an  online  service  o: 
tote  them  to  the  lat 
for  printing.  But  witl 
tools  like  these  go 
ing  mainstream  anc 
with  prices  so  low,  i 
doesn't  make  sense  to  de 
lay  going  digital.  ■ 

-By  Andrew  Pa 
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Hyper-Security. 


Hyper-Threading  Technology  from  Intel, 
gf^  Vhy  choose  between  PC  security  and 
i     Em  PC  performance?  The  Intel  Pentium  4 
^t  CV  Processor  with  HT  Technology  is 
™  ^engineered  to  let  PCs  do  two  things  at 
once  —  without  the  frustrating  lags*.  So 
you  can  run  a  background  virus  scan 

as  you  get  some  real  work  done.   [V 
Get  all  the  details  at  intel.com/go/ht. 


iny 


ok  for  systems  with  the  Inter  Pentium"  4  Processor  with  HT  Technology  logo  which  your  system  vendor  has  verified  utilize  Hyper-Threading  Technology 
rformance  will  vary  depending  on  the  specific  hardware  and  software  you  use.  See  www.intel.com/info/hyperthreading  for  information.  ©2003  Intel 
■rporation.  Intel  and  the  Intel  Inside  logos  plus  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States 
d  other  countries.  All  rights  reserved. 
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You're  a  purveyor  of  travel  know-how  who's  acquired  the  skills  necessary 
to  survive— even  thrive— while  living  on  the  road.  In  short,  you're  the  sort 
who  joins  the  Hilton  HHonors®  program.  As  an  HHonors  member,  you'll 
find  a  Hilton  Family  hotel  waiting  for  you  wherever  you  go.  HHonors 
welcomes  you  with  rewards,  privileges  and  the  unmatched  opportunity 
to  Double  Dip8— to  earn  both  hotel  points  and  airline  miles  for  every 
stay  at  our  2,400-plus  hotels  worldwide.  To  make  a  reservation,  visit 
hiltonhhonors.com  or  call  1-800-H HONORS. 


<K> 


DoubleTree- 


s 


EMBASSY      SUITES 
HOTELS* 


INNS    ■    S  U  I  T  ■  5 


]  Hilton 

!  Garden  Inn- 


HQMEVIOOD 
SUITES 


SCANDIC 


TheHilton  Family 
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Hilton  HHonors- 

Points&Miles- 


ARE  YOU  IN  THE  KNOW? 


Hilton  HHonors  membership,  earning  ol  Points  &  Miles'!  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  ©2003  Hilton  HHonors  Worldwide. 
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SPECIAL    ADVERTISING  SECTION 


he  Resourceful 
business  Traveler 


taying  healthy  and  reducing  stress  are  the  keys  to  pro- 
ductivity on  the  road.  But  how  can  you  work  optimally 
len  time  is  tight,  schedules  are  frantic,  and  you're 
300  miles  from  your  support  system  at  home?  A  little 
vance  planning,  some  clever  electronic  tools  and  the 
rvices  of  savvy  suppliers  who  really  know  how  to  cater 

the  business  traveler  may  be  all  it  takes. 


Easing  the  Way 


Next  to  tax  audits  and  publii  ipeaking 
engagements,  many  people,  im  luding 

frequent  travelers,  find  business  trips 
stressful.  In  fact,  some  are  so  stressed 
out  that  they  end  up  with  a  condition 
called  transient  insomnia.  Many  people 
find  it  hard  to  sleep  in  a  strange  room, 
in  an  unfamiliar  bed,  or  having  to  deal 
with  intrusive  street  noises,  or  the  blare 
of  a  TV  from  the  room  next  door.  Others 
find  it  hard  to  wind  down  after  being 
keyed  up  from  a  long,  intense  day  of 
meetings,  driving  in  an  unfamiliar  city,  or 
with  being  far  away  from  their  families 
and  support  systems. 

What  to  do  about  sleeplessness? 
Forget  conventional  wisdom  about 
nightcaps;  alcohol  disrupts  normal  sleep 
patterns.  Sleep  experts  suggest  travelers 
use  whatever  pre-bedtime  routine  they 
do  at  home  to  help  encourage  a  natural 
night's  rest.  Some  people  also  find  that 
rigorous  daytime  exercise  helps. 

Other  travelers  swear  by  massages, 
even  the  $10-for-10-minute  version  you 
can  get  at  airports  and  downtown  store- 
fronts can  help. 

For  Ellen  Levy,  a  public  relations 
consultant  who  travels  to  Asia  four  or 
more  times  a  year,  a  big  part  of  stress 
reduction  is  being  able  to  tune  out.  "I 
always  bring  a  Walkman  when  I  travel. 
This  kills  all  the  sounds  I  don't  want 
hear  -  crying  babies,  loud  talkers, 
in-flight  movies.  Listening  to  my  own 
choice  of  music  relaxes  me  and  keeps 
me  oblivious  to  the  chaos  around  me." 
Other  road  warrior  essentials  include 
white-noise  machines,  which  are  not 
only  soothing  but  help  drown  out  noisy 
neighbors... photos  of  loved  ones... plenty 
of  reading  material. ..and  a  supply  of 
bottled  water  and  energy  bars,  which 
help  during  delays  when  it's  not  clear 
when  a  real  meal  can  be  had. 

If  your  tricks  don't  work,  and  you 
find  yourself  really  stressed  out  when 
you're  away,  some  stress  management 
Web  sites  may  be  of  help.  Many,  like 
Stressbusters,  are  fairly  simplistic  but 
do  have  some  smart  suggestions 
(http://stressrelease.com/stressbus.html); 
others,  like  Stresscat  (www.coolware.com/  ' 
health/medical_reporter/stresscat.com) 
are  more  scholarly. 


What  makes  someone  happy  isn't  just  the  sound  of  your 
voice.  It's  knowing  that  distance  means  nothing  and 
they  mean  everything.  With  the  most  wireless  coverage 
in  North  America,  attwireless.com.  1-866-reachout 


reachout 


America  trusts 


AT&T  Wireless 
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SPECIAL  ADVERTISING   SECTION 


Smart  Suppliers 


From  roving  check-in  agents  who  print 
boarding  passes  from  tiny  computers 
clipped  to  their  belts,  to  hotels  that  offer 
Wi-Fi  connections  throughout  their 
domains,  here  are  some  of  the  latest 
noteworthy  products  and  services  for 
the  business  traveler. 

To  make  business  trips  as  hassle-free 
as  possible,  Radisson  Hotels  &  Resorts® 
has  announced  that  more  than  40 
Radisson  airport  locations  in  the  United 
States  and  Canada  are  offering  a  new 
"Park,  Stay  &  Fly"  package  to  help  get 
a  good  night's  rest  when  they  must  fly 
out  early  or  arrive  late.  The  "Park,  Stay 
&  Fly"  package,  available  now  through 
December  30,  2003,  features  a  great 
rate  and  free  parking  while  away  for  up 
to  5-14  days. 

In  addition,  all  Gold  Rewards  Reward 
Network  members  will  earn  1,000  bonus 
Gold  Points®  per  stay  at  participating 
Radisson  airport  hotels  and  resorts  in 
the  United  States  and  Canada.  (These 
bonus  Gold  Points  are  in  addition  to  the 
standard  1,000  base  points  per  night.) 

"This  new  offer  provides  our  guests 
with  added  convenience  and  peace-of- 
mind  when  they  must  be  at  the  airport 
early  to  prepare  for  a  sometimes  lengthy 
and  stressful  check-in  process,  or  are 
arriving  on  a  late-night  flight  during  a 
business  trip  or  much  deserved  vacation," 


I  said  Kathy  Hollenhorst,  executive  vice 
president  of  customer  relationship 
management  for  the  Carlson  Consumer 
Group,  which  includes  Radisson  Hotels 
&  Resorts. 

Radisson  Gold  Rewards  is  part  of  the 
Gold  Points  Reward  Network.  The  Gold 
Points  partner  network  includes  house- 
hold names  such  as:  T.G.I.  Friday's®, 


Radisson  Hotels  &  Resorts,  Park  Plaza  j 
Country  Inns  &  Suites  By  Carlson®, 
Park  Inn®  hotels,  Thrifty  Car  Rental®, 
The  Food  Emporium®  and  more. 

Long  lines  are  an  unpleasant  fact  c 
life  for  road  warriors,  so  American 
Airlines  has  been  expanding  its  popul 
high-tech  check-in  system  originally 
launched  experimentally  at  Mineta  Sai 
Jose  International  Airport;  the  service 
will  be  available  in  dozens  of  other  ai 
ports  by  the  end  of  next  year.  Roving 
agents  use  a  PDA  device  and  a  small 
printer  strapped  to  their  waists  to  take  I 
flight  information  from  passengers  wit 
no  checked  baggage,  then  quickly  issju  ( 
boarding  passes. 

Bored  by  the  bland  walls  in  your 
hotel  room?  Embassy  Suites  Hotels  has 
begun  testing  a  new  type  of  room  it 
calls  a  Creativity  Suite,  designed  to 
stimulate  creativity  -  and  by  extension  i 
traveler  productivity. 

The  suites  come  with  sectional 
sofas  that  can  easily  be  rearranged  for 
impromptu  meetings.  All  feature  plasm 
screen  televisions,  a  Bose  3-2-1  Home 
Entertainment  System,  an  iMac  compute 
and  even  a  full-body  massage  chair, 
one  of  the  more  popular  items  from 
Sharper  Image.  Each  room  of  the  suite 
is  equipped  with  tools  to  help  guests 
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Travel  Advice  from  an  Organizing  Expert 

Hilton  Hotels,  which  regularly  runs  surveys  on  traveler  topics,  hired  Odette  Pollar,  an 
accomplished  author,  trainer,  speaker,  syndicated  columnist  and  organizing  expert,  to  give 
customers  advice  on  ways  to  be  happier  and  more  productive  on  the  road.  She  suggests: 

■  Streamline  your  packing.  Make  a  checklist  of  what  you  need  in  your  luggage 
and  suitcase  and  stick  to  it.  "I  never  check  a  bag,"  Pollar  says. 

■  Don't  expect  to  get  as  much  work  done  on  the  road  as  you  do  in  the  office. 

Read  and  relax  as  much  as  you  can  while  you're  traveling.  Don't  work  all  the  way 
through  your  flight.  And  if  you  read  in  bed  to  wind  down  before  you  go  to  sleep, 
don't  make  it  your  work  papers. 

■  When  faced  with  layovers  and  flight  delays,  find  ways  to  make  use  of  the 
time.  Find  a  dataport  and  download  your  e-mails.  You'll  be  able  to  work  on  your 
replies  offline  while  you  wait  at  the  gate  or  when  you're  on  board.  Do  the  things 
you  can  do  in  small  bursts  of  time.  Make  calls,  make  lists  or  draft  correspondence. 

■  Bring  your  family.  Don't  seem  to  get  away  enough  with  the  kids?  More  and 
more  people  are  bringing  them  on  business  trips,  said  Carin  Meyer,  a  spokesperson 
for  Hilton.  "The  number  of  Hilton  HHonors  members  bringing  kids  on  business 
trips  has  increased  300  percent  in  the  last  few  years,"  she  said.  "They  don't  have 
enough  time  with  their  kids  at  home,  so  here's  a  way  to  treat  them  to  a  new 
experience  and  have  at  least  one  of  the  adult's  airfares  taken  care  of." 
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ml, lie  and  capture  creative  thinking, 
ol  the  living  room  walls  is  .1  chalk 
rd.  A  complete  selection  of  .in 
plies,  including  color  pencils,  chalk, 
jkers,  construction  paper  ami  scissors 
of  each  suite's  "invention  box." 
N  '  minibar  has  brain  food  -  Soy  Crisps 
Soy  Nuts,  and  Ginkgo  biloba  and 

]  '-gy  boosting  Ginseng  supplements. 
n  the  shower  features  a  writing  board 
grease  pencils  should  an  inspiration 
<e  mid-shampoo, 
frying  to  make  the  most  of  your 
uent  business  trips-  The  award- 
ning  Hilton  HHonors  program  offers 

''  lie  of  the  most  original  rewards  in 
hotel  industry,  including  airline  miles 
mgh  the  HHonors  Reward  Exchange, 
ling  chip  certificates  redeemable  at 
icipating  U.S.  gaming  locations,  car 
als,  cruises  and  vacation  packages  - 

1  j,  of  course,  free  room-nights.  Hilton 
onors  provides  transferable  rewards, 
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meaning  thai  Hilton  HHonors  membei  i 

may  have  thru  hotel  rewards  issued  to 

anyone  they  choose     not  lusl  family 
members.  The  Mutual  Fund  allows 
married  members  to  combine  their  point 
earnings  and  stay  credits  to  earn  VIP 
status  and  rewards.  Just  shy  of  a  reward;' 
Hilton  HHonors  allows  members  to 
purchase  up  to  20,000  HHonors  points 
per  calendar  year. 

Once  considered  mostly  a  rental  car 
company  for  leisure  travelers,  Thrifty 
Car  Rental  has  recently  shifted  its  focus 
toward  seeking  corporate  accounts, 
then  rewarding  them  with  special  perks 
and  privileges.  For  instance,  Thrifty's 
generous  Corporate  Account  Program 
offers  companies  of  all  sizes  -  from 
conglomerates  down  to  sole  proprietor- 
ships -  a  series  of  benefits:  unlimited 
mileage  in  the  48  contiguous  states,  15 
percent  discounts  on  airport  parking  at 
Thrifty's  40  Airport  Parking  facilities, 
and  automatic  enrollment  in  the  Blue 
Chip  Express  Rental  Program.  Simply 
present  your  driver's  license  and  credit 
card  before  picking  up  the  keys  to 
your  pre-assigned  vehicle. 


Traveling  to  South  America?  The 
business-class  hotels  in  Buenos  Aires, 
including  the  Marriott  Plaza  and  Caesar 
Park,  all  have  three  phone  lines:  one 
two-Line  phone/dataport  plus  a  cell  phone. 
For  guests  who  don't  have  a  mobile  or 
who  have  one,  but  find  it  inoperable  in 
other  countries,  it's  a  wonderful  feature. 
A  special  mention  for  thoughtfulness 
also  goes  to  the  Shangri-La  hotel  in 
Kuala  Lumpur.  The  power  outlet  by  the 
desk  already  has  a  special  universal 
adapter  plugged  in,  so  travelers  from 
anywhere  in  the  world  can  simply  plug 
in  their  laptop  without  having  to  take 
their  own  adapters  or  call  down  to  the 
front  desk  for  them. 


Keeping  in  Touch:  Why  Wi-Fi? 


Now  that  the  Internet  has  become  an 
essential  means  of  communication 
-  in  the  office  and  out  -  finding  access 
to  it  is  becoming  more  and  more  impor- 
tant for  travelers. 

Where  to  Find  Wi-Fi 

Wi-Fi  providers,  targeting  business 
travelers  and  mobile  professionals,  are 
installing  tens  of  thousands  hot  spots 
at  all  sorts  of  public  places:  airports, 
hotels,  convention  centers,  train  stations, 
Borders  bookstores,  McDonald's  restau- 
rants, coffee  shops  and  pubs.  Some  cities 
have  installed  free  hot  spots  in  central 
business  districts  and  parks.  Toshiba 
recently  announced  an  arrangement 
to  add  service  to  Circle-K  mini-marts 
and  Unocal  gas  stations.  And  a  joint 
venture  among  IBM,  Intel  and  AT&T  has 
launched  a  major  global  deployment  of 
Wi-Fi  this  year. 

Most  major  airports  in  Europe, 


Australia,  South  Africa,  and  Asia  have 
Wi-Fi  service.  In  the  U.S.,  T-Mobile 
USA,  a  division  of  Germany's  Deutsche 
Telekom,  is  setting  up  hot  spots  for 
business  travelers  in  airports  throughout 
the  country.  The  plans  call  for  Ameri- 
can, Delta  and  United  to  provide  Wi-Fi 
access  in  around  100  airport  clubs  and 
lounges.  (Eventually  T-Mobile  hopes  to 
expand  the  service  to  airline  gates,  but 
first  needs  approval  from  airports.) 
Wayport,  which  owns  the  Laptop  Lane 
airport  business  center  franchise,  is 
installing  hot  spots  to  cover  the 
business  centers  and  surrounding 
gate  areas. 

Hotels  are  offering  Wi-Fi  in  lobbies, 
meeting  space,  restaurants  and  business 
centers.  One  of  the  more  forward-looking 
chains  is  Marriott  Corporation,  with  200 
of  Marriott,  Renaissance,  Courtyard, 
Residence  Inn,  TownePlace  Suites,  Fair- 
field Inn  and  SpringHill  Suites  properties 
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AT&T  Wireless  Rolls  Out  Global 
Text  Messaging  Service 

Starting  today,  AT&T  Wireless'  customers  will  be  able  to  use  text  messaging  to  keep 
in  touch  with  colleagues,  friends,  and  family  in  select  countries  around  the  world. 
Wireless  subscribers  in  more  than  a  dozen  countries  can  now  exchange  text  messages 
internationally  with  AT&T  Wireless  customers  in  the  U.S. 

This  international  text  messaging  capability  is  available  to  all  customers  with 
compatible  handsets.  Customers  in  the  U.S.  can  send  text  messages  to  users  in  o.ther 
countries  for  $0.25.  Unlike  with  most  other  carriers,  AT&T  Wireless  customers  only 
pay  for  text  messages  they  send,  and  can  receive  unlimited  incoming  text  messages  at 
no  charge.  In  addition,  AT&T  Wireless  Next  Generation  GSM/GPRS  customers  can  roam 
on  various  networks  while  abroad  and  can  use  their  phones  to  send  and  receive 
messages  to  and  from  users  in  the  U.S.  and  other  countries  for  $0.50. 

AT&T  Wireless'  initial  rollout  of  international  text  messaging  capabilities  includes 
countries  that  represent  more  than  a  third  of  all  text  messaging  traffic.  "As  the  text 
messaging  craze  builds  around  the  world,  AT&T  Wireless  continues  to  break  through 
barriers  to  make  text  messaging  an  easy,  affordable  means  of  communication,"  said 
John  Bunyan,  senior  vice  president,  AT&T  Wireless  Mobile  Multimedia  Services.  "Today 
we're  bringing  this  interoperability  to  countries  where  'texting'  is  wildly  popular.  In  the 
coming  months,  we'll  expand  our  reach  to  dozens  more  countries  to  better  serve  the 
growing  demand  for  messaging  services  worldwide." 

For  an  up-to-date  list  of  country  availability  and  carriers,  visit: 
www.attwireless.com/text/international. 


in  the  U.S.,  UK,  Germany  and  Canada 
currently  offering  wireless  Internet  access. 
The  hotels  with  the  service  will  have 
signage  to  direct  guests  to  the  hot  spots. 

Free  wireless  high-speed  Internet 
service  will  be  available  at  all  Omni 
Hotels  by  the  end  of  2003.  Wireless 


adapters  will  be  available  for  a  small  fee 
at  the  front  desk  of  each  hotel,  allowing 
guests  to  access  the  system  through 
their  traditional  Ethernet  NIC  if  their 
computers  are  not  already  equipped. 
All  Fairmont  hotels  have  Wi-Fi  hotspots 
as  well.  So  do  many  Radissons  and 

Wyndhams  and  Omnis.  Hilton 
recently  announced  plans  to 
equip  200  hotels  with  the 
service,  including  many 
hotels  in  the  UK.  Starwood 
also  announced  plans  to 
add  Wi-Fi  to  150  Sheraton, 
Westin  and  W  hotels  this 
year.  Charges  at  hotels  are 
typically  modest:  Some 
charge  a  flat  rate  of  $9.75 
per  day;  others  charge 
$3.75  for  the  first  15 
minutes  of  access  and  25 
cents  a  minute  thereafter. 

Many  road  warriors 
use  coffee  shops  as 
makeshift  offices,  now.  that 
several  chains,  including 
■    Starbucks  and  Surf  and 
Sip,  have  rolled  out 
wireless  Internet  access 
for  their  customers.  In 
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Starbucks'  case,  they're  offering  wirele 
broadband  hotspots  service  in  2,000  o 
its  U.S.  locations  and  several  in  Europea 
capitals.  Visit  www.starbucks.com/ 
hotspot  to  download  the  free  software 
you  need  to  get  connected.  Surf  and  S 
has  installed  wireless  networks  in  150 
hotels,  cafes  and  shopping  malls  in  15 
states  in  the  U.S.  Access  involves  a 
monthly  subscription  fee. 

There  are  even  "free  community" 
networks  in  some  cities  -  among  then 
London,  San  Francisco,  Long  Beach, 
California,  St.  Louis,  Jacksonville,  Florid 
and  Austin,  Texas  -  where  visitors  can 
tap  into  hot  spots  without  any  fee 
whatsoever. 

To  find  a  hot  spot  by  country  or  cit 
visit  www.80211hotspots.com,  Persona 
Telco  (www.personaltelco.com)   or  the 
Community  Wireless  Node  Database 
Project  (www.nodedb.com).  The  lists 
include  the  names  of  the  local  service 
providers  and  links  to  their  sites. 
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Personal  Business  Th 


BY  ROBERT  BARKER 


Why  Isn't  There  a 
Bigger  Head  on  Busch? 


It  had  to  happen:  a  stock  tied  to  the 
growing  popularity  of  low-carb,  Atkins 
diets.  But  who  figured  on  Anheuser- 
Busch?  In  a  land  of  dieters,  the  world's 
leading  brewer  has  a  hit  on  its  hands 
with  microcarb  Michelob  Ultra.  J  Check 
it  out  by  visiting  lowcarbdietworld.com, 
scrolling  past  the  bikini  model,  and 

clicking  to  low-carb  menus  and  drinks.  There  stands 
Michelob  Ultra  and  its  2.6  grams  of  carbohydrates  per  bottle, 
one-fourth  as  many  as  in  a  regular  Budweiser.  After  just  a 
year,  Mich  Ultra  is  taking  2.5%  of  U.S.  supermarket  beer  sales. 
Some  is  coming  out  of  other  Busch  labels,  notably  top-selling 
Bud  Light.  Yet  Mich  Ultra  typically  costs  18%  more  than 
Budweiser  brews,  so  the  trading-up  is  aiding  Busch's  profits: 
Earnings  per  share  grew  12.8%  in  2003's  first  nine  months. 

Despite  the  healthy  profit  gains  and  a  bullish  change  in 
Busch's  dividend  policy,  the  stock  is  about  where  it  started  in 
2003,  under  $50  a  share  (charts).  Sure,  Michelob  Ultra's 
second  year  on  the  market  will  prove  tougher,  if  only  because 
Miller  Lite  (3.2  grams)  and  other  brews  are  counterattacking 
on  the  low-carb  front.  Just  the  same,  investors  seem  to  be 
bypassing  Busch's  low- risk  returns  in  hopes  of  a  tech  or 
telecom  pig-out.  For  example,  both  Busch  and  AT&T  Wireless 
Services  reported  profits  on  Oct.  22.  In  the  48  hours  around 
their  announcements,  AT&T  Wireless  drew  577  posts  at  the 
Yahoo!  Finance  message  boards;  Busch  inspired  just  26. 

YET  WHAT  BUSCH  is  saying  about  the  future  shouldn't  be 
ignored.  Last  year  it  netted  $1.9  billion,  or  $2.20  a  share,  on 
sales  of  $13.6  billion.  This  year  earnings  should  reach  $2.48 
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to  $2.50  a  share.  A  ke 
reason  is  Busch's 
demonstrated  ability 
raise  prices  while  stil 
capturing  market 
share.  W  Randolph 
Baker,  Busch's  chief 
financial  officer,  says 
imports  have  raised 
such  a  high  umbrella 
over  prices— Heineke 
typically  sells  at  65% 
more  than  Bud— that 
consumers  haven't 
flinched  much  at 
higher  prices  on 
domestic  labels. 

Busch  also  has 
benefited  greatly  fron 
50%  stake  in  Mexico'; 
dominant  brewer, 
Grupo  Modelo,  which 
is  its  major  source  of 
income  from  outside  investments.  Last  ye; 
that  amount  jumped  38%,  to  $352  million 
With  a  slack  Mexican  economy,  Modelo's 
contribution  to  net  this  year  is  about  flat. 
Yet  Baker  sees  Mexico's  younger  and  faste 
growing  population  producing  long-term  average  profit 
growth  for  Modelo  of  more  than  12%  a  year.  He  also  expects 
meaningful  profits  from  sales  in  China  of  Budweiser,  along 
with  middle-  and  lower-end  beers  from  Tsingtao  Brewery,  in 
which  Busch  has  a  9.9%  stake  that  it  plans  to  build  up  to  27° 

Overall,  Busch  figures  it  can  deliver  a  minimum  of  10% 
growth  in  per-share  net  each  year.  In  addition,  Busch  is  now 
boosting  its  annual  dividend  at  a  rate  equivalent  to  each 
year's  profit  growth.  For  instance,  in  July  it  raised  the  payout 
to  88<t  a  year,  a  12.8%  increase  that' s  in  line  with  2003  profit 
growth.  Next  year,  Busch  expects  earnings  per  share  to 
increase  12%.  Nothing  goes  in  a  straight  line,  naturally,  but 
suppose  Busch's  earnings  grew  at  the  low  end  of  its  forecast 
or  10%  a  year.  Figure,  too,  that  the  market  in  Busch  shares 
remains  tepid,  and  so  Busch's  profit  increases  only  translate 
into  8%  annual  average  gains  in  the  stock  price.  What  do  yoi 
wind  up  with  in,  say,  five  years?  A  $72  stock,  plus  aggregate 
dividends  of  $5.37,  or  a  total  return  of  58%.  Low-carb  stocks 
investing  with  less  risk  of  post-pig-out  self-loathing.  ■ 

E-mail:  rb@businessweek.coi 
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Personal  Business 


BY  GENE  G.  MARCIAL 

WHY  BLACK  &  DECKER  STOCK  COULD  KEEP  ON  WHIZZING. 
BUYOUT  RUMORS  ARE  SWIRLING  AT  FRISCO  BAY  INDUSTRIES. 
SIGA'S  ORAL  TREATMENT  FOR  SMALLPOX  GETS  A  HELPING  HAND. 


PLUGGED  IN 

AT  LAST? 


,  DOLLARS 


APR.  28,  '03  OCT.  29 

Data  Bloomberg  Financial  Markets 


Driving  Black  &  Decker 

BLACK  &  DECKER  (BDK),  a  leader  in  power  tools  and 
home-improvement  gear,  has  recently  stirred,  whizzing 
from  40  on  Sept.  30  to  47.81  on  Oct.  29.  Robert  Stovall 
of  Wood  Asset  Management,  which  owns  shares,  says  some 
pros  are  starting  to  recognize  that  B&D 
is  an  "undervalued  and  ignored  blue- 
chip."  Despite  the  rise,  he  sees  the 
stock  surging  to  58  in  a  year.  Stovall 
notes  that  some  analysts  lifted  2003 
and  2004  earnings  forecasts  after  B&D 
handily  beat  their  third-quarter 
estimates.  The  Street  had  been  down 
on  B&D  amid  doubts  over  the  strength 
of  consumer  spending.  But  B&D's  top 
brands,  says  Stovall,  are  going 
gangbusters  at  Home  Depot  and 
Lowe's,  despite  fierce  rivals— including 
Home  Depot' s  private-label  tools.  Michael  Rehaut  of  J.R 
Morgan  rates  B&D  "outperform."  Brisk  sales  growth,  he  says, 
plus  $120  million  in  savings  from  a  restructuring  are 
exceeding  his  expectations.  So  he  has  raised  his  2004 
estimate  from  $4.20  a  share  to  $4.50— vs.  the  $4.26  Street 
consensus.  His  2003  forecast  is  $3.95,  vs.  2002's  $3.23.  If  he's 
on  the  mark,  then  B&D  is  trading  at  10.4  times  2004  earnings, 
vs.  17  for  the  Standard  &  Poor's  500-stock  index. 

Sharks  May  Be  Lurking 
Around  Frisco  Bay 

WHEN  SHARES  OF  Frisco  Bay  Industries  (FBAY) 
dropped  to  around  750  in  late  September,  down 
from  12  in  April,  rumors  swirled  that  a  big  U.S. 
company  and  a  European  conglomerate  had  come  knocking 
on  Frisco's  door— asking  whether  it  was  open  to  a  buyout. 
Based  in  St.  Laurent,  Que.,  Frisco  provides  security  systems 
for  government  agencies,  financial  institutions,  and  industrial 
plants  in  the  U.S.  and  Canada.  Frisco's  second-quarter  results 
suffered  as  the  SARS  epidemic  hurt  business  in  parts  of 
Canada  for  five  months.  CEO  Barry  Katsof,  who  controls  42% 
of  the  stock,  wouldn't  comment  on  buyout  speculation.  But 
Scott  Zimmerman,  who  heads  Z  Capital  Management,  which 
controls  more  than  5%  of  the  stock,  says  he  doesn't  doubt  that 
some  companies  want  to  buy  Frisco.  It  has  built  up  recurring 
revenues  based  on  long-term  contracts,  says  Zimmerman, 
and  expects  it  will  post  an  upside  surprise  in  the  third  quarter, 
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and  have  a  robust  fourth  quarter.  He 
thinks  the  stock,  now  at  8,  will  rise  to 
the  mid-teens  in  a  year.  Katsof  says 
Frisco  for  the  fourth  quarter  has  a  $50 
million  order  backlog.  Sales  in  fiscal 

2003  ended  Jan.  30  totaled  $51.3 
million.  He  figures  2004  sales  will  hit 
$54  million  despite  SARS  and  rise  to 
more  than  $60  million  in  fiscal  2005. 
Operating  earnings  in  fiscal  2003  were 
$1.27  a  share.  One  insider  figures  fiscal 

2004  earnings  will  rise  5%,  on 
increased  shares,  and  leap  10%  in  fiscal  2005. 

Ron  Perelman  Gives 
Siga  a  Boost 

RONALD  PERELMAN  IS  getting  into  biowarfare  defens< 
Through  his  investment  vehicle  MacAndrews  &  Forbe 
and  TransTech  Pharma  (controlled  by  MacAndrews). 
Perelman  will  invest  $10  million  in  Siga  Technologies  (SIGA) 
tiny  biotech  that  is  developing  oral  drugs  to  prevent  and  treal 
diseases,  including  smallpox  and  anthrax.  The  investment, 
which  Siga  shareholders  have  to  approve,  will  give  Perelman 
45%  stake.  Siga  rose  from  2  on  Oct.  6  to 
2.32  on  Oct.  8— when  the  Perelman 
news  broke.  It  hit  2.64  on  Oct.  14  and  is 
now  2.23.  Peter  Cardillo  of  Global 
Partners  Securities,  which  owns  shares, 
says  this  link  gives  Siga  a  big  boost.  He 
figures  the  stock  will  hit  5  in  3  to  6 
months.  "We  will  act  fast  in  producing 
and  commercializing  biowarfare  drugs, 
which  Big  Pharma  has  paid  little 
attention  to,"  says  Donald  Drapkin, 
Perelman's  top  lieutenant  and  vice- 
chairman  of  MacAndrews  &  Forbes.  Drapkin  figures  Siga's  fir 
drug  will  be  out  in  18  to  24  months.  Last  year,  the  U.S.  milk; 
granted  $1.6  million  to  Siga  to  develop  a  smallpox  drug.  Siga 
and  TransTech  are  already  working  joindy  on  SARS.  Siga  was 
featured  in  this  column  on  Dec.  23,  when  it  was  trading  at  1.65. 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  on  the  magazine's  publication 
day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  CNNfn  jj 
The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their  " 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmen  ' 
banking  or  other  financial  relationships  with  them.  K 

*M»I 

'Mil 


Bad  Idea: 

BEING  TREATED  LIKE 
EVERYONE  ELSE. 


*  H 


Good  Idea: 

{getting  rewarded  for 
i  being  an  active  trader 


Ameritrade  Apex™- 
Rewarding  active  traders 
ifor  being  active  traders. 

Apex  is  designed  for  active  traders.  It  gives  you  free  access 
to  powerful  trading  tools  designed  to  give  you  an  edge 
on  the  market.*  You'll  get  free  NASDAQ  Level  II  Quotes, 
Streaming  News,  and  Advanced  Analyzer,'*  our  in-depth 
market  research  tool.  You'll  even  get  exclusive  Web  casts 
featuring  financial  industry  leaders,  and  a  first  look  at 
innovative  products  as  they  become  available.** 


All  it  takes  to  reach  Apex  status  is  an  average  of 
10  trades  per  month  over  three  months,  or  a  $iooK 
minimum  total  account  value.  (Not  there  yet?  Open  an 
Ameritrade*  account  now,  and  we'll  move  you  into  Apex 
when  you  qualify.) 

And  as  always  with  Ameritrade,  you  get  our  5-Second 
Guarantee:  we'll  waive  your  commission  if  it  takes 
longer  than  5  seconds  to  fill  your  qualified  S&P  100* 
market  order.'  You  also  get  our  straightforward,  flat  rate 
pricing.  Pay  only  $10.99  per  Internet  equity  trade  for  both 
market  and  limit  orders."  And  there  are  no  per  share 


charges,  no  share  limits,  and  no  order  handling  fees. 
Because  at  Ameritrade,  the  active  trader  is  our  business. 

Your  rewards  await.  Sign  up  now  and  we'll  give 
you  $100  if  you  qualify  for  Apex.  You'll  also  get 
25  commission-free  Internet  equity  trades  for 
opening  your  Ameritrade  account.'  Log  on  to 
www.ameritrade.com/apex25/or  call  866.857.6043. 


APEX  BENEFITS 


FREE  NASDAQ  LEVEL  II  QUOTES 


■  FREE  STREAMING  NEWS 


FREE  ADVANCED  ANALYZER" 


•  FREE  QUOTESCOPE" 


25%  DISCOUNT  ON  ALL  OTHER  PRODUCT  SUBSCRIPTIONS 


24/7  ACCESS  TO  APEX  CLIENT  SERVICES 


■  DEDICATED  PHONE  NUMBER  AND  SUPPORT  STAFF 


•  ACCESS  TO  SPECIAL  WEB  CASTS 


PRODUCT  DEMOS 


APEX  EXCLUSIVE  RECEPTIONS 


UNIQUE  CLIENT  BONUS/REWARD  PROGRAMS 


AMERITRADE"A:  Apex 


GET  $100  CASH  IF  YOU  QUALIFY  FOR  APEX,  OUR  ACTIVE  TRADER  PROGRAM. 

PLUS  25  COMMISSION-FREE  INTERNET  EQUITY  TRADES. 

CALL  866.8S7.6043  OR  VISIT  WWW.AMERITRADE.COM/APEX25/ 


J  4  <  qualification  reviewed  even/  three  months  Some  rev 

WMis  to  real-time  market  data  Is  conditioned  on  your  ace 

ri  et  orders  of  at  least  100  and  up  to  1.000  shares  Restru 


ewardsnot  available  for  IRA  accounts  "Level  II  and  Streaming  News  are  not  available  free  to  professionals  as  defined  by  the  exchanges. 

acceptance  of  the  exchange  agreements  24/7  Client  Services  excludes  market  holidays.  tCuarantee  limited  to  S&P  100  Internet  equity 

p  to  1.000  shares  Restrictions  apply  S&P  Is  an  unaffiliated  company  and  does  not  sponsor,  endorse  or  promote  the  offer  Market  volatility,  volume,  and  system 

\|  ability  may  delay  account  access  and  trade  executions  ttOrders  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission  Orders  partially  executed  over  multiple  trading 

J  are  subject  to  commission  charges  for  each  trading  day  toffer  valid  for  new  Individual  and  Joint  accounts  opened  and  funded  with  at  least  $1,000  through  01/06/04 Other  limitations 
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COMMENTARY 

Stable  interest  rates,  an 
imminent  report  of  6%  quarterly 
economic  growth  and  new 
estimates  of  a  lower  federal 
budget  deficit  sent  stocks  up  for 
three  days  in  a  row.  Big-bank 
mergers  and  a  steady  stream  of 
better-than-forecast  earnings  for 
the  third  quarter  helped.  The 
Dow  and  S&P  500  jumped 
almost  2%  during  the  week 
ended  Oct.  29. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT.  28 

■  S&P  500   ■  U.S.  DIVERSIFIED  "-    All  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT.  28 

■  S&P  500  m  U.S.  DIVERSIFIED         All  EQUITY 
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U.S.  MARKETS 

OCT.  29 

WEEK 

%  CHANGE 

YEAR  TO     LAST12 

DATE       MONTHS 

S&P  500 

1048.1 
9774.5 

1.7 

19.1 

18.8 

Dow  Jones  Industrials 

1.8 

17.2 

16.8 

NASDAQ  Composite    • 

1936.6 

2.0 

45.0 

48.9 

S&P  MidCap  400 

547.5 

2.7 

27.4 

30.5 

S&P  SmallCap  600 

257.1 

3.3 

30.8 

34.3 

Wilshire  5000 
SECTORS 

10,207.3 

2.0 

22.3 

22.9 

BusinessWeek  50* 

599.5 

0.6 

10.5 

5.8 

BW  Info  Tech  100" 

335.6 

0.1 

17.6 

19.5 

S&P/BARRA  Growth 

529.2 

1.3 

17.9 

15.6 

S&P/BARRA  Value 

515.2 

2.1 

20.4 

22.4 

S&P  Energy 

199.2 

0.1 

8.7 

14.0 

S&P  Financials 

363.9 

2.0 

22.6 

20.4 

S&P  REIT 

109.2 

-0.3 

20.2 

25.6 

S&P  Transportation 

193.6 

2.4 

13.9 

17.0 

S&P  Utilities 

111.4 

-0.2 

14.0 

22.7 

GSTI  Internet 

146.1 

3.2 

95.6 

96.3 

PSE  Technology 

665.6 

2.7 

45.2 

52.8 

GLOBAL  MARKETS  oct.  29  week 

S&P  Euro  Plus  (U.S.  Dollar)  1031.1  0.4 

London  (FT-SE 100)  4265.7  -0.5 

Paris  (CAC  40)  3367.0  1.9 

Frankfurt  (DAX)  3615.4  3.6 

Tokyo  (NIKKEI  225)  10.739.2  -1.4 

Hong  Kong  (Hang  Seng)  12.130.5  -0.9 

Toronto  (S&P/TSX  Composite)  7730.5  0.3 

Mexico  City  (IPC)  7925.2  0.1 


•Mar  19. 1999=1000     "Feb.  7.  2000=1000 


FUNDAMENTALS  oct  2s 

S&P  500  Dividend  Yield  1.62% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  27.2 
S&P  500  P/E  Ratio  (Next  12  mos.)*  17.6 
First  Call  Earnings  Surprise*  6.02% 

TECHNICAL  INDICATORS  oct.  28 

S&P  500  200-day  average  945.6 

Stocks  above  200-day  average  81.0% 

Options:  Put/call  ratio  0.77 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.55 


WEEK  AGO 

1.62% 
28.1 
17.6 
6.24% 

•First  Call 
WEEK  AGO       REMOJ 

942.8  Posil 

82.0%  Nega 

0.66  Posi 

5.51  I 


BEST-PERFORMING 
GROUPS 

Homebuilding 

Divsfd.  Metals  &  Mining 

Internet  Software 

Steel 

Photographic  Products 


LAST  LAST  12 

MONTH  %  MONTHS* 

27.1  Internet  Software  201.0 

19.2  Divsfd.  Metals  &  Mining  138.8 
18.9  Comptr.  Stge.  &  Perphs.  123.6 
16.8  Computer  Stores  94.6 
16.6  Homebuilding                 90.6 


WORST-PERFORMING 
GROUPS 

Oil  &  Gas  Equipment 
Biotechnology 
Home  Furnishings 
Trading  Cos.  &  Distribs. 
Systems  Software 


LAST 
MONTH  % 

-6.0 
-5.9 
-5.5 
-5.4 
-4.5 


LA! 

MON 


Health-Care  Facilities 
Photographic  Products 
Food  Chains 
Health-Care  Distributors 
Motorcycles 


ball 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %       52-WEEK  TOTAL  RETURN 


LEADERS 

Precious  Metals  10.5 

Technology  10.0 

Pacific/Asia  ex-Japan  8.3 

Small-cap  Growth  8.1 

LAGGARDS 

Real  Estate  1.5 

Utilities  1.8 

Health  2.0 

Natural  Resources  2.4 

EQUITY  FUNDS 

4-WEEKTOTALRETURN  % 

LEADERS 

Rydex  Dynam,  Veloc.  100 
ProFunds  UltraOTC  Inv. 
ProFds.  Intnet.  Ultsr.  Inv. 
Berkshire  Focus 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -16.7 
Rydex  Dynam.  Vent.  100  -16.7 
ProFunds  UltraBear  Inv.  -9.9 
Rydex  Dyn. Tempest 500   -99 


LEADERS 

Precious  Metals 
Technology 
Latin  America 
Diversified  Emerg.  Mkts. 

LAGGARDS 

Domestic  Hybrid 
Miscellaneous 
Large-cap  Blend 
Utilities 


52-WEEK  TOTAL  RETURN 
LEADERS 

Apex  Mi( 
ProFds.  I 
Jacob  Inl 

Oberwei: 

LAGGARD! 

Rydex  Dynam.  Vent.  100 
ProFunds  UltSh.  OTC  Inv. 
Frontier  Equity 
Potomac  OTC/Short  Inv. 


67.6 
62.1 
55.4 
49.2 

16.1 
18.4 

19.1 
20.9 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


OCT.29 
0.60% 
0.95 
L71 
4.28 
5.16 
5.86 


WEEK  AGO    YEAR 

0.61%     1.3. 
0.95        1.4! 


1.76 
4.25 
5.14 
5.89 

tBanxQuote,  I 


JJ,  lllftrlim 
hitdPruf 


3.91, 

5.0: 

6.0 


18.0 

Apex  Mid  Cap  Growth 

186.8 

17.9 

ProFds.  Intnet.  Ultsr.  Inv. 

172.4 

17.9 

Jacob  Internet 

168.3 

17.6 

Oberweis  Micro  Cap 

LAGGARDS 

120.2 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


':■' 


Lis.'1 


mi 


General  Obligations 
Taxable  Equivalent 


10-YR.  BOND 

3.78% 
5.40 


6.7d 


Insured  Revenue  Bonds 
Taxable  Equivalent 


THE  WEEK  AHEAD 

PURCHASING  MANAGERS'  INDEX 

September  likely  grew  by  0.2%  for 

Monday,  Nov.  3, 10  a.m. 

a  third  straight  month. 

EST  »  The  Institute  for  Supply 

FACTORY  INVENTORIES 

Management's  industrial  activity 

Wednesday,  Nov.  5, 10  a.m. 

index  for  October  is  forecast  to 

EST  "September manufacturing 

have  improved  to  54.1%,  from 

inventories  probably  declined  by 

53.7%  in  September.  That's 

0.4%.  In  August,  inventories  were 

according  to  the  median  forecast 

drawn  down  by  an  additional  0.2%. 

of  economists  surveyed  by  mms 

PRODUCTIVITY  &  COSTS 

International. 

Thursday,  Nov.  6,  8:30  a.m. 

CONSTRUCTION  SPENDING 

EST  "Output  per  hour  worked  in 

Monday,  Nov.  3, 10  a.m. 

the  third  quarter  is  apt  to  have 

EST  "Building  outlays  in 

jumped  by  7%,  after  a  strong  6.8% 
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increase  in  the  previous  quarter. 
Unit  labor  costs  likely  fell  3%, 
following  a  2.8%  decline. 
EMPLOYMENT  Friday,  Nov.  7, 
8:30 a.m.  EST  "October 
nonfarm  payrolls  are  expected  to 
have  grown  for  a  second  straight 
month,  by  35,000.  But  factories 
probably  cut  20,000  jobs.  The 
unemployment  rate  likely  held  at 
6.1%,  while  the  workweek  probably 
inched  up  to  33.8  hours,  from  33.7 
hours  in  September. 


on 


The  BusinessWeek  production  im 
increased  to  203.9  for  the  we 
ended  Oct.  18,  up  6.6%  from  tf> 
previous  year.  Before  calculation 
the  four-week  moving  average,  t 
index  rose  to  205.2. 


BusinessWeek  onlir  >& 


For  the  BW50,  more  investmen 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/tnagazine/extra 


BusinessWeek  I 

arketPlace 


For  more  advertiser  information,  log  onto 
www.busine88week.com/cla88ifieds 

F,  For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 
j  Fax:  (312)  464-0512 
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ORS. .  .Shoes  that  make  you  appear 
taller.  Over  1 00  styles.  Money  Back 
■rantee.  Hidden  height  mcreaser  Inside 
91  as.  Making  men  taller  since  1939.  Call 
fftta  'or  FR££  color  catalog 
ww.elevatorshoea.com  1  p. htm 
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ELB/ATORS    i 


IICHLEESHOECO..DEPT    BW3N 
0  BOX  3566.  FREDERICK.  MO  21706 


1-800-343-3810 


*  anced/Distance  Learning 


cance  Learning  •  Off  Campus 
Home  Study 


i 


Finish  hour  bs  «>r  Ms  Degju  i 


(Tee  completion 
grams  available 

Buafocu  Administration 

\1.IH.I-.    MR  III 

Psychology 
Education 


u 
u 

U   j  it  for  Career  /  Life  experience  available 
IPaced  Program 
»  Enrollment  *  Start  Anytime 


13 


CoaJVaaC 


California 
Co  _ 
University 

700  North  Main  Sti—t 
Santa  Ana.  California  S2701 


V    (711)  547  9625  •  <SOO>  8G*I  8768 

www   Cite  Oil  St   ••(111 


[ness/Career  Opportunities 


The  current  SLOW 

economy  Is  making 

BIG  MONEY  for  loan 

•  and  leasing  brokers! 


sinmss  Loans  ■  Equipment  L*»S9 

OWN  YOUR  OWN 
iSINESS  LOAN  COMPANY 

oip.n.nc.  ntmdtd.    W*  tuppon  you/ 
-FREE 


m 

itfl 


CALL  TODAY 

0-336-3933 


«  tl.HCMlll-.COI1 

The   Loan  Coniultants,  Inc. 


SIX  FIGURES... 

\Plus  Car  &  Home  Benefits 
l/i'on  S  Int'l  Health  Corp.  from 

-}an.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 

i\ Business  Ownership  details,  call 

877-747-6629 

i  y  w.  5pillars.  com/mmiller 


Yacht  Charters 


Planning  Your  Stay 

for  the 

Athens  2004  Olympics? 

Why  Not  Stay  on  a 
&  Floating  Hotel, 
aValefYacht! 

Chjrlrnns  Y.hIiu 

in  Li. tit 

Sinc  i  lata 


«V 


Being  on  our  yachts  docked  in  Athens 
marinas  you  enjoy: 

•  I  uvury  •  Security  •  Umosphcrc 

•  Privacy  •  Private  transportation 

•  No  traffic  or  crowds 

•  Your  own  lull  crew  to  serve  you  &  your 
guests.. .and  you  can  cruise  whenever 
you  want! 

Toll  Free:  (800)  223-3845 
Websites:  Valefyachts.com, 
OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
Email:  info@Valefyachts.com 

VALEF  YACHTS  LTD. 
P.O.  BOX  385 

AMBLER,  PA  19002 


Travel 


Gertnahy 

Where  can  you  sleep  in  a  fairytale 
castle,  explore  the  world's  most 
colorful  Christmas  markets,  and 
have  dinner  while  cruising  the  spec- 
tacular Rhine  River?  Germany,  of 


Visit  www.DiscoverGermanyNow.com 
and  check  out  the  spectacular 
packages  being  offered.  Land 
and  air  packages  starting  as  low  as 
s599!  While  you're  there, 
register  to  win  a  FREE  trip 
to  Germany. 


Luxury  Resort  Mansions 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN. 


Vacation  in  a  palace  of  absolute 
splendor  located  in  the  Arizona 
Biltmore — a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  for  an 
entire  month,  as  a  one-month  lease 
per  year,  for  five  years. 


^ 


%, 


RESORT 
MANSIONS 

The  grandeur  of  a  mansion. 
The  services  of  a  5-scar  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled  Void  where  prohibited. 


Advanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


DISTANCE  LEARNING 


BBAand  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  University 
for  Profession*]  Studies 

1840  fc.  17th  Strert.  Suit.  Ana,  CA.  S2705 

Since  1978 
Educational  Loans  Available 


(800)  477-2254 


WtMW.SCUPS.EDU 


Banners 


Quality,  Custom  Vinyl  Banners 
Easy  Online  Ordering 
Fast  Service 


[Ha 


lipriceBann.lS 


www.HalfPriceBanners.com 


Business  Services 


BUSINESS  DEBTS 
SETTLED 


Save  50%  or  more 

Nationwide  since  1963 

As  Debt  Negotiators 

You  borrow  no  money 

Free  Info  800-883-5080 


Artificial  Christmas  Trees 


World's  Finest  Artificial 

Christmas  Trees  6' 2  to  40  ft. 

25  Styles  of 

'Prelit  <ffc  Predecoratrd 

Free  Delivery 

Save  40%  to  60% 

Factory  Direct 

\\\\  w.treec lassies. corr 
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BodyRail 

Weight  Training  with 
Reduced  Stress  and  Strain 

on  Your  Back! 

www.bodyrail.com 
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The   independent   spirit. 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 
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Editorials 


Global  Prices  for 
A  Global  Market 


FOR  DECADES,  big  pharmaceutical 
companies  have  priced  their  products 
differendy  around  the  world.  Americans 
pay  the  most  for  the  latest  drugs,  while 
those  in  Europe,  Canada,  Australia,  Japan, 
and  other  advanced  countries  pay  significantly  less. 
The  higher  profits  generated  in  the  U.S.  go  into  drug 
research  and  development,  benefiting  everyone. 
But  the  international  price  differentials,  so  key  to  the 
business  model  of  giant  drug  companies,  are  being  eroded  by 
economic,  political,  and  technological  forces.  Prozac,  Vioxx, 
and  other  drugs  sold  more  cheaply  in  Canada,  Mexico,  and 
elsewhere  by  U.S.  companies  are  pouring  back  into  American 
retirement  communities  from  Florida  to  Arizona.  Illinois  may 
import  drugs  to  lower  its  Medicaid  costs.  And  Congress  may 
soon  allow  some  reimporting  of  drugs  from  Canada.  It's  time 
for  Big  Pharma  to  rethink  its  pricing  policy.  To  generate  the 
profits  needed  to  finance  new  drug  development,  it  should 
begin  raising  prices  for  wealthy  countries  outside  America 
and  lowering  them  inside  the  U.S. 

An  ad  in  a  Palm  Beach  (Fla.)  newspaper  for  Mediplan 
Pharmacy  in  Canada  shows  why  Big  Pharma  must  act.  It  lists 
prices  from  its  RxDrugsFromCanada.com  Web  site:  90  doses 
of  Zoloft,  100  milligrams  each,  costs  $142.40,  vs.  $232.68  in 
the  U.S.  Lipitor  is  offered  at  $172.38,  vs.  $311.80  in  the  U.S. 
A  more  integrated  pricing  structure  for  wealthy  nations 
(with  special  low  prices  for  poor  countries  in  Africa  and 
elsewhere)  may  be  inevitable.  Like  it  or  not,  a  global  market 
means  global  pricing. 


Wireless  Is  Great 
Complexity  Isn't 


UNWIRED.  UNTETHERED.  Mobile  com- 
puting and  communications,  the  next 
iteration  of  the  information  technology 
revolution,  is  here.  We  are  migrating 
away  from  big  computers  sitting  on 
desks  and  fixed-line  phones  to  portable  laptops  and 
cell  phone-PDA  hybrids  that  link  us  to  work,  friends, 
and  families  anytime,  anywhere.  E-mail,  voice, 

video,  photos,  data,  chat  are  all  becoming  instantaneous  and 
ubiquitous  (page  121).  This  is  all  to  the  good.  But  the  same 
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design  problems  that  plagued  early  VCRs  and  computers 
many  features,  too  many  buttons— are  creeping  into  some 
the  new  mobile  information  tools.  At  the  risk  of  sounding 
curmudgeonly,  we  have  to  say  that  simplicity  and  ease  of 
are  more  important  to  consumers  than  complexity  and 
technology  for  its  own  sake. 

Take  Wi-Fi.  Setting  up  a  home  network  can  be  a  nightm 
with  computer  and  router  firewalls  battling  one  another, 
new  cell  phones  are  packed  with  all  lands  of  features,  but 
instant-messaging  a  friend  on  one  with  a  tiny  keyboard.  An 
the  quality  of  cell-phone  service  remains  dismal  in  too  man; 
places.  Having  three  standards  instead  of  one  (as  in  Europe 
makes  matters  worse.  Unless  they  share  the  same  service, 
people  snapping  photos  with  their  camera  phones  can't  eve 
send  them  directly  to  other  cell  phones.  They  have  to  send  t 
image  to  an  e-mail  address,  then  call  to  tell  the  other  person 
retrieve  it.  Come  to  think  of  it,  does  every  cell  phone  really  n 
a  built-in  camera?  Techies  of  the  world,  we  have  work  to  do 


Russia:  Putin's 
Big  Mistake 


RUSSIAN  PRESIDENT  Vladimir  V.  Pu 
just  threw  a  CEO  of  one  of  the  coun 
largest  corporations  into  jail  for  doin 
what  any  American  CEO  could  routi: 
do  in  the  U.S.— finance  political 
candidates  and  political  parties  and  lobby  for  his 
industry's  economic  interests.  Yukos  CEO  Mikhail 
Khodorkovsky  made  the  mistake  of  challenging 
Putin's  control  of  Parliament  in  the  runup  to  Dec.  7  electio 
His  jailing  undermines  the  rule  of  law  in  Russia  and 
constitutes  a  significant  blow  to  democracy  (page  60). 
Khodorkovsky  is  perhaps  Russia's  most  important 
businessman,  making  the  transition  from  robber-baron 
oligarch  to  Western-style  corporate  executive  while  buildii 
the  world's  fourth-largest  energy  company  along  the  way. 
Before  he  was  arrested,  Yukos  was  negotiating  a  huge  dea 
with  Exxon  Mobil  Corp.  That's  on  hold  now.  Other  oil 
executives  who  have  refrained  from  lobbying  and  kept  out 
politics  entirely  have  been  allowed  to  conduct  their  busine 
without  government  interference.  But  fear  is  not  the  most 
effective  force  in  motivating  a  vibrant  market  economy. 

Before  Putin  took  power,  there  was  near-anarchy  and  li 
rule  of  law  in  Russia.  Now  there  is  authoritarianism  and  st 
little  rule  of  law.  All  the  independent  TV  stations  and 
newspapers  in  Moscow  are  under  the  control  of  Putin's 
cronies.  And  Putin  has  surrounded  himself  with  the  silovik 
or  strong  men,  colleagues  from  his  days  in  the  KGB.  The  to 
way  for  Russia  to  establish  itself  as  a  genuine  Western 
country  would  be  for  Putin  to  release  Khodorkovsky  and  d 
with  him  in  the  court  of  law  or  in  the  court  of  public  opini( 
Right  now,  Putin's  behavior  smacks  of  the  old  Soviet  Unioi 
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An  inside  look  at 
how  it's  reinventing 
the  auto  industry 


Great  Moments  at  Work. 
You  just  brought  busywork  to 
its  knees.  The  title  is  yours. 


*      "r*+s 


Microsoft 

Your  potential.  OIK  passion. 


O  2003  Microsoft  Corporation.  All  rights  reservea.  ivncroson,  un 
either  registered  trademarks  or  trademarks  of  Microsoft  CorporatM 
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Introducing  the  new  Microsoft  Office  System. 

Eliminate  the  little  things.  Start  thinking  big.  It's  all  possible 
with  innovations  that  help  you  automate  your  day-to-day 
tasks,  track  project  information  on  your  own,  and  access 
stored  company  data  that  until  now,  you  couldn't.  It's  all 
about  working  smarter,  not  harder.  Way  to  go,  champ. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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Visit  www.samsungusa.com/printer  or  call  1-800-SAMSUNG 

©2003  Samsung  Electronics  America,  Inc.  NONOIS  and  the  NONOIS  logo  are  registered  trademarks  of  Samsung  Electronics  Corp  Ltd. 


Part  artist-  Part  executive.  Part  IT  guru. 

Introducing  Samsung's  Brilliant  Color  Laser  Printer. 


•  Revolutionary  NONOIS"  engine  for  virtually  silent 

printing  and  no-hassle  toner  changes 

Intelligent  color  matching  software  for  custom 

control  at  the  user-level 

Built-in  auto-duplexing  for  automatic  two-sided  printing 

•  Unparalleled  print-speeds  of  up  to  5ppm  color,  20ppm 
monochrome — the  fastest  in  its  class 

850-sheet  capacity  with  optional  second  paper  cassette 


That's  DigitAII  impact. 

Finally,  a  printer  that  satisfies  both  sides  of  your  brain.  Introducing  Samsung's 
CLP-500  Color  Laser  Printer.  Renowned  for  its  whisper-quiet,  NO»NOIS"  laser 
engine  and  state-of-the-art  color  matching  software,  it  makes  you  look  great 
without  ever  raising  its  voice.  And  with  color  print  speeds  of  up  to  5  ppm  and 
easy  toner  changes,  it's  always  ready  for  crunch  time.  The  Samsung  CLP-500. 
If  the  future  is  what  you  make  it,  get  off  to  a  colorful  start. 

Think.  Print.  Lead. 
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?lnfinitiQ45. 


md  image.  Beyond  obvious.  Beyond  social  approval.  The  340-horsepowerQ45.  Featuring  a  5-speed 
matic  transmission  with  manual  shift  mode.  It  drives  to  the  beat  of  its  own  drummer.  Visit  lnfiniti.com. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

'Hendrick's 

430/750ml 

Most^^v 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 
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BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/03_46/online.htm 
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Raking  It  In 

When  it  comes  to  retailers,  the  surging 
economy  is  lifting  the  stocks  of  ritzy  stores, 
discounters,  e-tailers,  and  the  fortunes  of 
investors— especially  those  who  shopped  early 

Home,  Safe  Home 

Whether  considering  a  golf  course  dream  house  or 
planning  improvement  projects  for  your  current  home 
make  sure  to  include  features  that  will  make  your 
residence  livable  in  your  retirement  years 


Making  Immigrant 
Labor  Work 

Illegal  workers  from  other  countries  are  a 
critical  part  of  the  U.S.  economy.  It's  time  to 
make  them  legal,  so  everyone  can  benefit 


Investment  Advice  from  Above? 

They  may  not  be  heavenly  returns,  but  Ave  Maria 
Catholic  Values  Fund  is  beating  its  benchmarks.  Its 
manager  says  that1  s  due  to  disciplined  stockpicking 


Market  Insights 
From  S&P 

Keep  abreast  of  the  markets  with  our  exclu- 
sive coverage  from  S&P  analysts,  regular 
market  updates,  and  stock  picks  and  pans 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»  NEWSLETTERS 

Sign  up  for  our  free 
newsletters.  Go  to  business- 
week.com/hewsletters.htm 


Tune  in  This  Weekend  for: 

lis  the  refinancing  boom  over?  I  Leaders  of  Industry:  Starbucks'  Howard  Schu 
Find  program  dates  and  times  in  your  area  at  www.busiflessweektv.com 
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For  10  years  we've 
raised  the  bar  on  CRM. 


Now,  we're  lowering 
the  hurdles. 


IE 

CRM  OnDemand 

Easy  to  use 

Fast  results 

No  upfront  costs 

Built-in  analytics 

$70  per  person/month 


Siebel.  Siebel  CRM  OnDemand  and  the  Siebel  logo  are  trademarks  of  Siebel  Systems,  Inc.  IBM  is  a  trademark  of  International  Business  Machines  Corporation  in  the  U.S.  and  other 
countries.  ©  2003  IBM  Corp.  All  rights  reserved. 
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Siebel  CRM  OnDemand.  CRM  that's  fast. 
Easy.  Affordable.  This  is  complete  customer 
relationship  management.  This  is  CRM  that 
eliminates  all  of  the  barriers,  all  of  the  "uh  oh, 
this  is  only  for  the  big  guys."  CRM  designed 
for  any  sized  business.  CRM  that's  focused 
on  results.  CRM  that  lets  you  give  all  your 
sales  teams  the  tools  they  need-like  built-in 
analytics-to  make  smarter  decisions  faster 
and  close  more  deals  more  often.  This  is 
CRM  built  from  the  ground  up  by  industry 
leader  Siebel  to  be  delivered  on  demand 
over  the  Web  by  IBM.  The  hurdles  are  being 
lowered.  The  standard,  raised. 

View  our  CRM  demo. 

Visit  crmondemand.com/bw  or  call  1-866-906-7878. 
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The  ( loncord  La  Seal 

Classic  curves  in  stainless  steel 

black  alligator  strap. 
Luxury  lor  men  and  women.  51,490. 


A  distinctive  face 
and  elegant  hands. 
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The  Concord  La  Scala. 
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"The  CEO  said 
he  would  ruin 
me.  Well  see 
who's  standing 
at  the  end." 

ROSU  O'lhtnnell,  of  (,runer  + 

Jalir  CEO  Darnel  Brewster,  in  the 

tail  over  the  jailed  Rode  magazine 


ED  BY  IRA  SAGER 
MPAIGN  2004 

POLITICAL 
ANKMADE 
PINK  SLIPS 

U.S.  POLITICIANS  idly 

hing  American  jobs  flow 
;eas?  In  the  2004 

ions,  some  laid-off 

;rammers  and  furloughed 

>ry  workers  will 
an  opportunity 

Dte  "yes."  At  least 
congressional 

efulsare 

paigning,  in 

e  part,  on 

osition  to 

;ourcing  U.S.  jobs. 

enate  candidate 

rlie  Crystie  CD- 
says  that  sending 

k  offshore  is 

pling  employment  in  his 

e.  He  has  challenged 

onents  such  as 

'iiblican  Senator  Arlen 

ctor  to  hold  hearings  on 

issue.  In  Florida,  Michael 

mons,  a  Democrat,  lost  his 


IE  BIG  PICTURE 


job  last  year  when  telecom 
giant  Siemens  ICN  hired 
cheaper  programmers  from 
an  Indian  firm.  Now,  he's 
aiming  to  run  for  the 
House  of  Representatives 
and  pleading  for  $25 
contributions  from  pink- 
slipped  techies  and  others 
nervous  about  job  security. 
"Republicans  want  cheap 
labor  for  their  corporations,'' 
he  says.  The  other 
candidates  are 
running  in  Oregon 
and  Connecticut. 
The  anti-out- 


EMMONS 

An  appeal  to 
jittery  techies 


sourcing  campaigns 
are  political  long 
shots,  but  they  tap  an 
emotional  issue.  "It 
could  be  the  big 
issue,"  says  Alan  S. 
Blinder,  former  vice- 
chairman  of  the 
Federal  Reserve.  More  white- 
collar  workers— who 
outnumber  blue- collar 
workers  by  nearly  3  to  1— are 
seeing  their  jobs  move  abroad. 
That's  turning  up  the  political 
heat.  -Brian  Grow 


irning  UP  MONEY  The  recent  California 
3S  are  among  the  costliest  in  U.S.  history, 
e  five  most  expensive: 


}NS  OF  DOLLARS 
FRANCISCO 


thern  california  (2003) 
^■■■■■est. 
land.  calif.  (1991) 


2003  DOLLARS 
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UPS:  Undercut 
Postal  Service? 


COULD  ONE  OF  THE  U.S.  POSTAL  SERVICE'S  best  engines  for 
growth  stall?  It  runs  a  program  called  Parcel  Select,  which  lets 
bulk  shippers  save  money  by  simply  sorting  packages  and 
letting  the  Postal  Service  finish  the  deliveries.  In  theory,  that 
should  help  all  parties.  But  United  Parcel  Service  has  started 
using  the  program  and  that  worries  some  Postal  Service  offi- 
cials. Why?  Unlike  other  shippers  that  rely  mostly  on  the  Postal 
Service  for  delivery,  UPS  is  keeping  much  of  the  delivery  volume 
for  itself,  leaving  only  costiy  rural  packages  for  the  Postal 
Service  to  deliver.  With  UPS  siphoning  off  customers  from  rival 
shippers,  that  could  sharply  cut  Postal  Service  revenues. 
In  a  memo  obtained  by  BusinessWeek,  Robert  Fisher,  a 
manager  in  the  Postal  Service's  Washington,  D.C.,  office,  says 
volume  from  some  customers  could  fall  70%.  The  Parcel  Select 
program  could  take  in  over  $700  million  this  year,  says  Doug 
Caldwell,  of  transportation  consultant  AFMS.  A  spokesman  says 
the  Postal  Service  expects  a  short-term  "downturn  of  sorts."  But 
between  new  UPS  customers  and  efforts  by  other  shippers  to 
replace  business  lost  to  UPS,  the  Postal  Service  anticipates 
growth  in  the  long  term.  Guess  that's  what  the  Postal  Service 
expects  Brown  to  do  for  it.     -Brian  Hindo,  with  Charles  Haddad 
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MEDIA  MANIA 

IT'S  RAINING 
MAGAZINES 
IN  CHINA 

U.S.  MAGAZINES  are  hurting, 
but  China  is  enjoying  a  glossy 
gold  rush.  Its  market  for  print 
advertising  is  pegged  to  rise 
37%  this  year,  after  2002 
revenues  of  $5.5  billion. 
That's  luring  publishers  to 
join  with  Chinese  partners 
or  to  license  their  name  and 
content.  More  than  50 


foreign  magazines  now  have 
Chinese-language  editions, 
with  a  dozen  more  expected 
in  the  coming  year. 

Foreign  publishers  got  a 
boost  in  July  when  Beijing 
said  it  would  stop  subsidizing 
many  turgid  government 
periodicals.  By  yearend, 
1,000  are  expected  to  close. 

Still,  foreign  investment  in 
newspapers  is  banned,  and 
Chinese  readers  expect 
stories  tailored  to  them.  "You 
need  local  content,"  says  Cao 
Weiming,  head  of  Chinese 
operations  for  Hachette 
Filipacchi  Media,  publisher  of 
Elle,  Marie  Claire,  and  Car  & 
Driver  in  China. 

Local  rivals  aren't 
pushovers,  either.  Fashion 
mag  Rayli  has  impressive 
features.  China  Entrepreneur 
is  popular  for  stories  about 
local  execs.  And  finance 
biweekly  Caijing  breaks  news 
on  corruption.  China  may  look 
daunting  to  foreigners— until 
they  remember  the  slump  at 
home.  -Dexter  Roberts 


CASINO  SOCIETY 


ANTE  UP  Poker  is  back  in  the  chips.  Since 
poker  players  can't  bet  against  the  house,  the 
card  game  has  long  been  a  low-margin  biz  to 
casinos.  But  this  year,  poker  revenues  at 
Connecticut's  Foxwooas  Casino  and  Las  Veg 
Bellagio  are  up  about  25%.  The  Bellagio 
expects  to  take  in  about  $12  million  this  year, 
charging  players  up  to  $100  per  half-hour.  W 
the  popularity?  Online  gaming,  for  one.  Also, 
World  Poker  lour,  on  the  Travel  Channel,  and 
ESPN's  World  Series  of  Poker  have  drawn 
record  audiences  with  a  reality-show  feel. 
Poker  is  "not  a  big  profit  factor,"  says  Jefferies 
analyst  Lawrence  Klatzkin.  Still,  more  poker 
rooms  may  soon  be  in  the  cards.  -Brian  Hind 


HONCHOS 

THE  COO:  AN 

ENDANGERED 

SPECIES? 

MISSING:  Chief  Operating 
Officer.  In  the  past  year, 
dozens  of  U.S.  companies 
have  eliminated  the  COO 
post,  says  a  study  by  Crist 
Associates,  a  Chicago 
recruiting  firm.  Why?  The 
rising  prominence  of  chief 
financial  officers,  and  more 
CEOs  wanting  hands-on 
involvement  with  operations. 

It  turns  out  that  many 
companies  that  promoted  a 
COO  to  CEO  have  let  the  old 
job  stay  vacant,  including 
Wal-Mart,  General  Motors, 
IBM,  Home  Depot,  McKesson, 
and  Procter  &  Gamble.  The 
COO  could  be  a  vanishing 
breed.  -Diane  Brady 
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OR  MAKE  A  DREAM  COME  TRUE? 


,j  sun  holds  such  bright  promise  as  a  clean, 
lewable  energy  source.  And  yet  for  years,  it's 
nained  out  of  reach.  Clean,  yet  too  expensive. 
i>  the  question  is:  Do  we  follow  the  sun  or  just 
rn  out  the  lights  and  go  home?  Ignoring 
ternative   energy   is   no   alternative.    Fossil   fuels 

ROFITS      &      PRINCIPLES. 

e  going  to  remain  the  major  source  of  energy 
r  the  foreseeable  future,  but  we  are  also 
irking  on  new  energy  technologies.  Keeping 
ce  with  the  world's  accelerating  demand  for 
liergy    and    supplying    power    to    remote    areas 


require  Shell  to  pursue  renewable  resources  like 
solar  and  wind  energy.  We  established  Shell 
Renewables  with  a  commitment  to  develop  these 
new  opportunities  commercially.  One  of  our  goals 
is  to  make  solar  energy  cheaper,  more  efficient 
and    more    accessible,    both    for    businesses    and 


IS       THERE 


CHOICE? 


homes.  It's  part  of  our  commitment  to  sustainable 
development,  balancing  economic  progress  with 
environmental  care  and  social  responsibility.  So 
with  real  goals  and  investment,  energy  from  the 
sun  can  be  more  than  just  a  daydream. 


|  <WE  WELCOME  YOUR  INPUT.  CONTACT  US  ON  THE  INTERNET  AT  WWW.SHELL.COM/SOLAR  OR  EMAIL  US  AT  'TELL-SHELL@SI.SHELL.COM'  OR  WRITE  TO  US  AT: 

LISTENING  AND  RESPONDING,  SHELL  OIL  COMPANY,  P.O.  BOX  2463,  HOUSTON  TX  77252 

(Each  Shell  company  is  a  separate  and  distinct  entity   In  this  advertisement,  the  reference  to  "Shell  International  Renewables"  is  a  reference  to  those  Shell  companies  which  are  individually  engaged 
in  the  renewables  business  where  no  useful  purpose  is  served  by  identifying  the  individual  company  or  companies  I 
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KEEPING 
TABS  ON 
THE  STREET 

Steven  Wallman,  50,  is  a 
former  SEC  commissioner 
who  now  runs  online 
brokerage  Foliofn.  Wallman, 
whose  company  helps 
investors  diversify  more 
cheaply  than  with  mutual 
funds,  recently  shared  his 
thoughts-as  a  CEO  and  as  a 
former  regulator— on  Wall 
Street's  troubles. 

While  investors  are 
applauding  state  regulators 
for  chasing  Wall  Street 
miscreants,  Wallman  is  less 
thrilled.  State  regulators  can't 
issue  broad  guidelines,  and 
with  so  many  rules,  he  says, 
"multiplying  by  50  is 
problematic  when  building  a 
national  marketplace." 

Disclosure  still  needs 
improvement,  says  Wallman. 
Disclosure  of  mutual-fund 
fees  would  help  investors  and 
competition.  And  he  urges 
boards  to  think  of  investors. 
"Would  the  directors  of 
WorldCom  have  approved  the 
[former  CEO  Bernard] 
Ebbers' loans  if  they  had 
asked  themselves:  'How  do 
we  explain  this  at  the  annual 
meeting?' "  he  asks.  Good 
question.     -Kimberly  Weisul 
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SPORTS  BIZ 

BALLPARK 
FIGURES 
TO  BET  ON 

CAN  B-SCHOOLERS  teach  Big 
Leaguers?  Benjamin  Polak,  a 
game-theory  expert  at  Yale 
University's  B-school,  and 
Brian  Lonergan,  a  former 
student,  are  using  probability 
theory  to  rate  baseball 
players.  Following  the 
success  of  other  quantitative 
analyses  used  by  the  playoff- 
bound  Oakland  A's  and 
Boston  Red  Sox,  Lonergan 
will  start  advising  a  National 
League  club  this  winter. 

Lonergan  and  Polak  first 
measure  the  probability  of  a 
team's  winning,  given  any  set 
of  circumstances.  With  each 
at-bat,  a  player  can  either 
help  or  hurt  his  team's 
chances.  Say  the  home  team 
is  down  by  two  in  the  bottom 
of  the  fifth,  with  no  outs  and 
a  runner  on  second.  There's  a 
39%  chance  they'll  win.  If  the 
batter  grounds  out  and  the 


PC  PATROL 

DEBBIE 

DOES... 

TOMSAWYER? 

IT'S  NO  SECRET  that 

spammers  traffic  in  porno 
and  miracle  drugs.  But  did 
you  know  that  they  are 
quietly  dabbling 
in  literary 
classics? 

It's  part  of  a 
new  strategy 
to  evade 
spam  filters. 
Spammers  wrap 
their  message  in 
unrelated  sentences  so  that 
filters  digest  lots  of  words 
that  don't  read  like  spam. 
They're  in  white  type  on  a 
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SAMMY 
SOSA 


runner  stays  put,  the  chance 
falls  to  33%.  The  difference 
between  the  two,  or  -0.06,  is 
assigned  to  the  batter. 

Lonergan  and  Polak  then 
total  a  player's  outcomes  for 
the  season,  yielding  the  exact 
number  of  wins— or  losses- 
contributed,  relative  to  an 
average  player.  Giants 
slugger  Barry  Bonds 
contributed  9.5  wins  this 
season,  the  most  in  baseball. 


white  background.  Filters  see 
them,  readers  don't.  One 
spam  asks  in  dark  type: 
"Would  you  like  to  be 
financially  independent?" 
But  by  highlighting  the  text, 
readers  can  discover  the 
hidden  words.  Select  the  text 
with  a  mouse  click,  and 
you're  reading  about 
"bulldog  heads,  armed  to  the 
teeth  in  both 
jaws."  That's  from 
Jules  Verne's 
20,000  Leagues 
Under  the  Sea. 
Says  Harry  Katz 
Microsoft's 
program  manager 
for  message 
hygiene:  "You  have  to  admire 
the  nefarious  ingenuity  of 
these  people."  Their  libraries, 
too.  -Stephen  Baker 


JEFF 
WEAVER 


-2. 


Lonergan,  a  consultant 
at  Charles  River  Associates 

also  plans  to  pitch  his 
services  to  agents.  "We'll 
everything  we  can  get  our| 
hands  on,"  says  Jeff  Moor 
of  Moorad  Sports  Managem 
which  represents  Red  Sox 
player  Manny  Ramirez, 
among  others.  Moorad 
expects  other  agents  to  be 
interested— at  least  half  o 
them,  anyway.  -Brian  Hi\ 


THE  STAT 


The  percentage  of 
senior  tech 
executives  who  say 
their  organization 
has  had  a  security 
breach  in  the  past 
12  months.  But 
41%  of  those  did  not 
report  the  incident 
to  authorities. 

Data:  PncewaterhouseCoopers.  CIC  magazine 
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WE'VE  ALWAYS  KEPT  OUR  PROMISES.   WE'VE  ALWAYS  BEEN  A 
MUTUAL  COMPANY.   COINCIDENCE?   WE  DON'T  THINK  SO. 


We  believe  in  keeping  our  promises.  That's  why  we're  a  mutual  company.  Being  mutual 
means  we're  owned  by  our  policyholders,  not  stockholders.  Rather  than  focusing  on 
guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New  York  Life  policy,  you 
may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be  there.  To  us,  our 
policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim,  fund  your 
retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll 
keep  our  promises  to  you,  just  as  we  have  for  over  155  years. 


The   Company   You   Keep."1 

WWW.NEWYORKLIFE.COM/MUTUALITY 

To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 
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Simmons ...  is  in  a 
very  sweet  spot- 
as  consumer  brands 
and  entertainment 
continue  to  converge." 

-Robert  D'Loren 
UCC  Capital  Corp. 


IS  RUSSELL  SIMMONS 
REALLY  ALL  THAT? 

RUSSELL  SIMMONS  and  his  group  follow 
the  core  principles  required  for  successful 
brands  in  the  next  economy  ("The  CEO  of 
hip-hop,"  Cover  Story,  Oct.  27).  He 
knows  it's  about  the  brand.  On  the  opera- 
tional side,  production  will  continue  to 
move  to  a  place  where  it  can  be  produced 
for  the  least  cost. 

Simmons  recognizes  that  media  and 
entertainment  can  define  what  we  wear, 
where  we  eat,  and  how  we  spend  our 
time.  He  is  in  a  very  sweet  spot— as  con- 
sumer brands  and  entertainment  contin- 
ue to  converge.  There  are  some  great  les- 
sons to  be  learned  here  for  business 
leaders  in  many  sectors.  It's  great  to  see 
an  example  like  Simmons  out  there. 

-Robert  W.  D'Loren 

President  and  CEO 

UCC  Capital  Corp. 

New  York 

ONE  HAS  TO  APPLAUD  Russell  Simmons 
on  his  ability  to  create  a  personal  fortune 
from  marketing  hip-hop  to  mainstream 
America.  But  let's  be  clear  that  hip-hop 
does  not  fit  all  categories.  Hip-hop,  with 
its  focus  on  edgy  attitudes  and  limitless  if 


not  pointiess  consumption,  serves  no  pt 
pose  to  marketers  of  mortgage  and  fin 
cial  services,  banking,  education,  insi 
ance,  and  housing.  These  are  all  produ 
and  services  that  build  and  prot< 
wealth  for  consumers,  something  ti 
hip-hop  seems  not  to  care  much  about 

-Brett  Sava 
Gaithersburg,  h 

I  COMMEND  YOU  for  grabbing  the  arte 
tion  of  teens.  I  compose  beats,  wn 
lyrics,  and  sing  hip-hop.  I  have  a  studio 
my  garage.  I  have  followed  Mr.  Simmo 
career  from  its  inception  and  highly 
spect  the  man. 

-Stefan  Baro 
Staten  Island,  N. 

I  CAN'T  EXPLAIN  to  you  how  much  yoi 
article  motivated  me  to  keep,  striving 
become  a  top  designer.  Russell  Simmoi 
can  market  anything,  and  hip-hop  ma 
keting  is  real! 

-LaToy  Charae'  McLei 
Atlan,  I 

UNFORTUNATELY,  there  was  little  met 
tion  of  the  content  of  the  music  of  Di 
Jam  label  artists— or  the  vulgar,  crass,  v 
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VEGA  BOOKS 
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Ours  isn't  the  only  name  on  the  box. 

Anna  Vega  is  a  demanding  employer.  Her  daughter,  Paula,  knows  this 
firsthand.  That's  why  Paula,  like-mother-like-daughter,  demands  fedex.com. 
Along  with  work  in  general,  it  makes  labeling,  tracking  and  shipping  faster 
and  easier.  She  can  track  and  get  confirmations  from  her  PDA,  pager  or 
cellphone.  Paula  isn't  Anna's  only  employee,  but  she  is  her  favorite. 


fedex.com 


Relax,  it's  FedEx. 


v    ■» 


D  2003  Fed£«.  See  fedex.com  for  t«m»  of  shipping 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Too  late  to  jump  back  into  Tyco"  (The 
Barker  Portfolio,  Oct.  27)  incorrectly 
presented  the  cash  returns  to  a  theoretical 
buyer  of  all  of  Tyco  International  Ltd.  The 
free-cash-flow  figure  that  was  cited  for 
Tyco's  2004  fiscal  year  should  have 
excluded  the  interest  expenses  that  a  buyer 
of  the  entire  company  would  not  have  to 
pay.  In  the  correct  analysis,  Tyco  might 
yield  a  cash  return  of  6.2%,  not  the  4.5% 
reported.  Contrary  to  the  conclusion  drawn 
in  the  story,  this  compares  favorably  with 
the  cash  returns  of  two  Tyco  peers,  Johnson 
&  Johnson  (4.3%)  and  3M  (4.4%). 

Orlando  Utilities  Commission  does  not 
charge  a  $3  fee  for  on-time  payments,  as 
one  reader  suggested  in  a  letter  headed 
"Fees:  Dunned  if  you  do,  dunned  if  you 
don't"  (Readers  Report,  Oct.  27,  in  reply  to 
"Fees.  Fees.  Fees!"  Cover  Story,  Sept.  29). 
The  OUC  recently  added  a  late-payment 
fee  of  1.5%,  or  a  minimum  of  $3,  which 
applies  only  to  past-due  accounts. 

In  "Turning  on  the  tap  for  Wes  Clark" 
(Washington  Outlook,  Oct.  20),  Eli  Pariser 
of  MoveOn.org  was  identified  as  a 
supporter  of  Clark  based  on  information 
obtained  from  the  Wesley  Clark  for 
President  Campaign.  Pariser  has  not 
written  a  check  to  the  Clark  campaign. 

"Home  sweet  hotel"  (Personal  Business, 
Oct.  27)  incorrectly  said  that  nail  clippers 
were  not  allowed  on  flights.  The  rule  is  that 
metal  scissors  with  pointed  tips  are  not 
allowed  in  carry-on  luggage. 


olent,  and  illiterate  humor  of  HBO  come- 
dy shows  put  out  by  Def  Jam.  I  don't  find 
it  heroic,  entrepreneurial,  pioneering,  or 
authentic  to  sell  your  own  race  down  the 
river  in  pursuit  of  the  mighty  dollar. 

It  may  be  profitable  to  ride  the  current 
wave  of  hip-hop  to  glorify  pimps  and 
criminals,  to  celebrate  whores  and  crack 
cocaine  and  guns— it  may  even  be  "hip" 
or  "mainstream."  But  it  ain't  right. 

-Neiljurgensen 
Pasadena,  Calif. 

QUITE  A  FEW  THINGS  separate  Russell 
Simmons  from  the  average  CEO.  Your 
piece  on  his  rise  in  business  pinpointed 
many  of  them  but  neglected  to  discuss 
Another  "h-word"  that's  as  important  to 
Simmons  as  hip-hop:  heart.  Simmons' 
all-encompassing  ethic  of  looking  out  for 
others  who  need  looking  out  for  means 
that  he  fearlessly  places  animal  protection 
on  the  agenda  when  he's  cooking  up 

November  17,  2003 


deals  with  Corporate  America.  It  takes  a 

tough  guy  to  stick  up  for  a  tiny  chicken. 

-Ingrid  E.  Newkirk,  President 

People  for  the  Ethical  Treatment 

of  Animals  (PETA) 

Norfolk,  Va. 

SPECIALISTS:  THE  BUYERS 
OF  LAST  RESORT 

THE  SPECIALIST  IS  the  buyer  of  last  re- 
sort. ("Under  the  gun  at  the  Big- Board," 
News:  Analysis  &  Commentary,  Oct.  27). 
He  has  a  franchise  and  is  duty  bound  to 
defend  it  by  maintaining  an  orderly  mar- 
ket, using  his  own  capital.  October,  1987, 
could  have  turned  into  October,  1929, 
without  specialists  and  market  makers.  I 
was  there,  on  the  floor  of  the  American 
Stock  Exchange  when  the  whole  world 
was  selling.  There  were  virtually  no  bids 
except  for  the  specialists. 

When  the  smoke  cleared,  some  spe- 
cialists in  the  smaller  stocks  had  to  file  as 
insiders  with  the  Securities  &  Exchange 
Commission  because  they  now  owned 
more  than  5%  of  their  listed  companies! 
Some  individual  partners  had  to  bring 
the  deeds  to  their  houses  in  to  their 
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lenders  in  order  to  stay  in  busin  p& 
When  the  next  Big  October  Storm  ta"a 
a  market  with  no  specialists,  try  cal. 
your  friendly  electronic  communicati 
network  with  a  big  order  for  sale, 
may  well  hear:  "Sorry,  our  compute 
not  bidding  for  any  stock  just  now." 

-Richard  J.  McLynn,  Member  (retikj^m 
American  Stock  Excha  61 
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-AND  LOVE  IT? 

AS  A  TECHNICAL  support  specialist 
an  Internet  service  provider  here  in 
U.S.,  I  am  angered  and  offended  at 
insinuation  that  I  am  a  poorly  educa 
American  working  in  a  dead-end  jobj  p  astasirrit 
viding  poor  service  to  my  customers 
cause  I  don't  care  about  them  or  my 
("All  the  world's  a  call  center,"  Nei 
Analysis  &  Commentary,  Oct.  27).  I   IH0LD1 
college-educated,  and  this  is  a  car  itforasi 
choice  for  me.  I  would  suggest  that  Dis  higher  i 
Brady  come  up  with  a  computer  probk  ouuveigl 
call  for  tech  support  from  an  overseas  <  Athene 
center,  and  see  how  long  it  takes  to  fix 
issue,  if  in  fact  it  ever  truly  is  fixed.  The 


I  ,cst  she  contact  me  with  the  same 
■*na  ilem— and  compare  her  experiences. 
ca  -Eric  Wivtson 

ical  i  Midwest  Internet 

lie.  Indianapolis 

put 

)RKED  in  15  call  centers  in  six  years, 
.1  tly  in  Toronto,  but  also  in  Britain.  I 
k  t  that's  a  record,  but  I  certainly  wasn't 
e  in  the  job-hopping.  I  would  meet 
;ame  people  as  I  hopped  along.  Didn't 
i  to  bother  employers:  I  would  put 
10  most  relevant  jobs  on  my  resume 
si  still  get  hired.  I  don't  buy  it  that  peo- 
in  n  India  are  better  at  customer  service. 
y  are  just  in  their  first  call  center  job. 
ED  they  get  to  call  center  No.  15,  they'll 
',[  ast  as  irritable  and  impatient  as  I  was. 

-Erik  Cyr 
Oshawa,  Ont. 

\\  HOLDING  off  replacing  my  equip- 

ai  lit  for  as  long  as  possible.  The  benefits 

i  higher  performance  of  a  new  PC  do 

Outweigh  the  anticipated  aggravations 

(  |i  the  new  miserly  customer  support. 

-JeffMills 
Tti|  Eugene,  Ore. 


STILL  WAITING  FOR 
AN  AMERICAN  HYBRID 

AS  A  SATISFIED  three-year  driver  of  a 
Toyota  I'rius,  it  is  unfortunate  that  I  can- 
not buy  a  similar  U.S.-built  car  ("Detroit 
is  missing  the  boat,"  News:  Analysis  & 
Commentary,  Oct.  27),  but  I  will  not 
subordinate  my  desire  for  a  more  envi- 
ronmental (as  well  as  better  driving)  ve- 
hicle to  Detroit's  arrogance  and  in- 
competence. Shame  on  the  Big  Two- 
and-a-Half. 

-Mark  Burger 
Oak  Park,  III. 

THE  REBIRTH 
OF  DOWNTOWN 

YOUR  ARTICLE  MISSED  a  major  reason 
for  the  rebirth  of  large-city  downtowns: 
Immigrants,  especially  Latinos  and 
Asians,  are  moving  in  and  rebuilding 
these  communities  ("An  inner-city  ren- 
aissance," Social  Issues,  Oct.  27).  What 
most  Americans  consider  uninhabitable 
neighborhoods,  newly-arrived  immi- 
grants proudly  call  home. 

-Jose  Colagrossi 
Bethel,  Conn. 


r-f:ommunications  system  isn't  necessarily  the  most  expensive  one.  BT's  global 
>  deliver  flexibility,  simplicity  and  control  to  your  desktop  systems. This  not  only 

jiy    money  by  reducing  ownership  costs  but  also  allows  your  employees  to  work 
r  ly  and  still  keep  in  contact.  Which  is  good  news,  because  in  business, 
.ation  is  everything. 


THE  AUTHORS'  assessment  thai  Am*  n 
ca'fl  ghettos  first  began  tO  form  early  in 
the  last  century,  as  blacks  left  Southern 
farms  for  factory  jobs  in  Northern  e 1 1 1 • 
is  false.  The  term  ghetto  originally  meant 
Jewish  settlement,  and  for  over  500  years 
was  used  to  describe  communities  that 
Jewish  immigrants  were  forced  to  occupy. 

-Robynn  Cox 
Atlanta 

IN  CHICAGO,  what  you  call  "An  inner-city 
renaissance"  is  mostlyjust  re-ghettoization. 
You  fail  to  cover  the  hardships  that  befall 
the  poor  when  they  are  forced  from  their 
homes  and  struggle  to  find  places  to  live  in  a 
market  with  a  shortage  of  inexpensive 
housing.  New  ghettos  are  formed  in  low- 
income  suburbs— areas  distant  from  jobs, 
good  public  transit,  and  the  educational 
and  cultural  amenities  of  the  city. 

-Steve  Balkin 
Chicago 
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it  sa  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use  as  a  pad  and  pen. 

It's  a  Tablet  PC.  Now  you  can  type  in  a  note  or  write  it  down  right  on  the  screen,  then 

I  fire  it  off,  across  the  room,  across  the  world.  Plus  it  runs  the  full  range  of  Windows  XP 

compatible  applications,  including  the  new  Microsoft  Office  System,  so  they  can  be  at 

your  command  wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 


Microsoft 


Windows 

Tablet  PC  Ed*" 


©  2003  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Windows,  the  Windows 
" "  rporation  in  the  United  States  and/or  other  countries.  The  nam 


ir  potential.  Our  pa 
entioned  herein  m 


Books 


in  AOL  Believer 
fells  All 

!E  MUST  BE  A  PONY  IN  HERE  SOMEWHERE  The  AOL  Time  Warner  Debacle  and  the 
>t  for  the  Digital  Future 

ara  Swisher  with  Lisa  Dickey;  Crown  Business;  306pp;  $24.95 

Ithe  early  hours  of  Jan.  10, 2000,  Wall  Street  Journal 
iter  Kara  Swisher  was  madly  e-mailing  sources,  trying 
bonfirm  an  explosive  tip  from  a  colleague:  America 
1 1  line  Inc.,  she  had  heard,  was  about  to  buy  Time 
rner  Inc.  Glancing  at  her  "buddy  list"  on  the  AOL 


< 


int  messaging  service, 
ould  tell  that  an 
sual  number  of  the 
pan/s  top  executives 
i  also  logged  on. 
tin  minutes,  though, 
started  blocking  her 
ant  messages— an 
cation  that  something 
was  afoot  and 
the 

sual  access 
had  enjoyed 
l  them  had 
i  temporarily 
lended. 

tilizing  many  details 
this  one,  Swisher  has  produced  a 
d  if  not  surprising  narrative  in  There 
t  Be  a  Pony  in  Here  Somewhere:  The 
Time  Warner  Debacle  and  the  Quest 
he  Digital  Future.  The  Journal's 
:on  Valley  gossip  columnist  has  long 
wed  a  closer  relationship  with  her 
jects  than  do  many  other  journalists. 
1  right  from  the  opening  chapter,  it's 
ir  that  this  book  is  as  much  about 
sher's  personal  ties  to  AOL  as  it  is 
ut  the  company's  history  and  its  ill— 
d  merger. 

Moreover,  although  it's  not  intended, 
book's  very  title  seems  to  refer  to 
In  an  old  joke,  an  optimistic  boy 
;  convinced  he  would  find  a  pony  in 
ile  of  manure  if  he  just  dug  hard 
ugh.  That  joke,  says  Swisher, 
lame  an  AOL  mantra— but  it  could 
)  be  said  of  the  author.  Having 
ounted  the  company's  rise  in  her 
>8  book,  aol.com,  and  having  been  an 
ly  cheerleader  for  the  company, 
isher  now  offers  a  dutifully 


THERE  MUST 
BE    A    PONY 

IN    HERE 

SOMEWHERE 


downbeat  account  of 
AOL's  unraveling  at  the 
hands  of  Time  Warner. 
Then  comes  a  tacked-on 
conclusion  in  which  she 
says  she  still  truly 
believes  in  AOL's 
prospects.  There's  a 
fundamental 
disconnect:  Swisher 
can't  let  go  of  that  vision 
of  the  pony,  even  though 
neither  hide  nor  hair  is 
to  be  seen. 

There  Must  Be  a  Pony 
is  the  second  new  book 
on  the  AOL  Time  Warner 
merger— and  two  more  are  on  the  way.  It 
is  certainly  more  authoritative  than  the 
first,  Stealing  Time,  by  Washington  Post 
reporter  Alec  Klein.  Swisher  doesn't 
come  up  with  any  bombshells,  but  she 
provides  a  thorough  rendering  of  AOL's 
rise— partly  by  rehashing  her  previous 
book— and  of  its  heady  engagement  and 
disastrous  marriage  to  Time  Warner. 
Moreover,  rather  than  simply  stringing 
together  a  series  of  events,  Swisher  bests 
Klein  by  explaining  how  and  why  the 
calamity  unfolded.  For  example,  she 
notes  that,  more  than  anything  else, 
former  AOL  Time  Warner  CEO  Gerald 
M.  Levin's  decision  to  place  AOL  execs 
above  the  Time  Warner  brass  on  the 
organizational  chart  "set  in  motion  the 
intransigence  from  the  Time  Warner 
troops  toward  their  AOL  leaders."  It's 
hardly  a  startling  insight,  but  it  helps 
explain  how  things  fell  apart  so 
precipitously. 

Of  the  fresh  details  that  Swisher  does 
manage  to  excavate,  many  will  be  of 


Go  beyond  the 

notebook  PC  with 

the  Tablet  PC. 


It's  a  notebook  PC. 


It's  a  pad  and  pen. 


Windows 

Tablet  PC  Edition 
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The  unbiased  approach  we  take 
to  rate  stocks  is  quite  complex. 
But  understanding  our  ratings 
is  as  easy  as  A,  B,  C,  D,  F. 


Use  Schwab  Equity  Ratings"  for  a  better  way  to  get  clear, 
objective  stock  ratings. 

At  Charles  Schwab,  we  understand  that  investors  want  stock  ratings 

they  can  trust.  That's  why  we  created  an  equity  rating  approach  that's 

objective  and  easy  to  understand.  We  give  straightforward,  A-through-F 

ratings  based  on  our  diverse  set  of  criteria  to  help  you  decide  which 

stocks  to  buy  and  sell.  What's  more, 

we  rate  the  stocks  of  over  3,000 

U.S. -headquartered  companies  — 

more  than  any  other  major  brokerage 

firm.  And  of  course,  our  ratings  are 

unbiased  and  based  on  facts.  So  if 

you're  looking  for  a  way  to  help  you 

find  quality  stocks,  we  may  have 

exactly  what  you're  looking  for  — 

right  down  to  the  letter. 


Receive  THREE  FREE  Schwab  Equity  Ratings. 


SCHWAB  EQUITY  RATINGS 


RATING  1 2  •  MONTH  RETURN  OUTLOOK 

\ff  Strongly  outperform 

{•)  Outperform 

%ff  Market  perform 

f^  Underperform 

Q  Strongly  underperforr 


GENERAL 
GUIDANCE 


TO  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS 

FOR  THREE  STOCKS  OF  YOUR  CHOICE, 

CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


charles  schwab 


Generally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access 
to  Schwab  Equity  Ratings  may  be  contingent  on  the  payment  of  a  service  fee  or  the  amount 
of  assets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally 
updated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news 
before  investing.  Schwab  Equity  Ratings  and  the  general  guidance  do  not  represent  a 
personalized  recommendation  of  a  particular  stock  or  stocks  to  you;  they  do  not  take  into 
account  your  individual  circumstances,  financial  situation  or  needs.  Stocks  can  be  volatile 
and  entail  risk,  and  individual  stocks  may  not  be  suitable  for  you.  ©2003  Charles  Schwab 
&  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-12417).  ADS26077FUL. 
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greater  interest  to  close  watchers  of 
merger  than  they  are  to  general 
readers.  And  none  of  them  alter  the 
story's  basic  building  blocks.  For 
example,  in  a  1998  e-mail,  former  A' 
Chairman  Stephen  M.  Case  express 
certain  nervousness  about  the 
company's  increasing  market  valuat 
and  the  need  to  buy  a  more  stable 
source  of  growth.  Later,  after  AOL 
Time  Warner  had  announced  their 
intention  to  get  hitched,  Swisher 
informs  us,  Time  Warner's  then- 
President  Richard  D.  Parsons  (now 
and  chairman)  advised  Levin  to  bad 
out  of  the  AOL  merger,  because  the  d] 
com  economy  was  souring. 

The  most  unusual  feature  of 
Swisher's  work  is  its  focus  on  the  au 
herself.  She  recounts  how  top  AOL 
executive  Ted  Leonsis  once  offered  h< 
job  at  the  soon-to-be-booming  online 
service— an  opportunity  that  she  turn 
down.  Of  a 

A  solidly 
reported 


account 
of  a  deal 
gone 
wrong 


separate  inciden 
she  writes:  "Not 
many  people  has 
a  $10  million 
napkin,  but  I  do 
The  souvenir  she 
talking  about  da 
from  1999,  when 
Silicon  Valley 
venture  capitalis 
scrawled  out  a  bi 
bucks  offer  for 
"the  barest  whiff 
of  an  idea"  she  had  for  an  online  news 
site,  something  that  she  never  pursuec 
She  also  describes  a  2003  soiree  when 
she  rubbed  shoulders  with  the  likes  of 
Yahoo!  Inc.  founder  Jerry  Yang  and  ce] 
phone  tycoon  Craig  McCaw.  Recountir 
the  evening  reminds  her  that  in  Silicor 
Valley,  failure  is  seen  merely  as  the 
prelude  to  the  next  innovation.  And  th; 
thought  causes  her  to  restate  her  faith 
in  AOL.  "I  had  to  admit  I  was  still  a 
believer,"  she  writes.  "And  no  matter 
the  cost  of  its  failure,  AOL  might  still  b< 
an  important  factor  in  shaping  the 
future . . . ." 

Pony  doesn't  offer  much  backing  for 
this  assessment,  however.  Instead,  it  is  i 
solidly  reported  account  of  a  merger 
gone  wrong,  with  an  optimistic 
postscript  added  on.  Such  a  conclusion 
cannot  be  explained  by  anything  other 
than  a  leap  of  faith  on  the  part  of  the 
author— or  a  "profound  love"  of  the 
digital  future.  That's  a  love  Swisher  is 
still  not  quite  ready  to  criticize  or 
question.  ■ 

-By  Catherine  Yanj 
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3,900  flights  a  day.  250  cities.  AAdvantage  miles.  Admirals  Club  locations  worldwide.  And  upgrades.  Fly  an  airline  that 

you  and  your  schedule,  not  the  other  way  around.  And  when  you  manage  your  ever-changing  travel  plans  at  AA.com,'  you 

can  get  flight  status  sent  straight  to  your  mobile  phone,  pager,  PDA  or  e-mail.  So  next  time  you  fly,  get  a  lot  more  airline. 

)  American  Airlines 

AA.com 


4 


ZJtnl h  °  'NCOME  F°R  UFE-    When  you  retire,  you're  , 

o  s,t  on  t he  s.dehnes.  Your  MetLife  advisor  can  show  you  how  you  can  cont  nue 

o  do  the  thmgs  you  love  with  a  new  generation  of  annuities  that  offer  you  a 

safe  anc I  secure  .ncome.  So  you'll  enjoy  financial  freedom  to  explore  a  I  life  still 

has  to  offer.  For  more  information,  call  1-800-MetLife. 

have  you  met  life  today? 


lone.  You  | 


pemyd 


Bes  have  Ijf 
pre  for  les; 


metfife.com 


etLife  & 
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^ong-Term  Care  Options 


RE'S  AN  OVERLOOKED  FACT  OF  RETIREMENT: 

thout  proper  planning,  paying  for  long-term  care 

be  it  a  nursing  home,  assisted-living  community 

care  provided  in  the  home  —  when  an  individual 

family  member  faces  chronic  illness,  disability  or 

i  age  can  drain  a  lifetime  of  savings  in  a  few  years 

even  months. 

In  May  2003,  the  national  annual  average  cost  of 
tursing  home  was  $57,700,  a  seven  percent  increase 
er  late  2001,  according  to  an  official  at  GE  Financial's 
•ng-Term  Care  Insurance  unit  in  Richmond,  Va. 

And  even  if  a  person  is  healthy  enough  to  live  at 
ime  with  some  assistance,  that  help 
>esn't  come  cheap.  MetLife's  Mature 
arket  Institute  in  Westport,  Conn., 
und  that  the  average  national  hourly 
te  for  a  home-health  aide  is  $18.12,  up 
?  percent  from  2002. 

Such  staggering  costs  aren't  news 
I  Olga  Lipshitz,  who  runs  Cobble  Hill 
ealth  Center  Inc.,  a  nursing  home  in 
,ooklyn,  N.Y.  She  says  she  has  good 
asons  to  be  among  the  6.3  million  in- 
viduals  who  have  long-term  care 
TC)  insurance  policies  in  force  this 
;ar,  according  to  the  Washington, 
C.-based  Health  Insurance  Association  of  America  (HIAA). 

"You  buy  it  so  your  heirs  should  have  something  when  you're 
Dne.  You  get  in  a  nursing  home  for  two  or  three  years,  and  your  sav- 
igs  are  gone,"  Lipshitz  says.  "Why  should  I  work  all  my  life  and  not 
•ave  my  children  anything?" 

The  most  comprehensive  LTC  policies  cover  the  spectrum  of 
eeds,  from  nursing  homes  to  home  care.  Nearly  one-half  of  these  poli- 
es  have  lifetime  coverage.  "But,  on  average,  people  need  long-term 
are  for  less  than  three  years,  so  a  three-  or  four-year  policy  is  ade- 
uate,"  says  Joyce  Ruddock,  vice  president  of  long-term  care  at  MetLife. 
According  to  HIAA,  the  increasing  popularity  of  LTC  coverage  is 
jeling  an  average  annual  growth  rate  of  18  percent  a  year  in  the  num- 
er  of  policies.  "It  isn't  an  exotic  product.  Part  of  your  retirement  plan- 


PLAN 
NOW, 
PEACE 
OF  MIND 
LATER 


ning  simply  must  include  the  issue  of  how  you  will 
fund  long-term  care,"  says  Nancy  P.  Month  of  N.P. 
Morith  Inc.  in  Princeton,  N.J.,  which  specializes  in 
LTC  planning. 


THE  EMOTIONAL  FACTOR 

Although  long-term  care  insurance  makes  financial 
sense  for  many  middle-income  families  with  assets 
to  protect,  it  still  isn't  an  easy  sell.  "It  forces  the  in- 
dividual to  confront  the  possibility  of  actually  need- 
ing it,"  admits  Daniel  Veto,  chief  marketing  officer  at 
Bankers  Life  and  Casualty  Co.,  a  Chicago-based 
provider  of  LTC  insurance. 

One  recent  trend,  however,  promis- 
es to  chip  away  at  the  emotional  issue  of 
confronting  disability  and  death,  what 
insurers  label  the  "ick"  factor.  LTC  insur- 
ance offered  through  employers  is  on 
the  rise,  making  it  accessible  to  thou- 
sands of  younger  workers.  Only  20  per- 
cent of  policies  are  sold  through  em- 
ployers or  groups  such  as  AARP,  but  more 
than  5,000  businesses  now  include  the 
benefit.  And  last  year,  the  federal  gov- 
ernment began  offering  LTC  coverage  to 
employees  for  the  first  time. 
Employers  increasingly  "understand  that  people  can  do  all  kinds 
of  planning  for  retirement,  but  unless  they  take  this  one  piece  into 
account,  they  can  be  financially  devastated,"  Ruddock  says. 

Indeed,  LTC  policies  are  a  fairly  easy  benefit  to  offer  because  the 
employee  usually  pays  the  premium.  The  average  premium  for  a 
long-term  care  policy  bought  in  the  group  market  is  less  than  half  that 
of  the  individual  market  —  $733  compared  to  $1,677  for  the  year  2001. 
according  to  HIAA.  "The  employer  provides  information,  ease  of  en- 
rollment and  you  can  get  a  better  premium  when  you  buy  at  an  ear- 
lier age,"  says  Dr.  Donald  Young,  HIAA's  president. 

Employer-sponsored  plans  also  can  be  structured  so  that  pre- 
miums are  paid  by  health  reimbursement  accounts.  There  are  some 
plans  available  that  are  unique.  "Employees  may  get  help  in  funding 
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long-term  care  insurance,  a  form  of  financial  protection  that  is  crit- 
ical to  sound  financial  planning.  Employers  can  provide  a  wide  range 
of  valuable  employee  benefits  while  still  managing  their,  own  costs," 
says  Ray  Welnicki,  head  of  risk  management  and  long  term  care  at 
Aetna  Group  Insurance,  in  Hartford,  Conn. 

Another  advantage  of  employer-sponsored  plans  is  that  med- 
ical underwriting  —  the  assessment  of  the  policyholder's  health  and 
insurability  —  can  be  less  stringent.  "Individuals  will  do  better  from 
a  financial  standpoint  by  buying  through  a  group.  And  there  also  is 
a  better  chance  of  concessions  from  medical  underwriting,"  says 
Chris  Perna,  president  of  MedAmerica  Insurance  Co.,  an  LTC  insurer 
in  Rochester,  NY. 

One  way  around  the  issue  of  insurability  is  reverse  mortgages, 
which  convert  home  equity  into  cash.  The  money  can  be  used  to  pay 
for  care  while  a  senior  continues  to  live  at  home.  An  estimated  $1.5 

"Part  of  your  retirement  planning 

simply  must  include  the  issue  of 

how  you  will  fund  long-term  care." 

-  Nancy  P.  Morith,  N.P.  Morith  Inc. 


trillion  is  locked  up  in  the  home  equity  of  Americans  aged  62  and 
older,  76  percent  of  whom  own  their  homes  free  and  clear. 

Mortgage  origination  fees  are  hefty,  but  reverse  mortgages  show 
enough  promise  to  earn  a  closer  look  by  the  National  Council  on  the 
Aging  (NCOA).  The  council  wants  lawmakers  to  boost  the  use  of  reverse 
mortgages  to  pay  for  long-term  care.  "It  is  a  particular  concern  for  peo- 
ple with  few  options  except  spending  down  their  assets  for  Medicaid 
eligibility,"  says  Barbara  Stucki,  a  project  manager  for  the  NCOA. 

FOOTING  THE  BILL 

About  half  of  the  U.S.  population  will  need  some  form  of  long-term 
care  after  age  85,  including  home,  assisted-living  and  nursing-home 
care,  according  to  Georgetown  University's  Health  Policy  Institute 
(HP!).  Home  care  can  encompass  nursing  care,  rehabilitative  therapy 
and  help  with  activities  of  daily  living  (ADLs),  which  include  such  tasks 
as  bathing,  dressing  and  eating.  Nursing  homes  are  appropriate  for 
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people  who  need  assistance 
with  at  least  three  ADLs. 

Last  year,  18.2  percent  of  se- 
niors aged  85  or  older  lived  in  a 
nursing  home,  according  to 
AARP.  But  Medicare  pays  only 
for  the  first  20  days  of  care  in  a 
nursing  home.  Beyond  20  days, 
the  patient  pays  part  of  the  bill 
and  after  100  days  picks  up  the 
entire  tab.  The  federal  govern- 
ment's National  Nursing  Home 
Survey  determined  that  the  av- 
erage person  lives  in  a  nursing 
home  for  about  two  and  a  half  years  —  an  expenditure  of  $144,250. 

Roughly  two-thirds  of  all  assisted-living  residents  also  pay  wi 
their  own  funds.  That  figure  dwarfs  both  the  nine  percent  who  pa1 
with  Medicaid,  the  federal  health  insurance  program  for  people  ovl 
65  and  the  disabled,  and  the  one  percent  who  pay  with  long-terj 
care  insurance,  according  to  the  National  Center  for  Assisted  Livir 
(NCAL),  a  trade  association  based  in  Washington,  DC. 

Average  Americans  are  not  alone  in  grappling  with  the  crushir 

cost  of  elder  care.  State  and  federal  governments  jointly  foot  muc 

of  the  bill  through  Medicaid.  In  fact,  HPI  found  that  Medicaid  is  thl 

major  payer  for  nursing  home  care  and  paid  out  $75.3  billion  ol 

i 

long-term  care  in  2001,  up  sharply  from  an  inflation-adjusted  $44  bl 
lion  a  decade  earlier.  But  the  Institute  also  determined  that  Medicar| 
shouldered  only  16  percent  of  the  $173  billion  spent  on  long-term  carl 
in  2001,  while  individuals  spent  nearly  $40  billion  of  their  own  monej 
on  these  services  —  nearly  a  quarter  of  the  total 

Neither  Medicare,  nor  supplemental  policies  or  health  insuranc^ 
foots  the  entire  bill  for  long-term  care  —  a  fact  that  makes  a  powi 
erful  argument  for  LTC  insurance  to  be  part  of  any  financial  plan.  ■! 
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II  you  can  get  your 

company's  benefits 

from  one  source,  isn't 
that  a  benefit  in  itself? 


It  can  be  demanding  enough  to  administer  a  health  care  plan  for 
your  company.  Add  to  that  all  the  other  parts  of  your  benefits 
package  and  the  many  insurance  carriers  you  have  to  deal  with 
and  the  demands  are  compounded.  You  can  make  it  easier  by 
getting  your  benefits  from  a  single  source — Aetna.  We  offer  a  full 
range  of  benefits  including  pharmacy,  dental,  group  life,  disability, 
and  of  course,  health.  No  matter  what  the  size  of  your  business, 
you  can  meet  the  diverse  benefits  needs  of  your  employees  and 
get  the  added  benefit  of  a  single  supplier  for  yourself. 
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Turning  Promise  into  Practice 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Apple  Gets  the 
Little  Things  Right 


The  hallmark  of  Apple  Computer's  products  is,  more  than  ever,  careful 
attention  to  detail.  I  have  learned  that  little  things  often  make  the 
difference  between  a  decent  PC  and  an  unacceptable  one,  or  between  a 
good  software  program  and  a  great  one.  From  the  latest  desktops  to  a  nevv 
version  of  Mac  OS  X  software,  Apple  is  getting  the  little  things  right. 
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The  latest  operating-system  release- 
technically  version  10.3  hut  better  known  as 
Panther— is  loaded  with  subtle  improvements 
rather  than  new  features.  Some  of  the  changes 
are  more  flash  than  substance,  such  as  the  use  of 
3-D  effects,  a  move  also  planned  for  the  next 
version  of  Windows.  Other  new  features  are 
catching  up  with  the  current  version  of 
Windows,  such  as  the  ability  of  users  who  share 
a  computer  to  switch  instandy  among  their 
individual  desktops,  as  well  as  built-in 
encryption  for  data  files. 

The  best  stuff,  however,  is  unique  to  Panther. 
My  favorite  feature,  which  Apple  calls  Expose,  is 
a  neat  solution  for  the  confusion  that  can  result 
when  you  have  a  lot  of  overlapping  windows 
open  on  a  screen.  A  single  keystroke  pushes  all 
the  windows  to  the  edge  of  the  screen  to  expose 
the  desktop.  Another  shrinks  the  open  windows 
and  tiles  them  in  a  non-overlapping  arrangement  so  you  can 
see  all  of  them  at  once.  A  third  key  does  the  same,  but  only  for 
the  windows  used  by  the  active  program,  especially  useful  in 
multi-window  applications  such  as  Adobe  Photoshop.  It's  a 
simple  idea  but  an  elegant  tool  for  taming  your  desktop. 

MAKING  MACS  SAFE  for  the  corporation  is  an  important  goal 
of  Panther.  Many  corporate  tech  managers  would  rather  see  a 
virus  invade  their  systems  than  let  a  Mac  in  the  door.  The  new 
operating  system  lets  Macs  participate  fully  in  a  Windows 
network.  Macs  can  log  into  Windows  servers;  Mac  users  can 
have  their  home  directories  there;  and  Macs  can  gain  access 
to  network  resources,  such  as  file  servers  and  printers.  The 
built-in  mail  program  even  works  with  Microsoft's  Exchange 
corporate  mail  system.  With  Panther  offering  the  security  and 
rock-solid  reliability  of  its  Unix  underpinnings,  companies 
should  give  the  Mac  a  fresh  look. 

With  this  latest  revision,  I  think  OS  X  is  the  best  operating 
system  available  to  consumers.  It's  easy  to  use  and  takes  far 
more  advantage  of  the  power  of  today's  computers  than  the 
eight-year-old  design  of  Windows.  My  only  real  criticism  is 
that  the  $129  price  ($199  for  a  "family  pack,"  usable  on  up  to 
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Quick,  sleek 
new  Macs— 
and  the  best 
operating 
system  on 
the  market 
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five  computers)  is  steep  for  an  upgrade— which 
generally  runs  about  $100.  Anyone  who  doesn' 
depend  on  some  Windows-only  program  shoul 
consider  the  Mac  for  their  next  computer. 

The  PowerMac  G5  is  another  example  of 
attention  to  detail.  The  G5  is  not  for  everyone.  I 
a  40-pound  behemoth  with  a  starting  price  of 
$1,999  aimed  at  Apple's  high-end  market  of 
creative  professionals  and  scientists.  Apple's  ho 
on  this  constituency  had  been  jeopardized 
because  its  G4  Macs  were  falling  behind  the 
speed  of  workstations  based  on  Intel  chips.  The 
G5  uses  IBM's  new  Power  PC  970  micfoprocess< 
(for  more  on  the  chip  technologies,  go  to 
businessweek/com/  technology).  I  can't  confirrr 
Apple's  claim  that  if  s  the  fastest  personal 
computer  in  the  world,  but  it  handled  video 
editing  chores  using  Apple's  high-end  Final  Cut 
Pro  software  faster  than  any  PC 
that  I  have  used. 

In  a  world  where  most  deskto 

computers  look  as  if  they  have 

gotten  30  minutes  at  most  of 

attention  in  a  design  studio,  the 

new  Mac  is  a  beauty,  from  its 

brushed-aluminum  case  to  an 

interior  that  is  free  of  sharp 

edges.  And  despite  an  intricate 

multi-fan  cooling  system  needed 

to  deal  with  a  very  hot  processor, 

the  G5  is  quieter  than  most 

desktops,  including  the  G4. 

I'm  not  sure  Apple  products  have  made  it  to  the  "insanely 

great"  standard  set  by  CEO  Steve  Jobs,  but  they  are  very  good 

If  you  haven't  checked  out  a  Mac  lately,  you  may  be  pleasantij 

surprised  by  what  you  see.  ■ 

E-mail:  tech&you@businessweek.con . 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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hey're  where  you've  been, 
hey're  where  you  are. 
hey're  where  you're  going 


ay  it's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us. 
i/hat  is  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
dband  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
i  the  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
mation,  log  on  to  www.t-mobile.com/hotspot. 
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lable  at  over  3,500  locations  including: 


BORDERS.         AmericanAirlines         iunited 
books  music  movies  cafe  ©  Aiinim.Ls  <  'in ii  Red  Carpet 


•T  ■  -Mobile- 
HotSp#t 


Crown  Rckm  Ci  ub 

A  Delta 


kinko's 


I 


X    CD 


Q  ! 


-    5 


o  o 
OJ  o 

|E 

O    O 


=  zr 

"4c 


CD    Q. 

Q.  u> 


nlwyiti 


A  recent  study  identified  financial  statistics,  R&D 
data,  strategic  plans  and  customer  lists  as  the  top  information  items  stolen 
from  companies.  Why?  Because  the  more  this  information  empowers 
you,  the  more  valuable  it  becomes.  Unprotected,  it  makes  a  juicy  target. 
But  even  random  attacks  can  cost  you.  The  Radicati  Group  says  malicious 
code  will  cause  over  $57B  in  economic  damage  by  2006.  The  answer? 
Security  solutions  that  work  inside,  outside  and  end  to  end. 


"Can  I  see  some  ID  plea 


A  guide  to  the  on  demand  world:  Security 


How  to  tell  anyone 
anything  without  telling 
everyone  everything. 

It's  a  tightrope.  And  as  an  on  demand  business,  you're 
walking  it.  On  one  hand  you  need  to  be  responsive, 
flexible  and  welcoming.  On  the  other  you  need  to 
protect  the  vital  data  that  makes  such  flexibility  and 
responsiveness  possible.  Accessible  and  user-friendly 
but  still  secure.  Open  to  anyone.  But  not  everyone. 


Countless  suppliers,  vendors  and  partners  are  connected  to  your 
systems.  Some  on  the  periphery,  some  so  tightly  integrated  that 
they  have  direct  access  to  your  processes.  That  gives  you  the  power 
to  think  faster,  share  more  easily  and  react  together  as  one.  As  an 
on  demand  business,  it's  your  point  of  strength.  A  comprehensive 
security  strategy  can  stop  it  from  becoming  a  point  of  pain. 


Can  you  see  it?  It's  an  on  demand  world.  And  you  don't  have 
time  to  wrestle  with  multiple  security  systems.  Think  all-in-one. 
IBM's  Security  Event  Management  solution  can  centrally  manage 
incidents,  proactively  address  vulnerabilities,  protect  assets  and 
ensure  continuity.  Backed  by  IBM's  thousands  of  industry  experts 
and  technology  specialists,  it  protects  the  bank,  without  breaking 
it.  On  demand  security.  Get  there  with  (^business  on  demand™ 


ibm.com/ondemand 
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Economic  Viewpoint 


BY  SAMUEL  J.  PALMISANO 


How  the  U.S.  Can  Keep 
Its  Innovation  Edge 


In  modern  times,  the  United  States  stands  apart  in  its  record  of  sustain* 
innovation  over  decades,  across  industries,  and  through  economic  cycli 
in  large  part  because  America  has  always  encouraged  and  rewarded 
risk-takers.  Despite  this  remarkable  run  of  leadership,  I  believe  the  U.S. 
may  now  be  at  a  critical  moment  in  its  history. 


Although  it  is  great  news  that  the  American  economy  grew 
in  the  third  quarter  at  its  fastest  rate  in  nearly  two  decades,  I 
believe  that  cyclical,  short-term  ups  and  downs  can  distract  us 
from  a  more  fundamental  shift  in  something  that  is  a  key 
determinant  of  growth— innovation.  Where,  how,  and  why 
innovation  happens  is  changing.  If  we're  not  careful,  the  U.S. 
will  fall  out  of  step  with  these  new  realities,  and  innovators 
and  risk-takers  will  go  elsewhere— because  they  can. 

First,  let's  be  clear  on  the  meaning  of  innovation.  It's  a  lot 
more  than  invention.  Innovation  is  the  intersection  of 
invention  and  insight.  It  is  the  fusion  of  new  developments 
and  new  approaches.  Its  potential  is  especially  large  today, 
thanks  to  the  emerging  knowledge-based  economy. 
Innovation  is  focused  less  on  things  and  more  on  ideas, 
collaboration,  and  expertise. 

Innovation  is  occurring  within  a  global— not  just  a 
national— ecosystem.  It  has  multiple  points  of  intersection 
among  business,  government,  and  academia,  and  in 
industries  ranging  from  biotechnology  to  transportation, 
energy,  telecommunications,  and  information  technology,  and 
in  the  public  sector.  That's  why  there  will  not  be  a  single  Next 
Big  Thing.  There  will  be  many.  Based  on  a  study  that  IBM 
commissioned,  the  42  industries  represented  by  the  Council 
on  Competitiveness  will  create  13  million  jobs  worldwide  over 
the  next  two  years  and  more  than  95  million  jobs  over  the 
next  decade.  The  question  is  where  those  jobs  will  be.  Job 
creation,  like  innovation,  can  occur  almost  anywhere.  China, 
India,  South  Korea,  and  other  nations  are  replicating  the 
structural  advantages  that  have  made  the  U.S.  the  center  of 
innovation.  These  nations  are  becoming  very  competitive, 
and  it  would  be  naive  to  believe  that  phenomenon  is  based 
solely  on  wages.  They  are  investing  in  education  and  job 
skills;  teaching  their  citizens  the  languages  of  modern 
commerce  (English,  software,  genomics,  and  finance);  and 
building  modern  network  infrastructures. 

How  will  the  U.S.  and  other  developed  nations  respond?  By 
lowering  the  standard  of  living  for  their  citizens?  By  erecting 
barriers  and  impediments?  Neither  choice  would  be  wise.  Nor 
should  the  U.S.  begrudge  other  nations  their  increasing 
competitiveness.  If  the  U.S.  wants  its  fair  share  of  new  jobs 
and  economic  growth,  it  must  take  the  steps  necessary  to 


're  not 
careful, 
risk-takers 
will  pack  up 
and  go 
elsewhere 
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continue  offering  the  most  fertile,  attractive  environment  f< 
innovation  in  the  world. 

That's  why  the  Council  on  Competitiveness  is  creating  a 
National  Innovation  Initiative,  led  by  Georgia  Institute  of 
Technology  President  G.  Wayne  Clough  and  me.  The  initia 
will  create  a  strategic  U.S.  policy  agenda  and  a  framework 
innovation  leadership.  The  result,  12  to  15  months  from  no 
will  be  recommendations  aimed  at  generating  innovation 
throughout  the  economy. 

There  are  many  important  questions  to  answer.  How  do 
define  and  measure  innovation  in  ways  that  capture  the 
realities  of  a  new  century?  U.S.  universities  are  the(  envy  oft 
world,  but  are  they  creating  the  necessary  disciplines  that  w 

likely  emerge  from  novel 
T-p-iT7p'*»p  T"|fYT         combinations  of  established  field; 

Are  we  building  the  national 
infrastructure  to  participate  in  th 
global  innovation  ecosystem?  An 
how  do  we  finance  innovation? 
Corporations  will  have  to  ask 
what  the  changing  nature  of 
innovation  means  for  employee 
skills.  On  that  point,  IBM  is 
committing  more  than  $200  millic 
this  year  and  again  in  2004  to 
upgrade  the  skills  of  100,000 
employees  in  such  areas  as 
integration  services,  project  management,  Web  services,  and 
Linux  and  open  standards-based  hardware  and  software. 

Lastly,  government  will  have  to  ask  if  it  is  investing 
sufficiently  in  innovation,  not  just  basic  research.  We  need 
government  to  focus  in  areas  that  play  to  the  strengths  of  U.£ 
industry  and  deliver  the  greatest  economic  leverage. 

We  treat  innovation  as  if  it  were  magical,  not  subject  to 
guidance  or  nurturing,  much  less  planning.  If  we  study  his- 
tory, however,  we  know  that's  simply  untrue.  There  are  times, 
places,  and  conditions  under  which  innovation  flourishes.  We 
can  create  those  conditions  in  America.  Indeed,  we  must.  ■ 

Samuel  J.  Palmisano  is  chairman,  president,  and  chief  executive 
officer  of  IBM. 
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The  New  Jersey  Devils  have  won  three  championsmppn  nine  season 

But  before  they  made  hockey  history,  we  were  part  of  their  financing 

team.  Got  goals?  We  can  assist.  Visit  CIT.com.  We  see  what  you  see. 
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"The  most  sweeping  upgrade  to  the 

AOL  software  and  service  in  years." 

-  The  Wall  Street  Journal,  July  31,  2003 

The  latest  AOL  software  elegantly  incorporates 

more  custom  sign-on  information  features,  new 

communication  options,  added  security  and 

parental  controls,  and  extra  productivity 

and  convenience  features..." 

-  PC  Magazine,  July  31,  2003 


to 


We're  blushing. 


Introducing  AOL®  9.0  Optimized. ..the  amazing  new  upgrade  from  America  Online.  It  has  exciting 
features  such  as  Adaptive  Spam  Filters,  which  remarkably  learn  which  e-mails  you  want  to  get,  and  which 
ones  you  don't,  as  well  as  built-in  e-mail  anti-virus  software  that  automatically  repairs  most  known  e-mail 
viruses.  So,  what  are  you  waiting  for?  See  what  all  the  hype  is  about  by  signing  up  for  AOL  9.0  Optimized  today. 
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'roductivity  Isn't  the  Villain 
It's  the  Hero 

ins  are  laying  the  groundwork  for  next  year's  demand  and  new  hiring 


U.S.  ECONOMY  Wi 


any  economist  will  tell  you,  rapid  productivity 
owth  is  the  way  to  economic  Eden,  where  everyone  is  better  off. 
tely,  though,  getting  there  has  been  a  problem.  The  spectacular 
iprovement  in  output  per  hour  worked  seems  more  like  the  ticket  to 
obless  Hell.  Because  advances  in  productivity  have  more  than 


mnted  for  the  economy's  growth,  about  a  million  jobs 
;  disappeared  from  U.S.  payrolls  since  the  recovery 
an  nearly  two  years  ago. 
low  comes  word  that  even  though  the  economy 
'ered  through  the  third  quarter  at  a  7.2%  annual  rate 
rowth,  the  strongest  in  19  years,  productivity 
mnted  for  all  of  that  gain  as  well.  Are  we  caught  in  a 
i  of  productivity  trap  that  will  continue  to  rob  job 
*rth  and  thus  hold  back  the  recovery  in  2004? 
lardly.  It's  just  the  opposite.  It's  the  unusually  robust 
ductivity  gains  since  the  recession  ended  that  are 
ling  to  lay  the  groundwork  for  the  stronger  demand 
:  will  justify  next  year's  new  hiring.  And  if  s  that  same 
ductivity  growth  that  has  helped  to  support  overall 
land  at  a  time  when  a  long  list  of  other  factors 
elated  to  productivity  have  suppressed  it. 
'or  example,  because  of  the  elimination  of  the  late- 
Os  capacity  and  inventory  excesses,  the  terrorist 
icks,  the  corporate  scandals,  and  the  war,  overall 
land  rose  at  an  annual  rate  of  only  2.2%  from  the 
jver/s  start  through  the  second  quarter.  With 
ductivity  rising  at  twice  that  pace,  it's  easy  to  see  why 
ipanies  have  been  able  to  satisfy  that  demand  growth 

4ile  cutting  payrolls. 

J  >Jow,  however,  as  the  third-quarter  growth  surge 

jws,  these  drags  are  either  fading  or  gone. 

J  lsequently,  2004  will  be  the  year  when  the  benefits  of 

I  taster  pace  of  productivity  begin  to  lift  demand  across 
i  poader  swath  of  the  economy.  In  short,  both  businesses 

I I  households  will  be  winners  next  year,  and  more  jobs 
y  be  one  of  the  key  results. 

:  T  HOW  DO  WE  GET  there  from  here?  To  be  sure,  a 
ter  long-run  trend  in  productivity  growth,  now 
;  lerally  accepted  to  be  about  3%,  means  the  economy 
■  j  to  sustain  growth  of  greater  than  3%  for  payrolls  to 
i  >and.  But  that's  only  part  of  the  story.  The  more 
portant  part  is  that  faster  productivity  growth  boosts 
nand,  by  lifting  profits  and  workers'  pay.  It  also  adds  to 
alth  as  a  result  of  higher  stock  prices. 
The  crucial  link  between  productivity  and  demand  is 
ome.  Look  at  it  this  way:  When  an  economy  generates 
.v  output,  measured  by  gross  domestic  product,  it 


i 


creates  an  equal  amount  of  new  income  that  is 
distributed  either  to  workers  as  compensation  or  to 
businesses  as  profits.  The  key  is  that  faster  productivity 
growth  allows  the  same  workforce  to  generate  more 
income,  a  process  that  in  recent  years  has  added 
handsomely  to  both  business  profits  and  to  the  real 
compensation  of  workers  with  jobs. 

That's  why,  for  the  past 


INDUSTRY  RESPONDS 
TO  FASTER  DEMAND 


.  PERCENT  REPORTING  IMPROVEMENT 
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Oati  Institute  for  Supply  Management, 
Global  Insight  Inc. 


three  years,  the  overall 
growth  of  pretax  income 
accruing  to  both  workers 
and  businesses  has  held 
up  amazingly  well, 
despite  drags  on  demand. 
And  that5 s  irrespective  of 
the  2002  and  2003  tax 
cuts.  Increased 
productivity  not  only 
explains  why  corporate 
profits  are  beating  all 
expectations  this  year 
(page  80),  it's  also  the  reason  behind  the  economy's 
ability  to  lose  2.7  million  jobs  since  early  2001  without 
one  single  quarterly  decline  in  consumer  spending. 
That's  something  that  had  never  happened  in  a  recession. 

With  demand  now  picking  up  strongly,  free  of  its 
encumbrances,  companies  are  responding  by  lifting 
output,  even  in  the  industrial  sector  (chart).  Thaf  s 
creating  new  income  at  an  accelerating  clip  that  will 
begin  to  support  new  hiring.  And  because  workers  are 
more  productive,  each  new  hire  will  add  more  to  overall 
purchasing  power  than  in  past  recoveries,  enhancing  the 
classic  virtuous  cycle  of  growth.  And  since  productivity 
has  also  helped  to  keep  inflation  low,  the  Federal  Reserve 
will  have  extra  leeway  to  keep  interest  rates  down  and 
allow  the  cycle  to  gather  a  good  head  of  steam. 

SO  FAR,  PRODUCTIVITY  GAINS  have  shown  up  most 
notably  in  corporate  profits,  which  is  the  normal 
recovery  pattern.  When  the  Commerce  Dept.  reports  its 
economywide  roundup  on  Nov.  25,  operating  profits 
before  taxes  are  expected  to  have  soared  about 
30%  from  a  year  ago,  after  the  second  quarter's  14% 
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advance.  That  would  be  the  biggest  gain  since  1984. 

Up  to  now,  productivity  gains  have  lifted  profit  margins 
by  reducing  the  cost  of  making  each  unit  of  a  product. 
Even  though  average  product  prices  have  increased  by  a 
scant  1%  or  so  over  the  past  year,  unit  labor  costs  have 
fallen  by  about  1%,  meaning  that  margins  are  expanding. 
In  fact,  in  the  third  quarter,  margins  appear  to  have 
approached  levels  not  seen  since  the  peak  of  the  earnings 
boom  in  1997 

Now  comes  the  earnings  bonanza.  As  demand  kicks 
into  a  higher  gear,  not  only  are  greater  revenues  boosting 
profits,  but  those  past  increases  in  margins  allow  more  of 
each  sales  dollar  to  fall  to  the  bottom  line.  Moreover,  sales 
are  now  rising  despite  any  real  pickup  in  pricing  power 
because  companies  are  selling  more  units.  Next  year,  as 
pricing  firms  up,  sales  and  earnings  will  get  a  further  lift. 

Corporate  America's  new  financial  power,  coupled  with 
the  need  to  boost  output  stemming  from  rising  demand 
and  low  inventories,  is  already  lifting  capital  spending, 
and  that  trend  will  continue  in  2004  (page  40).  In  the 
past,  profit  gains,  new  business  oudays,  and  additional 
hiring  have  gone  hand  in  hand.  Overall  demand  is  now 
growing  5.6%  from  a  year  ago.  For  the  first  time  in  1\ 
years,  that's  enough  to  cover  the  current  pace  of  labor 
costs,  as  well  as  some  new  hiring  (chart). 

WORKERS  WHO  HAVE  HELD  ONTO  their  jobs  have 
shared  in  the  income  that  productivity  gains  have  helped 
to  create.  Sure,  compensation  increases  have  been  far  less 
exciting  than  those  of  profits,  but  they  have  been  steady. 


In  the  third  quarter,  the  employment  cost  index, 
measuring  hourly  pay  and  benefits  in  the  private  sect<] 
rose  4%  from  the  year  before.  Real  compensation, 
adjusted  for  inflation,  is  up  about  2%.  Since  1998,  thel 
annual  pace  has  ranged  between  1.5%  and  3%,  mainljj 
reflecting  the  ups  and  downs  in  purchasing  power  cat 

by  changing  energy 


REVENUES  BEGIN  TO 
OUTPACE  LABOR  COSTS 


PERCENT  CHANGE  FROM  A  YEAR  AGO 

■ 
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prices. 

Even  in  the  aggregd 
real  household  incom^ 
before  taxes  has 
increased  at  a  1.5% 
annual  rate  since  the 
recession  ended,  despil 
the  decline  in  payrolls  | 
more  than  a  million 
workers.  Given  the  cos 
savings  from  producrhj 
gains,  businesses  can 
afford  to  grant  real  wajl 
increases  as  profits  recover.  So  far,  the  lion's  share  of  ni 
income  has  been  going  to  profits.  But  with  profit  margi| 
already  back  near  their  long-term  trend,  more  of  the 
income  gains  from  faster  economic  growth  soon  will 
begin  to  flow  to  workers. 

That' s  the  essence  of  productivity  gains:  Both  sector^ 
win,  as  overall  income  expands.  Remember,  in  the  end  : 
income  that  determines  economic  performance,  and 
that's  why  productivity  gains  won't  hold  back  job  gro\ 
and  the  economy  in  2004.  If  11  spur  them  on.  ■ 


Data:  Commerce  Dept.,  Labor  Dept., 
Global  Insight  Inc. 
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Small  Companies  Start  to  Stir 


A  MISSING  PIECE  of  Japan's  recent 
economic  recovery  is  beginning  to  fall 
into  place.  Large  goods-producing 
exporters  had  been  the  driving  force 
behind  the  revival.  But  now,  small 
businesses,  a  key  component  of  the 
domestic  economy,  are  showing  signs 
of  a  turnaround. 

Although  small  companies  are  still 
cutting  jobs  and  unwanted 
production  capacity  to  become  more 
competitive,  they  have 
a  rosier  outlook.  The 
Shoko  Chukin  Bank's 
October  index  of 
small-business 
confidence  came  in  at 
49.1,  a  slight  decline 
from  September.  But 
the  respondents 
forecast  a  rise  next 
month  to  49.8,  which 
would  be  the  best 
reading  since  2000 
(chart). 


FEELING  BETTER 


PERCENT  REPORTING  IMPROVEMENT 
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Data:  Bloomberg  Financial  Markets 


The  growing  optimism  among 
small  businesses  could  fuel  the 
nascent  capital  equipment 
replacement  cycle.  Investments  to 
upgrade  aging  equipment  are 
expected  to  rise  174%  in  the  fiscal 
year  ending  in  March,  says  Tetsufumi 
Yamakawa,  an  economist  at 
Goldman,  Sachs  &  Co. 

Typically,  capital  investments  are 
initially  paid  with  earnings,  but  as 

time  goes  on  they  are 
financed  with  more 
debt.  That  process 
appears  to  be  playing 
out  with  small 
businesses.  The  Bank 
of  Japan's  latest 
quarterly  survey  of 
senior  loan  officers  at 
large  banks  shows  a 
sharp  improvement  in 
loan  demand  by  small 
businesses.  Banks 
seeing  rising  loan 


demand  are  just  about  even  with 
those  reporting  declines.  That  is  far 
better  than  at  any  point  in  the  past 
three  years  for  companies  of  any  size 

Japanese  banks  do  remain 
financially  vulnerable,  but  improving 
loan  demand  would  be  a  big  plus. 
With  the  BOJ  expected  to  keep 
interest  rates  at  0%  for  now,  lenders 
should  have  plenty  of  yen  on  hand.  I: 
banks  lend  wisely  to  financially  soun 
companies,  making  loans  would  be  a 
better  option  than  putting  funds  in 
low-yield  government  bonds. 

Improved  corporate  balance  sheet! 
and  reductions  in  nonperforming 
loans  held  by  banks  should  also  help 
stimulate  credit  demand.  If  so,  it 
would  provide  "a  major  impetus  for 
circulating  excess  liquidity  back  into 
equity  markets  and  the  real 
economy,"  says  Yamakawa.  That 
would  set  the  economy  up  for  a  more 
balanced  and  sustainable  recovery.  ■ 
-By James  Mehring  in  New  YorA 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


'003  Pitney  Bow«s  Inc  All  Rights  Reseived 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result0 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 

fp  Pitney  Bowes 

Engineering  the  flow  of  communication"- 


GWS  Analysis  &  Commentar 


THE  ECONOMY 


TURNS  ON 


At  last,  Corporate  America  is  spending 
again— thanks  to  soaring  profits, 
increased  demand,  and  tax  breaks 


IT  HAS  BEEN  LIKE  WAITING  FOR 
Godot.  Ever  since  a  bust  in  business 
spending  put  the  economy  on  the 
skids  in  2001,  economists  have  been 
looking  for  the  corporate  confidence 
that' s  needed  to  revive  and  move  the 
U.S.  into  a  sustained  expansion.  But 
each  time  Corporate  America  got  ready  to 
join  consumers  in  the  recovery,  something 
went  wrong— from  the  spate  of  corporate 
scandals  in  the  summer  of  '02  to  the  long 
buildup  to  war  in  early  '03. 

Once  again,  Corporate  America  seems 
about  to  shake  off  its  skittishness.  But  this 
time  the  revival  looks  real.  Rising  sales  and 
profits,  coupled  with  hefty  business  tax 
breaks,  are  giving  companies  the  ability 
and  the  incentive  to  spend.  On  Oct.  30,  the 
Commerce  Dept.  reported  that  corporate 
capital  outlays  soared  11.1%  in  the  third 
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quarter,  the  steepest  climb  in  31/-2  years.  The 
spending  surge  was  broad-based  and 
helped  push  the  overall  economy  ahead  by 
a  dramatic  7.2%  in  the  period.  Further  in- 
creases in  business  investment  are  proba- 
bly in  store,  with  capital  goods  orders  ex- 
cluding aircraft  rising  4.7%  in  September. 
"An  increased  number  of  CEOs  describe 
themselves  as  having  the  wind  at  their 
backs,"  Cisco  Systems  Inc.  CEO  John 
Chambers  told  analysts  on  Nov.  5,  after  the 
technology  bellwether  announced  a  76% 
increase  in  net  earnings  for  the  quarter 
ended  Oct.  25  on  a  5.3%  rise  in  sales. 

Even  battered  manufacturers  are  on 
the  mend.  The  Institute  for  Supply  Man- 
agement said  on  Nov.  3  that  its  gauge  of 
manufacturing's  health  rose  in  October  to 
its  highest  level  in  nearly  four  years.  Pro- 
duction, orders,  and  exports  all  climbed, 


as  inventories  fell.  "At  last,  there's  perv 
sive  strength  throughout  our  custom 
base,"  says  D.  Scott  Davis,  United  Pare 
Service  Inc.'s  chief  financial  officer.  "Tl 
brightest  light  is  manufacturing.  It's  tl 
first  time  we  can  say  that  in  three  years. 

The  pickup  in  business  outlays 
clearly  welcome.  Since  the  recession  enc 
ed  in  Nov-mber  2001,  consumers  ha\ 
been  carrying  the  load,  helped  along  t 
repeated  bursts  of  tax  cuts  and  mortgag 
refinancing.  But  the  economy  can't  re. 
on  debt-driven  Lonsumer  spending  fore 
er.  For  the  expansion  to  last,  business 
have  to  kick  in  and  do  their  share. 
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BARE  SHELVES 

IT  LOOKS  AS  if  that's  starting  to  happen 
While  consumer  spending  is  forecast  ti 
slow  sharply  from  its  torrid  third-quarte 


IN  THIS  SECTION: 

Too  little,  too  late,         A 
Mr.  Reed 


How  to  restore  trust 
in  mutual  funds 


2004  could  be  a  hot 
year  for  tech  IPOs 


C  f\  I  Who'll  cash  in  when 
9  w  I  Google  goes  public? 


SERVING  UP 
SERVERS: 
Low  prices 
pushed  industry 
volume  up  21% 
in  the  third 
quarter 


- — 


Analysis  &  Commentar 


pace  of  6.6%,  the  economy  is  still  expect- 
ed to  turn  in  decent  growth  of  about  4% 
in  the  fourth  quarter,  thanks  to  business 
spending  on  capital  goods  and  inventory 
rebuilding.  Surprised  by  the  recent 
strength  of  the  economy  and  consumer 
demand,  businesses  have  been  forced  to 
draw  down  heavily  on  inventories  to  meet 
customers'  needs.  Banc  of  America  Secu- 
rities economist  Mickey  Levy  reckons  in- 
ventories are  now  so  lean  that  restocking 
may  add  as  much  as  a  full  percentage 
point  to  growth  in  the  next  year. 

After  several  false  starts,  many  corpo- 
rate chieftains  remain  cautious,  especially 
when  it  comes  to  hiring.  So  far,  companies 
have  been  able  to  meet  orders  for  their 
products  by  working  employees  harder. 
But  there's  a  limit  to  how  long  that  strate- 
gy will  work  in  the  face  of  rising  demand. 
Indeed,  there  are  already  signs  that  the  job 
market  finally  may  be  picking  up.  The  La- 
bor Dept.  was  expected  to  report  on  Nov.  7 
that  nonfarm  payrolls  rose  for  the  second 
straight  month  in  October.  "We  could  see  a 
breakthrough  in  hiring,"  says  Jeffrey 
Joerres,  CEO  of  Milwaukee-based  tempo- 
rary-help outfit  Manpower  Inc.  (page  160). 

Surging  profits  are  already  helping  cor- 
porate confidence— and  providing  the 
cash  to  finance  big  investments.  Accord- 
ing to  BusinessWeek's  quarterly  Corporate 
Scoreboard,  aftertax  profits  at  about  900 
large  U.S.  companies,  excluding  extraor- 
dinary items,  shot  up  an  astounding  41% 
in  the  third  quarter  from  a  year  earlier 
(page  80).  What's  more,  the  profit  explo- 
sion wasn't  just  the  result  of  savage  cost- 
cutting.  Revenues  rose  a  sharp  9%  as 
well,  providing  companies  an  incentive  to 
spend  to  meet  the  stronger  sales.  Further 
increases  in  profits  are  expected  next  year, 
although  the  growth  rate  will  slow. 

Corporations,  of  course,  also  have  the 
option  to  go  outside  for  financing,  where 
they're  finding  it  cheap  and  plentiful, 
thanks  in  no  small  part  to  the  Fed's  ultra- 


BUSINESS  GETS  IN  GEAR 


LEAN  INVENTORIES:  Stocking 
up  will  give  growth  a  jolt 


easy  monetary  policy.  "We're  seeing  some 
pretty  good  loan  activity  and  loan  de- 
mand," Bank  of  America  CFO  James  H. 
Hance  Jr.  told  investors  on  Oct.  14.  So  far, 
companies  are  only  putting  credit  lines  in 
place,  not  using  them.  But 
that  should  change  as  the 
economy  pushes  ahead. 

Thanks  to  cutthroat 
competition  and  contin- 
ued innovation  in  the  tech 
industry,  corporate  buyers 
are  finding  that  they  can 
get  more  bang  for  their 
buck  when  they  do  decide 
to  put  their  money  to 
work.  Computer  prices, 
for  instance,  were  17.5% 
lower  in  September  than  a 
year  earlier,  according  to 
the  Labor  Dept.'s  produc- 
er price  index.  "Prices  are 
coming  down  enough  to 
make  a  difference,  so  that 
people  are  saying  they  don't  want  old  ma- 
chines," says  June  E.  Drewry,  chief  infor- 
mation officer  at  AON  Corp.,  the  Chicago- 
based  insurance  brokerage. 

Pricing  has  also  played  a  role  in  the 
surge  in  server  sales,  which  rose  at  a  year- 
over-year  rate  of  21%  in  the  third  quarter, 
according  to  Gartner  Group.  That's  the 
third  consecutive  quarter  unit  shipments 
increased  by  more  than  10%.  Still,  with 
demand  growing  on  the  low  end,  not  for 
the  six-figure  servers  that  were  selling  fast 
three  years  ago,  revenues  will  not  increase 
as  much  as  unit  sales. 

DOUBLING  DOWN 

AS  IF  LOWER  prices  and  cheaper  financing 
weren't  enough,  Uncle  Sam  has  also 
sweetened  the  pot  with  tax  breaks,  most 
notably  a  50%  bonus  depreciation  provi- 
sion that  would  allow  companies  to  write 
off  much  more  of  their  equipment  in  the 
year  it's  purchased.  With  the  provision, 
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contained  in  this  year's  tax-cut  bill,  dn 
expire  at  the  end  of  2004,  companies 
altering  investment  plans  to  bring  forv 
spending  into  next  year.  Burling  BRUC 
Northern  Santa  Fe  Corp.,  for  one,  will  t 
delivery  of  350  locoi 
rives  in  2004,  vs.  20( 
'03.  "We  simply  looke 
the  difference  that  [the 
break]  made  in  term 
returns,"  says  CEO 
thew  K.  Rose.  "We're 
ing  to  double  down  our 
vestment  in  locomotive 
So  far,  the  turnaroi 
in  business  spending 
been  centered  in  to 
outlays— much  of  wh 
has  been  spearheaded 
small  companies.  T 
tend  to  be  nimbler  a| 
can  move  faster  as  con^^ 
tions  improve.  One  exa 
pie:  Ticker  Technolog 
Inc.,  an  eight-person  company  in  Gl 
Head,  N.Y.,  that  generates  stock  quot 
charts,  and  news  for  about  150  Interr 
sites.  While  Ticker's  quarterly  spendi 
plans  govern  its  IT  investment,  it  can  tu 
on  a  dime  as  circumstances  chanj; 
Since  landing  a  new  customer  in  mi  n 
September,  Ticker  has  scurried  to  add  c 
pacity  in  the  form  of  10  new  Dell  serve  thave 
at  a  cost  of  $1,600  each. 

There  are  signs  the  pickup  in  businefclems. 
spending  is  slowly  broadening  beyoi  fsnot 
high  tech  and  small  companies.  The  Ass  at  wet 
ciation  for  Manufacturing  Technology  r  .blessi 
ported  on  Oct.  13  that  machine  tool  co:  omes. 
sumption  jumped  16.6%  in  August  from  icutti 
month  earlier,  raising  hopes  that  the  wor  rner  p 
is  over  in  that  depressed  sector.  And  son  fount 
tech  execs  report  that  Big  Business  buyei  jfe^ 
are  showing  some  signs  of  life.  "They  aj  inam 
still  under  budgetary  constraint,  bi  ntoth 
spending  is  improving  gradually,"  sajthe^c 
PeopleSoft  Inc.  CEO  Craig  A.  Conway,  en  to 
Certainly,  few  economislybvi 
are  forecasting  a  return  of  th  :ome 
boom  in  capital  spending 
seen  in  the  late  '90s.  But  gi\ ;  all  e 
en  how  long— and  how  far-  ttolj 
corporate  spending  has  faT.  PLFrJ 
en,  even  a  modest  revival  is  amb 
welcome  sign  that  a  full  :o\er 
fledged  economic  expansioi  ^ 
may  finally  be  at  hand.  II  dec 
By  Rich  Miller  in  Washing  tw 
ton  and  Peter  Coy  in  New  York  ?yrc 
with  Andrew  Park  in  Dallas  % 
Jim  Kerstetter  and  Peter  Bur  ^ 
rows  in  Silicon  Valley,  Rogei  i^ 
Crockett  and  Robert  Berner  it  ^ 
Chicago,  and  bureau  reporC  m 
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lie  You-Asked-for-It  Economy 

w  inflation,  soaring  productivity,  and  a  capitalist  China.  Why  aren't  we  happy? 
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CONOMICS  IS  the  science  of 
worry.  It  frets  about  deficits, 
jobs,  growth,  income,  mobility— 
there's  always  something.  But 
10  years  ago,  who  would  have 
ought  that  today  we'd  be  wringing  our 
nds  over  inflation  being  too  low, 
oductivity  too  high,  or  China  too 
pitalistic?  If  ever  there  was  a  "be 
refill  what  you  wish  for"  moment  in 

iM|nomic  history,  this  is  it.  We've  made 
rmous  progress  on  some  of  the  biggest 

iJ gnomic  problems  of  the  day— problems 

t  have  plagued  us  for  decades.  And  what 

happened?  The  progress  begat  new 

mefblems,  bedeviling  us  once  again. 

™  it's  not  that  we  shouldn't  be  grateful  for 
8  :at  we  have  accomplished.  Low  inflation 
blessing,  raising  real  wages  and 

co|i3mes,  lowering  home  mortgage  rates, 
I  cutting  the  cost  of  capital  to  business. 
;her  productivity  growth,  of  course,  is 
foundation  of  prosperity,  lifting  output 

yef  ile  lowering  costs.  And  integrating 
.na  into  the  global  economy  by  bringing 
ito  the  World  Trade  Organization  is  all 
he  good.  It  forces  Beijing  to  be  more 
ED  to  U.S.  and  foreign  investment;  to 

nistjy  by  established  rules  of  trade;  and  to 
ome  a  partner,  rather  than  outlier,  with 
established  international  order.  These 
all  economic  dreams  fulfilled.  So  what's  ^k 

to  like?  "^ 

>LENTY,  AS  IT  TURNS  OUT.  Really  low  inflation  has 
ambled  corporations'  pricing  power.  One  reason  the 

liiif  overy  was  so  lackadaisical  for  so  long  was  that  companies 
ddn't  get  bottom-line  traction.  We  hadn't  had  low  inflation 
decades,  so  we  forgot,  when  it  occurred,  that  consumers 
t  won't  accept  higher  prices  for  goods  and  services— unless 
y're  forced  to  pay  them  by  monopolies  such  as  cable  TV  or 
League  colleges.  Profits  finally  zoomed  in  the  third 
liter,  but  companies  got  there  the  hard  way:  through 

m  nful  cost-cutting,  not  price  increases.  For  the  past  two 

i\)irs,  in  fact,  lower  inflation  has  meant  feeble  pricing  power. 

(/tpspite  the  growing  recovery,  that  phenomenon  shows  little 


sign  of  abating  in  many  industries.  Achieving  low  inflation? 
No  good  deed  goes  unpunished. 

Ditto  for  higher  productivity.  No  one— neither  the  best 
economists  nor  the  smartest  government  policymakers- 
predicted  that  U.S.  productivity  would  grow  at  an  incredible 
3%  to  4%  annual  clip,  gaining  strength  right  through  the 
downturn  and  into  the  recovery.  But  this  unprecedented 
economic  achievement  allowed  companies  to  do  much  more 
with  far  fewer  employees.  So  after  struggling  for  three 
decades  to  get  back  to  the  high-productivity  halcyon  days  of 
the  1950s  and  '60s,  success  brought  higher 
unemployment— and  the  need  for  a  permanently  higher  rate 
of  gross  domestic  product  growth  to  ameliorate  that 
joblessness.  Certainly,  more  positions  will  be  generated  as 
the  recovery  gains  steam.  But  will  higher 
productivity  and  its  cost-cutting  cousin, 
outsourcing,  keep  a  significant  dip  in 
unemployment  at  bay?  This  remains  a 
crucial  question. 

WHICH  BRINGS  US  to  that  other  paradox 
of  plenty:  China.  Integrating  China  into 
the  West  has  been  the  foreign  policy  goal 
of  Republican  and  Democratic  Presidents 
alike.  Having  pushed  China  kicking  and 
screaming  into  the  WTO,  we  now  are  the 
ones  kicking  and  screaming.  Outsourcing 
today  is  as  fashionable  a  business  strategy 
as  Six  Sigma  was  in  the  '90s.  It's  the 
solution  to  what  ails  just  about  anything 
in  Corporate  America.  But  made-in-China 
translates  to  lost-in-America  (as  in  jobs), 
and  that  wasn't  supposed  to  be  part  of  the 
bargain.  Sure,  it's  great  that  consumers 
can  go  to  Wal-Mart,  Best  Buy,  and  other 
stores  to  get  inexpensive  made-in- China 
TVs,  DVDs,  tables,  lamps— even  American 
flags.  But  that's  small  comfort  to  the 
growing  ranks  of  unemployed  factory 
workers  in  Ohio,  Pennsylvania,  Illinois, 
and  South  Carolina.  China  in  the  WTO? 
Great  idea. 

The  lesson  might  be  this:  Of  all  the 
serious  economic  theories  put  forth  these 
supply-side,  demand-side,  macro-this  and  micro- 
the  law  of  unintended  consequences  may  be  the  most 


THROUGH  THE 
PERILOUS  NIGHT: 

Sewing  a  Tommy 
Hilfiger  quilt  in 
rural  China 


days- 
that- 


potcnt.  It's  not  that  low  inflation,  high  productivity',  and 
globalization  aren't  good  things.  They  are.  Achieving  them 
after  so  many  years  of  struggle  should  be  a  source  of  pride. 
It's  just  that  sometimes,  it  may  not  feel  that  way.  ■ 
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BIG  BOARD 


0  LITTLE, 
OLATE, 
R.  REED? 


Many  feel  his  NYSE  reforms  don't  go  far 
enough-so  the  SEC  may  step  in 


RCHITECTURE  IS  A  FA- 
vorite  word  in  the  lexi- 
con of  John  S.  Reed,  in- 
terim chairman  of  the 
New  York  Stock  Ex- 
change. And  the  gover- 
,  nance  structure  that 
Reed  unveiled  on  Nov.  5  had  all  the  best 
features  of  the  Bauhaus— slim,  austere, 
and  intimidatingly  modern.  As  expected, 
he  cut  the  Big  Board's  27-member  board 
down  to  a  distinguished  roster  of  eight  in- 
dependent directors,  including  such  lu- 
minaries as  ex-J.R  Morgan  CEO  Sir  Den- 
nis Weatherstone.  Also  as  expected,  he 
proposed  that  the  exchange's  regulators 
now  report  to  a  committee  of  those  inde- 
pendent board  members.  And  he  set  up  a 
separate  executive  board  of  securities  in- 
dustry execs  and  NYSE  members. 

But  if  Reed  is  expecting  applause,  he 
may  have  a  long  wait.  Institutional  in- 
vestors, who  would  like  regulation  to  be 
taken  out  of  the  Big  Board's  hands, 
swiftly  attacked  the  plan  as  an  inadequate 
remedy  for  its  flawed  market  oversight. 
Securities  &  Exchange  Commission 
Chairman  William  H.  Donaldson,  while 
praising  the  plan  in  general  terms,  left 
open  the  door  to  more  wide-ranging 
changes  in  the  NYSE's  governance  down 
the  road.  But  that  may  not  mollify  critics. 
"The  feedback  we've  gotten  thus  far  on 

44  I  BusinessWeek  I  November  17,  2003 


the  buy  side  is  extreme  disappointment," 
says  Scott  DeSano,  head  of  global  equity 
trading  at  Fidelity  Investments. 

For  now,  at  least,  it  seems  the  NYSE's 
1,366  members  are  the  main  winners  in 
the  Reed  plan.  While  Reed  named  the 
first  eight  nominees  who  will  sit  on  the 
new  board,  future  NYSE  members  will 
easily  be  able  to  propose  their  own  slate 
of  board  members— something  unheard 
of  in  the  era  of  former  CEO  Richard  A. 
Grasso.  The  plan  allows  just  40  mem- 
bers to  nominate  a  director, 
and  100  to  nominate  an  en-        TriHp"r  tllP 
tire  slate.  With  the  board  up 
for  reelection  every  June, 
that  could  mean  that  "this 
wonderful  board  will  all  be 
gone    next    year,"     notes 
North  Carolina  Treasurer 
Richard  H.  Moore.  Institu- 
tional investors  are  under- 
whelmed by  this  dose  of 
shareholder       democracy. 
Jack  Ehnes,  CEO  of  the  Cal- 
ifornia State  Teachers'  Re- 
tirement  System,   says   that   "having 
members  in  any  way  involved  in  setting 
up  and  getting  board  members  nomi- 
nated is  a  problem.  It's  a  regulatory 
body,  a  public  purpose,  and  in  my  mind 
that  is  a  clear  conflict." 

What  went  wrong?  Reed's  careful  de- 


plan,  NYSE 
members 
would  wield 
more  power 
than  ever 


TOUGH  SPOT  Reed  must 
over  a  majority  of  membd 

sign  was,  apparently,  oven 
en  by  events— particular| 
report  in  The  Wall  Street j 
nal  that  the  SEC  had  fo 
the  NYSE's  regulation  of 
trading  floor  to  be  woef 
inadequate,     with     spj 
penalties    and    widespr 
trading  ahead  of  custoi 
orders.  While  reports  of  s 
misconduct    on    the    NT 
floor    have    circulated 
years,  and  even  led  to  crii 
nal  charges  in  the  1990s,, 
timing   of  the  latest  ne 
could  not  have  been  wo 
for  the  NYSE— and  will  bo 
pressure  for  Donaldson  to 
more  than  just  rubber-stai 
the  NYSE  proposals.  Inde 
lobbying  against  the  Reed  plan  beg 
even  before  the  Nov.  5  announceme  i 
The  Council  of  Institutional  Investi  r 
wrote  Donaldson  on  Nov.  3  to  urge  tl  ! 
the  Big  Board  get  out  of  the  regulati<  It 
business— though  it  did  not  specify  t 
actly  what  kind  of  separate  regulate  I 
body  it  would  like  to  see  instead. 

There  is  certainly  no  lack  of  altern  I 
tives,  if  critics  carry  the  day.  A  separa 
regulatory  body,  on  the  model  of  NA£  I 
Regulation,  which  oversees  the  NASD/  ^ 
market,  is  one  widely  discussed  possib 
ity.  Some  securities  execs  have  advocate 
that  the  NYSE's  oversight  of  retail  bn 
kers  should  be  assumed  by  the  NAS: 
leaving  the  NYSE  to  oversee  trading  o  i 
the  exchange  floor.  Ehnes  argues  that  ti 
SEC  should  be  required  to  approve  tr. 
NYSE  board  members,  and  favors  sept 
rating  the  CEO  and  chai: 
man  positions— jobs  Ree 
says  may  be  combined, 
the  new  board  so  desires.  I 
The  SEC  is  inclined  t 
accept  the  Reed  plan,  whil 
it  continues  to  work  on 
broader  regulatory  schem 
for  all  markets.  SEC  Com 
missioner  Harvey  J.  Gold 
schmid    calls    the    NYSI 
proposals  "a  fine  first  step 
but    there    may   well    b( 
more  to  do"  as  part  of  th( 
overall  review  of  the  exchanges.  That's 
for  sure.  The  SEC  needs  to  seize  the  mo- 
mentum and  finish  the  job  that  Reed  has 
begun.  ■ 

-By  Gary  Weiss  in  New  York,  with  I 

AmyBorrus  in  Washington  and 

Faith  Arner  in  Boston 
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MUTUAL  FUNDS 


CAN  PUTNAM  WIN  BACK 
INVESTORS' TRUST? 

Lasser's  out,  but  critics  say  a  lot  more 
must  be  done  to  protect  customers 


IN  THE  MUTUAL-FUND  WORLD, 
Lawrence  J.  Lasser  was  known 
both  for  building  Putnam  Invest- 
ments into  a  powerhouse  and  for 
running  it  as  his  own  private  king- 
dom. The  demanding  boss  moni- 
tored everything  from  the  quality  of 
the  cookies  in  the  cafeteria  to  each  fund 
manager's  quarterly  performance.  And  for 
a  long  time,  Lasser^s  autocratic  style  paid 
off  big  time  for  Putnam,  parent  Marsh  & 
McLennan  Cos.,  and  Lasser  himself:  Put- 
nam assets  under  management  grew 
from  $24  billion  in  1986,  when  Lasser 
took  over,  to  $425  billion  at  its  2000  peak. 
But  the  gears  in  Putnam's  money-malt- 
ing machine  have  all  but  ground  to  a  halt. 
The  company's  tech-heavy  funds  began  a 
steep  slide  in  2000,  sparking  an  investor 
retreat  at  a  rate  of  about  $1  billion  a 
month.  The  stampede  picked  up  speed  af- 
ter federal  and  state  regulators  on  Oct.  28 
charged  Putnam  with  fraud  for  allegedly 
letting  some  fund  managers  trade  their 
funds  at  the  expense  of  shareholders.  Put- 
nam has  denied  wrongdoing  and  prom- 
ised restitution.  But  it  wasn't  enough  to 
save  Lasser.  On  Nov.  3,  Marsh  CEO  Jeffrey 
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W.  Greenberg  said  the  60-year-old  giant  of 
the  mutual-fund  biz  would  be  leaving  af- 
ter 33  years  at  the  company.  Replacing 
him  as  CEO  is  Charles  E.  "Ed"  Haldeman, 
a  highly  regarded  veteran  money  manag- 
er who  joined  Putnam  in  2002  to  bolster 
performance. 

Haldeman  inherits  a  mess.  Since  the 
scandal  broke,  $4-4  billion  has  gushed  out 
of  Putnam  funds,  and  billions  more  could 
leave  before  the  dust  settles.  Haldeman 
and  Greenberg  are  working  overtime  to 
reassure  investors  that  Lasser's  departure 
clears  the  way  for  Put- 
nam to  put  its  house  in 
order.  Officials  at  the 
Massachusetts  state 
pension  fund,  which 
pulled  $1.8  billion  out 
of  Putnam,  say  they'll 
reconsider  investing  in 
Putnam  next  year. 
Others  will  take  more 
convincing.  "For  us  to 
regain  confidence  in 
them,  they  need  to  put 
in  policies  and  proce- 
dures    and     monitor 


NEW  GUARD  them  going  forwan 

Haldeman  make  sure  that  it  w< 

(left)  with  happen    again,"    s 

^eenberg  PauI   j   Tavares,  st 

treasurer  of  Rhode 
land,  which  dumped  Putnam  on  Oct.  2 
For  the  new  team,  the  scrutiny  will 


AMY 


III 


intense.  No  one  will  be  watching  m 
closely  than  Greenberg.  Insiders  say 
was  deeply  shocked  by  the  scandal  anc 
now  heavily  involved  in  damage  contj 
Haldeman,  a  relative  newcomer  to  P 
nam,  is  the  one  bright  spot,  with  two 
id  turnarounds  under  his  belt.  But  Gen 
al  Counsel  William  H.  Woolverton  a 
newly  promoted  Vice- Chairman  Ste\  fy 
Spiegel,  Lasser's  No.  2,  could  come  un< 
fire  for  failing  to  enforce  regulatory  gui< 
lines  and  making  sure  employees  uph 
their  fiduciary  duty  to  investors.  "It  see 
they  were  kept  in  the  dark,"  says  Dan  IV 
Neela,  an  analyst  with  Morningstar  I  ^J 
"But  that  doesn't  totally  excuse  then 
Wolverton  declined  comment,  wh 
Spiegel  says  he  was  not  involved  in  the  *)'• 
vestment  division  and  was  unaware  oft 
problems. 
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DRAIN  ON  ASSETS  ids  I 

THE  HEADACHE  MAY  only  get  WOl  veniiii 
for  Marsh.  The  company's  contributi  uncial ( 
to  the  parent's  operating  earnin  isactior 
shrank  from  about  $1  billion  in  2000  respon 
just  $364  million  for  the  first  ni  torn 
months  of  2003.  And  the  accelerat  ds.  The 
drain  on  assets  since  the  scandal  bro  mghth 
certainly  won't  aid  Putnam  s  perfon  ■ethan 
ance— hefty  fees  will  disappear  widersar 
those  assets.  Marsh's  shares,  whiense.li 
traded  as  high  as  $67  in  late  2000,  ho  damen 
er  around  $45  today.  Then  there's  t  dsare; 
possible  charges  for  restitution,  leg  ids  we 
costs,  or  fines.  Although  hard  to  quan  mors 
fy  now,  they  could  be  huge.  In  relat<rds'fai 
cases,  Canary  Capital  Partners  has  pa  lplete. 
$40  million  to  settle  trading  allegatior  i.).th 
and  Bank  of  America  Corp.  has  reserv*  ■gamzi 
$100  million  to  cover  scandal-related  1  astitut 
gal  and  consulting  fees.  stotsi 

Impressive  inves  0ME9 
ment  results  wouds.but 
help  offset  the  paicjuate 
But  for  that,  Putna  lpanv- 
would  need  to  beef  i  iloyee 
its  stable  of  stockpic  astocl 
ers.  Problem  is,  at  th  osean 
point,  attracting  thnfunrj 
sort  of  talent  may  1  lagi 
Putnam's  toughe  stmei 
task  of  all.  ■ 

-By  Faith  Arner 
Boston,  with  LaurdL 
Young  and  Dial  i\ 
Brady  in  New  Yoi  tel 
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AMY  BORRUS  AND  PAULA  DWYER 
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unds  Need  a  Radical  New  Design 

4  time  for  Congress  and  the  SEC  to  scrap  their  antiquated  structure 
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N  NOV.  1,  Richard  S.  Strong 
resigned  as  chairman  of 
Strong  Funds  amid  allegations 
that  he  made  improper  trades 
over  several  years  in  the  funds 
it  he  founded.  But  Strong  isn't  slinking 
ray.  He'll  continue  to  head  Strong 
pital  Management,  the  company  that 
-es  portfolio  managers  and  picks 
icks  for  the  Strong  funds— 

wo:  very  funds  Richard  Strong  allegedly  abused.  Parent  Strong 

m  uicial  Corp.  contends  that  Strong  did  not  believe  his 

mm  sactions  disrupted  the  funds,  and  he  did 

jOO  respond  to  requests  for  an  interview. 
ni  i/elcome  to  the  strange  world  of  mutual 

erat  :1s.  The  trading  scandal  spreading 

bro  >ugh  the  $7  trillion  industry  is  revealing 

Ion  re  than  just  trading  abuses  that  enriched 

wi  ders  and  big  investors  at  the  small  fry's 

\vhi  :;nse.  If  s  also  shining  a  spotlight  on 

i.  ho  damental  weaknesses  in  the  way  mutual 

'i  i  lis  are  governed.  Jn  case  after  case,  fund 

les  rds  were  totally  in  the  dark  about  the 

uart  |nt  or  even  existence  of  abuses.  The 

elan  irds'  failure  to  protect  investors  was  so 

s  pat  i.plete,  says  Senator  Peter  G.  Fitzgerald 

itffl  pOj  that  "it's  time  for  a  wholesale 

eiv: ;  ganization.  [Fund  boards]  are  a  study 

red  I"  I  isti nationalized  conflicts  that  have  cost 
vstors  dearly." 

nve  OME  95  MILLION  Americans  own  mutual 

sou.  Is,  but  maybe  0.1%  of  them  understand  the  industry's 
iquatcd  sot-up.  Under  a  1940  law,  each  fund  is  a  separate 

mat  ipany— but  if  s  essentially  a  shell,  with  directors  but  no 

eefP  'loyees.  The  fund  board  contracts  out  for  all  key  services, 

kpiijji  stock-picking  to  record-keeping.  In  theory,  the  board  can 
3se  any  adviser,  but  in  reality,  a  fund  company  usually  sets 
i  fund,  appoints  a  board,  and  the  board  then  hires  the 
uigement  company  that  founded  the  fund:  Fidelity 
;stments,  tor  example,  manages  all  343  of  the  Fidelity  funds, 
l  other  words,  the  board  is  at  the  adviser's  mercy:  It  has  no 

..,4 -pendent  information  on  operations  and  little  authority.  An 

ni  appy  board  could  fire  its  adviser.  But  diat  rarely  happens, 
ly  because  most  directors  have  ties  to  the  adviser.  Plus, 

,  .ftf-eholders  who  bought,  say,  a  Fidelity  fund  would  probably 


jvi 


balk  if  T.  Rowe  Price  stock-pickers  were  suddenly  in  charge.  The 
upshot:  Boards  lack  the  will  and  clout  to  watch  out  for  investors' 
interests. 

So  far,  regulators  are  discussing  reforming  the  existing 
structure.  Representative  Richard  H.  Baker  (R-La.)  wants  to 
require  that  two-thirds  of  directors  and  the  fund  chairman  be 
independent  of  the  adviser.  The  Securities  &  Exchange 
Commission  may  force  funds  to  have  compliance  officers 
report  directly  to  boards.  New  York  Attorney  General  Eliot 
Spitzer,  whose  testimony  before  Congress  on  Nov.  3  unveiled  a 
litany  of  trading  abuses,  wants  to  require  any  fund  that  settles 
trading  charges  to  shop  around  for  advisers  each  year. 
But  fine-ttming  won't  turn  boards  into  the  guardians 
investors  need.  To  retool  fund  governance  to  fit  the  reality  of 
what  the  industry  has  become,  Congress  should  scrap  the  fiction 
that  each  fund  is  a  separate  company.  Instead,  funds  should  be 
folded  into  the  management  company— and 
funds  and  advisers  should  be  under  the 
authority  of  one  board.  That  would  give 
directors  authority  over  managers,  with  the 
information,  muscle,  and  responsibility  to 
watch  out  for  investors'  interests. 

THERE'S  ALREADY  a  model  for  a 
combined  company:  Vanguard  Group  Inc. 
m  Vanguard  funds  share  a  common  board. 

More  importantly,  they  own  the  investment 
manager,  which  operates  at  cost.  Not  only 
do  Vanguard  funds  run  more  cheaply  than 
rivals,  but  their  directors  are  accountable 
only  to  shareholders  of  the  funds,  which 
jointly  own  Vanguard  Group.  "If  regulators 
could  start  over  today,  they'd  probably  get 
close  to  the  Vanguard  model,"  says 
Jonathan  F.  Zeschin,  president  of  Denver- 
based  Essential  Advisors  Inc. 
Another  promising  model:  treat  mutual  funds  as 
investment  products  rather  than  companies,  just  as  banks  sell 
accounts  and  insurers  sell  policies.  "It  might  make  sense  to 
permit  funds  to  structure  themselves  the  way  people  actually 
think  of  them— as  services  bought  based  on  performance  and 
cost,"  says  Steven  M.H.  Wallman,  a  former  SEC  commissioner 
who  is  now  CEO  of  brokerage  FOLIOfh  Inc.  For  this  to  work, 
funds  must  be  required  to  reveal  more,  Wallman  says,  so  that 
investors  could  shop  based  on  more  accurate  fees  and  returns. 

As  scandal  after  scandal  reveals  the  funds'  conflicts  of 
interest,  the  industry  faces  its  biggest  shakeup  since  1940.  But 
Congress  and  the  SEC  shouldn't  just  patch  over  current  flaws. 
It's  time  to  go  back  to  the  drawing  board  and  design  a  mutual- 
fund  industry  for  today's  markets  and  investors.  ■ 
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SILICON  VALLEY 


INITIAL  PUBLIC 
MOMENTUM? 

The  Google  and  Salesforce.com  offerings 
may  be  harbingers  of  a  hot  2004  for  tech 


HROUGHOUT  SILICON 
Valley,  all  eyes  are  on 
Google  Inc.  and  its  chief 
executive,  Eric  Schmidt. 
The  privately  held  technol- 
ogy highflier  is  expected  to 
launch  an  initial  public  of- 
fering early  next  year.  With  the  market  for 
tech  IPOs  starting  to  heat  up,  cubicle 
dwellers  everywhere  are  excitedly  specu- 
lating that  the  Google  offering,  as  well  as 
one  from  Salesforce.com  Inc.,  could  pro- 
vide the  spark  needed  to  really  rekindle 
the  market. 

That  would  mark  a  major  turnaround. 
After  soaring  in  the  late  '90s— more  than 
2,300  companies  went  public  from  1996 
to  1999— initial  public  offerings  virtually 
dried  up  when  the  technology  sector  and 
the  broader  stock  market  collapsed.  Few- 
er than  100  companies  went  public  in 


IPOs  COME  BACK 


each  of  the  past  two  years,  while  just  10 
companies  came  out  in  the  first  six 
months  of  2003— the  lowest  half-year  to- 
tal since  the  mid-'70s. 

Now,  however,  the  appetite  for  IPOs  is 
returning  among  in- 
vestors and  upstart 
companies  alike.  With 
the  economy  picking 
up  and  the  stock  market 
rallying,  38  companies 
went  public  from  July 
through  October.  An 
additional  35  have  reg- 
istered to  go  public  in 
the  next  few  months. 
And  with  plenty  of  oth- 
ers scoping  out  poten- 
tial underwriters,  in- 
vestment bank  Thomas 
Weisel  Partners  expects 
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150  to  200  tech  and  non-tech  compa 
to  go  public  next  year.  Says  Blake  j 
gensen,  director  of  investment  bankin 
Thomas  Weisel:  "We're  starting  to  se 
pipeline  develop." 

So  far,  performance  has  been  mix 
Overall,  the  few  dozen  companies 
have  gone  public  this  year  have  avera 
a  32%  return  on  investment— well  bel 
the  45%  climb  the  NASDAQ  index 
posted.  In  part,  that" s  because  several 
cent  biotech  IPOs  have  failed  to  live  uf 
expectations  and  are  now  trading  bel 
their  offer  prices.  And  others,  such 
money-losing  e-tailer  RedEnvelope  I 
have  barely  held  their  own.  Shares  in 
online  gift  site,  which  went  public 
Sept.  25  at  $14  a  share,  closed  on  No 
at  $13.89. 

BACK  TO  BASICS 

SOME  NEWLY  LISTED  companies  are 
ing  gangbusters,  however.  The  best  te 
nology  performer,  semiconductor  ou 
FormFactor  Inc.,  is  up  91%  since  goi 
public  in  June,  thanks  to  a  hot  market 
the  flash-memory  chips  it  makes.  Me. 
while,  shares  in  Digital  Theatre  Syste 
Inc.,  a  provider  of  digital  entertainme 
products  and  services,  have  jumped  84 
since  its  July  offering. 

As  the  IPO  market  warms  up,  tl 
emerging  rules  of  engagement  lo( 
markedly  different  from  the  frothy  boo 
years.  For  starters,  companies  need 
prove  their  financial  chops  before  taki 
the  plunge.  According  to  Thomas  Weise 
the  tech  companies  that  have  gone  publ 
this  year  have  averaged  about  $40  mi 
lion  in  quarterly  revenues.  Moreover,  pr 
or  to  going  public,  on  average,  they  pn 
ject  27%  annual  revenue  growth. 

That's  one  reason  Sequence  Desig 
Inc.,  a  promising  chip-design  softwai 
company  in  Santa  Clara,  Calif.,  is  hoi 
ing  off  for  now.  Chief  Executive  Vi 
Kulkarni  doesn't  expect  to  become  pro: 
itable  until  May,  so  he's  aiming  for  a  lat 
2004  offering.  "You  g 
sailing  only  if  there 
wind  behind  you,"  h 
says. 

In  addition,  there's 
whole  new  definitioi 
for  a  "successful"  IP 
During  the  bubbl 
companies  often  de 
fined  success  by  th 
size  of  their  first-da 
pop,  and  the  ensuin 
marketing  buzz  i 
earned.  Indeed, 
1999,  the  average  first 
day  return  on  IPOs  w; 
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71%.  Trouble  is,  companies 
were  leaving  billions  of 
dollars  on  the  table  that 
could  have  gone  into  corpo- 
rate coffers. 

Now,  say  bankers,  in- 
vestors, and  private  firms, 
the  focus  is  on  the  basics: 
getting  the  needed  capital 
at  the  best  possible  price  for 
the  company.  And  most 
companies  today  frown  on 
the  1990s  practice  of  doling 
out  "friends  and  family"  stock  to  pals,  as- 
sociates, and  customers.  That  makes  for 


Now,  a 
handful  of 
profitable 
e-tailers  are 
considering 
listing 


less  incentive  to  lowball  a 
company's  asking  price.  All 
told,  first-day  pops  now  av- 
erage 12%. 

The  more  sober  environ- 
ment is  bringing  long-term 
institutional  investors  back 
to  the  table— the  kind  who 
often  hold  equity  stakes  for 
several  years  rather  than 
look  for  short-term- trading 
profits.  "You  actually  have 
time  to  do  your  work,  meet 
with  management,  and  accumulate  a 
substantial  position  in  a  company,"  says 


WINNERS 


The  Gold  in 
IPO  Goes  to... 


Googl 


e's 


If  Google  Inc.  goes  public  in  early  2004 
as  planned,  the  Internet  search  kingpin 
easily  could  set  a  record  for  initial  public 
offerings.  Analysts  say  Google  could 
fetch  a  valuation  of  $20  billion.  That 
would  make  it  the  most  richly  valued  Internet 
company  ever  to  go  public,  according  to 
Thomson  Financial-far  exceeding  the  $9 
billion  valuation  garnered  by  online  broker  TD 
Waterhouse  Group  Inc.  in  1999  or  the  $1.9 
billion  price  tag  fetched  by  Internet  hosting 
outfit  Genuity  Inc.  in  2000. 

The  IPO  would  be  equally  monumental 
for  Google  insiders  and  key  backers. 
Although  Google,  its  execs,  and  its 
investors  decline  to  discuss  their  equity 
stakes,  BusinessWeek  culled  venture  data 

Google 

and  interviewed  sources  close  to  Google 
and  its  investors  to  piece  together  the 
stakes  of  several  key  players— and  boy, 
could  they  hit  paydirt. 

First,  of  course,  Google's  IPO  must  go  as 
swimmingly  as  many  expect.  Even  if 
estimates  that  Google  will  pull  in  $100 
million  in  net  profits  on  $1  billion  in  sales 
this  year  are  conservative,  as  some  analysts 
argue,  $20  billion  is  still  a  lofty  valuation. 
However,  Google  believers  say  it  could  be 
reasonable  given  the  supercharged  growth 
of  Google's  revenues  and  profits.  They  also 
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point  to  its  dominance  of  the  lucrative 
search  business:  Google  now  handles  nearly 
40%  of  global  Internet  searches,  up  from  1% 
in  2000. 

When  Google  does  go  public,  the  biggest 
winners,  of  course,  would  be  Google's  co- 
founders,  Larry  E.  Page  and  Sergey  Brin, 
who  dropped  out  of  Stanford  University's 
computer  science  graduate  program  to 
found  Google  in  1998. 
Today  the  pair,  now  both 
30,  each  still  owns  over 
15%  of  the  company, 
according  to  a  source 
close  to  Google.  So  a  $20 
billion  valuation  would 
peg  each  founder's  stake 
at  well  above  $3  billion. 

Google  also  could 
represent  one  of  the 
biggest  venture-capital 
payoffs  this  decade.  Its  two 
most  prominent  backers, 
Kleiner  Perkins  Caufield  & 
Byers  and  Sequoia  Capital, 
ponied  up  a  little  more 
than  $10  million  each  in 
the  summer  of  1999, 
according  to  venture  data 
and  people  familiar  with 
Google's  financing. 
Through  these 
investments,  each  firm 
today  owns  an  estimated 
10%  of  the  search  giant, 
they  say.  That  means  they 


Allison  Thacker,  a  portfolio  man; 
with  RS  Investments. 

Where  will  the  IPO  market  go 
here?  Analysts  say  tech  will  continu 
provide  most  of  the  opportunities— 
that  Internet  companies  are  winning 
newed  favor.  Even  a  handful  of  profits 
e-tailers,  among  them  BizRate.com 
Shopping.com  Inc.,  are  consider 
listing.  The  IPO  market  has  come  b 
from  the  dead— but  for  now,  it's  walki 
not  running.  ■ 

-By  Ben  Elgin,  with  Robert  D.  1 

in  San  Mateo,  Calif,  and  En 

Thornton  in  New  Yi 


could  pocket  $2  billion  apiece-a  staggering 
20,000%  return  on  investment. 

Ironically,  Yahoo  itself  stands  to  clean 
up.  It  invested  $10  million  in  Google  in 
2000-back  when  the  companies  were  on 
friendlier  terms.  That  stake  now  represents 
slightly  less  than  2%  of  Google,  according 
to  sources-which  should  work  out  to  a 
cool  $300  million.  Although  far  less  than 
what  the  VCs  will  make  for  putting  up  the 
same  amount  a  year  earlier,  that  would  still 
handily  top  Yahoo's  expected  2003  net 
profit  of  $230  million. 

For  sheer  return  on  investment,  some  of 
the  best  returns  could  go  to  Google's 
earliest  individual  investors.  Among  them: 
Stanford  professor  David  R.  Cheriton  and 
Cisco  Systems  Inc.  executive  Andreas 
Bechtolsheim,  who  contributed  $100,000 


THE  STATS 


What  a 
Difference 
A  Year  Makes 

In  1999,  venture 
capitalists  Kleiner 
Perkins  and  Sequoia 
Capital  each  put 
$10  million  into 
Google.  Their  stakes 
are  now  worth  an 
estimated  $2  billion 
apiece.  The  following 
year,  Yahoo!  invested 
about  $10  million,  too. 
Its  stake  is  now  valued 
at  about  $300  million. 

Data.  Thomson  Venture  Economics,  Yahoo!  Inc.. 

company  reports 


to  $200,000  apiece  to 
Google's  initial 
financing  round  in  1998. 
Bechtolsheim,  in  fact, 
interrupted  Page  and 
Brin  partway  through 
their  presentation  to 
fetch  his  checkbook. 
Today,  each  owns  over 
l%ofthecompany-a 
stake  that  could  be 
worth  at  least  $200 
million,  according  to  a 
source  close  to  Google. 

Cheriton,  who  still 
drives  a  1993  Honda, 
isn't  exactly  obsessed 
with  the  financial 
payout.  "At  some 
point,"  he  says,  "money 
is  a  bigger  problem 
than  a  solution."  Easy 
for  him  to  say.  ■ 

-By  Linda 

Himelstein  and 

Ben  Elgin  in 

San  Mateo,  Calif. 
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Supplier  spend  spiraling  out  of  control? 
Not  on  our  watch. 


PeopleSof  t  Supplier  Relationship  Management. 

The  only  solution  to  manage  all  of  your  enterprise  spend  in  real  time. 

PeopleSoft  SRM  enables  you  to  proactively  control  all  of  your  enterprise  spend  —from  direct  goods  to 
indirect  goods  to  capital  assets  to  services.  And  because  you  are  connected  to  all  of  your  suppliers  over 
the  Web,  you  can  manage  it  all  in  real  time,  and  always  act  before  it's  too  late.  Learn  more  by  visiting 
us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277 


PeopleSoft 


Supplier  Relationship  Management 
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A  TYCO 
YARD SALE 

Edward  Breen  didn't  waste 
much  time  in  cleaning  house 
after  he  was  brought  in  to 
replace  a  disgraced  Dennis 
Kozlowski  as  chief  executive 
of  troubled  Tyco  International 
in  July,  2002.  Breen  swiftly 
jettisoned  Kozlowski's  cronies 
and  the  most  notorious 
trappings  of  his  reign.  Now, 
having  addressed  corporate 
governance,  Breen  is  finally 
moving  to  streamline  the  $37 
billion  conglomerate 
Kozlowski  built  through 
nonstop  dealmaking.  On 
Nov.  4,  he  announced  plans  to 
sell  Tyco  Global  Network,  a 
$3.5  billion  underseas  fiber- 
optic network.  Built  at  the 
height  of  the  telecom  boom,  it 
has  never  made  money  and 
may  not  fetch  much.  Breen 
also  plans  to  jettison  more 
than  50  smaller  units  and  to 
let  go  of  7,200  employees  out 
of  260,000.  Breen's  actions 
helped  drive  Tyco's  stock  up 
7%  on  Nov.  4,  to  $22.50,  the 
highest  it  has  hit  on  his 
watch.  But  with  sales  growth 
stalled,  a  huge  debt  load,  and 
shareholder  lawsuits  over  the 
plunge  in  its  stock  amid 
questions  about  Tyco's 
accounting,  Breen  still  has  a 
long  way  to  go. 

-William  C.  Symonds 


ICAHN  SAYS 
'CHEESE' 

Whafs  Carl  Icahn  up  to?  On 
Nov.  4,  the  corporate  raider 
got  the  nod  from  the  Federal 
Trade  Commission  to  buy  as 
much  as  $500  million  worth 
of  Eastman  Kodak  shares,  or 
about  7%.  The  man  known 
for  making  a  quick  buck  by 
buying  into  companies  like 
TWA  and  Texaco  and 
extracting  value  could  be 
plotting  the  same  fate  for  the 
troubled  imaging  giant.  He 
may  get  help  from  other 
shareholders  who  have 
opposed  Kodak's  dramatic 
cut  in  its  dividend  to  support 
its  expansion  into  digital 
businesses.  Kodak  plans  to 
spend  $3  billion  over  the  next 
three  years  on  digital 
acquisitions  for  its  commer- 
cial divisions.  Icahn  didn't 
return  calls. 


SARBANES- 
OXLEY'S  FIRST 

As  the  man  who  built 
Birmingham  (Ala.)-based 


HealthSouth  into  the  largest 
chain  of  inpatient  rehab 
hospitals,  Richard  Scrushy  is 
accustomed  to  being  No.  1. 
But  here's  one  first  that  the 
51-year-old  former  Health- 
South  CEO  may  not  have 
welcomed:  On  Nov.  4,  he 
became  the  first  CEO  of  a 
major  company  to  be  indicted 
for  violating  the  Sarbanes- 
Oxley  Act,  which  holds  top 
executives  personally 


accountable  for  their 
companies'  financial 
reporting.  The  indictment 
charges  that  Scrushy 
threatened  and  bribed  his 
managers  to  take  part  in  an 
alleged  scheme  to  inflate 
profits  by  $2.74  billion 
between  1996  and  2002. 
Scrushy  says  he's  innocent, 
arguing  that  his  subordinates 
carried  out  the  alleged  fraud 
without  his  knowledge. 


GILLETTE  HITS 
MACH4 

Gillette  may  be  facing 
heightened  competition  from 
Schick's  new  razors,  but  that 
hasn't  slowed  down  the  King 
of  Blades.  On  Nov.  4,  the 
company  reported  third- 
quarter  sales  surged  11%, 
powered  by  a  17%  gain  in 
blades  and  razors.  And 
Gillette's  key  blades- 
including  Mach3  and 
Venus— all  gained  share.  The 
sales  gains  helped  Gillette 
boost  earnings  by  18%,  well 
above  what  analysts  had 
forecast.  True,  sales  were 
helped  by  retailers  who 
stocked  up  on  Gillette's  new 
Mach3Turbo  Champion 
razors  and  by  the  blackout 
and  hurricane,  which  boosted 
battery  sales.  Because  those 
events  won't  be  repeated, 
Gillette  cautioned  fourth- 
quarter  results  won't  be  as 
strong.  Even  so,  the  good 
news  drove  Gillette  shares  up 
5%,  to  $34— their  highest 
level  in  more  than  a  year. 


VOODOO  IN 
INTEL'S  LAB 

Intel  suddenly  has  the  chip 
world  abuzz.  On  Nov.  5,  the 
chipmaker  reported  at  a 
conference  in  Toyko  that  it 
had  found  a  way  to  radically 
reduce  electricity  leakage 
from  semiconductors  as 
production  techniques  pack 
more  and  more  circuits  into  a 


smaller  area.  Intel  says  tha 
by  switching  to  a  new  type 
electricity-conducting 
material,  it  will  be  able  to 
boost  the  performance  of 
chips  for  at  least  10  more 
years.  What's  the  new 
material?  Intel  isn't  saying 
for  competitive  reasons,  bu 
the  process  is  shown  to  woi 
in  volume  production,  a 
revolution  may  be  in  the 
making. 

ETCETERA... 

>y  Former  star  tech 
investment  banker  Frank 
Quattrone  will  face  a  retrial. 
>>  General  Motors  will  sell 
hybrid  versions  of  its  bigge 
SUVs  by  2007. 
»  Microsoft  is  offering 
$500,000  for  data  leading  t 
the  arrest  of  hackers. 


CLOSING  BELL 


Ailing  software 
maker  Novell 
sparked  hopes  of  a 
revenue  revival  on 
Nov.  4  with  plans  t< 
buy  SuSE  Linux, 
a  European 
distributor  of  Linux 
software,  for  $210 
million  in  cash. 
Shares  of  the  Provo 
(Utah)  company 
climbed  18%,  to 
$7.16,  in  the  two 
days  after  the  news, 
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RICHARDS.  DUNHAM 


Tie  GOP  Scores,  but 
keware  the  Indie  Voters 


■  OFF-YEAR  ELECTION  ON  NOV.  4  delivered  another  blast  of  good 
ws  to  a  White  House  already  buoyed  by  boffo  economic 
mbers.  But  if  there  is  any  cautionary  note  for  President  Bush 
the  elections  of  Republicans  Haley  Barbour  as  governor  of 
ssissippi  and  Ernie  Fletcher  as  governor  of  Kentucky,  it  is 

anti-incumbent  trend.  And  one  of  the         independents  away  from  Bush,  pollsters 
t  volatile  voting  blocs,  with  a  history  of      say.  The  dramatic  shift  began  in  June  with 

the  controversy  over  misstatements  about 
weapons  of  mass  destruction  in  Iraq.  Indie 
angst  has  been  compounded  by  the  White 
House's  hard-edged  policies  on  issues 
ranging  from  civil  liberties  to  overtime  pay. 


ring  on  incumbents,  is  turning  on 
h.  Independent  voters  "show  which 
the  wind  is  blowing,"  says  Mark 
amillo,  director  of  the  nonpartisan 
d  Poll.  At  this  point,  what  they're 
vving  is  an  ill  wind  for  the  Prez.  In 
0,  Bush  won  over  independents,  who 
ce  up  13%  to  36%  of  the  electorate, 
ending  on  your  definition.  But  now, 
31%  of  these  voters  say  they  11  back 
.  in  '04,  while  44%  will  definitely  vote 
inst  him,  according  to  an  Oct.  27-29 
■ist  Poll.  That's  a  big  shift  since  April, 
m  only  30%  of  nonpartisan  voters 
osed  the  wartime 
nmander-in-Chief.  With 
ty  loyalists  deeply 
irized,  "the  battle  of 
•4  is  for  independents," 
■>  New  Hampshire 
ster  Dick  Bennett,  "and 
;h  is  losing  that  battle." 
ndependents  are  more 
ly  to  be  men  than 
nen,  and  they  have 
htly  lower  incomes  than 
tisans.  Socially  moderate 
1  fiscally  conservative, 
v  still  share  the  concerns 
mt  federal  deficits  voiced 
992  by  maverick 
didate  Ross  Perot.  And 
nonaligned  are  particularly  worried 
mt  the  persistent  job  losses  on  Bush's 
ch.  "  I  have  so  many  friends  out  of 
rk,"  says  Ram  Devineni,  who  works  on 
rage  area  networks  for  Citigroup  in  New 
fk.  "The  recession  was  not  [Bush's] 
It,  but  I  don't  think  his  policies  are 
pful."  Devineni,  who  describes  himself 
squarely  independent,"  prefers  retired 
iieral  Wesley  Clark, 
t's  not  only  economic  concerns  turning 


BUSH 

Independents 
could  endanger 
his  reelection 


The  Lurch-Left  Factor 

THE  INDIE  REBELLION  is  hurting  Bush 
in  key  states.  Nonpartisan  Californians— 
who  overwhelmingly  voted  to  recall 
Governor  Gray  Davis  and  elect  Republican 
Arnold  Schwarzenegger— prefer  any  of  the 
top  five  Democratic  Presidential 
candidates  to  Bush,  according  to  a  Sept. 
25-Oct.  1  Field  Poll.  And  in 
Bush-target  Michigan,  hard 
hit  by  job  losses,  just  31%  of 
independents  approve  of  his 
economic  stewardship,  and 
a  meager  15%  say  he 
definitely  deserves  a  second 
term,  according  to  an  Oct. 
15-20  EPIC/MRA  survey. 
GOP  strategists  predict 
that  independents  will  return 
to  Bush  as  the  economy 
rebounds  and  his  Democratic 
foe  is  tagged  as  a  far-left,  tax-and- 
spend  zealot.  What's  more,  the  Dems' 
leftward  lurch  to  win  the  party's  liberal 
base  in  primaries  could  alienate 
mostly  moderate  independents. 
Presidents  from  Reagan  to  Clinton  have 
bounced  back  from  third-year  slumps  and 
won  easy  reelection.  And  Bush  has  a  base 
of  electoral  votes  in  an  ever-more 
Republican  South.  Besides,  he  should  get  a 
boost  from  an  increasingly  robust  recovery. 
But  if  Bush  can't  convince  indies  that  he 
has  turned  the  economy  around— and  is 
closer  to  the  center  than  the  other  guy— 
he'll  need  every  Southern  conservative 
vote  he  can  muster.  ■ 


CAPITAL 
WRAPUP 

ELECTION  2003: 
SNEAK  PREVIEW  2004? 

THE  PRESIDENTIAL  ELECTION 
may  be  a  year  away,  but  each 
party's  core  voters  are  giving 
every  indication  that  they're 
rarin'  to  go.  Both  Democrats 
and  Republicans  showed  in 
the  2003  off-year  elections 
that  they  can  deliver  their 
fiercest  partisans  to  the  polls. 
That  led  to  surprisingly  easy 
GOP  victories  in  Nov.  4 
gubernatorial  elections  in 
Mississippi  and  Kentucky, 
where  charged-up 
conservatives 

The  Dems' 
gambit  of 


blaming 
Bush  for 


outnumber 
Democratic 
loyalists.  On 
the  flip  side, 
a  heavy 
African- 
American 

ST,8^6  job  losses 

Philadelphia    v»  -i-i  /-■ 

Mayor  John      fell    [lat 

Street  (D)  an 

unexpected 

come-from- 

behind  re-election  landslide. 

The  GOP  could  win  a  third 
Southern  gubernatorial  race 
when  Louisiana  votes  on  Nov. 
15  (page  130).  More  bad  news 
for  Democrats:  Their  strategy 
of  blaming  President  Bush  for 
job  losses  fell  flat.  And  the 
comfortable  Republican 
margins  in  Kentucky  and 
Mississippi  could  foreshadow  a 
solid  2004  in  the  South,  where 
four  Democratic  Senate  seats 
are  open  next  year  and  the 
President  is  likely  to  run 
strong. 

Democrats,  however,  see 
trouble  in  the  tea  leaves."This 
is  an  unsettled  electorate 
looking  for  change,"  says 
Washington  Governor  Gary 
Locke,  chair  of  the  Democratic 
Governors'  Assn.,  "and  that 
mood  is  likely  to  linger  through 
next  year's  Presidential 
election."  Locke  can  only 
hope  so.  ■ 
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■UROPE 

:ould 


IN  THE  GRANDIOSE  LANGUAGE 
employed  for  such  high-level  get- 
togethers,  the  two-day  meeting  of 
European  leaders  in  Lisbon  in 
March,  2000,  was  billed  as  "the 
knowledge  and  innovation  sum- 
mit." And  why  not?  Everything 
|med  to  be  at  last  coming  together  for 
Old  World.  Economic  growth  was 
king  upward  even  as  the  U.S.  economy 
s  beginning  to  slow.  The  recent  launch 
the  euro  as  the  new  single  currency  for 
5  million  people  seemed  to  augur 
)sperity.  For  a  brief,  shining  moment, 
rope  was  on  a  high. 
So  high  that  Europe's  15  leaders 
aned  to  lose  contact  with  reality  during 
)se  two  spring  days  in  Lisbon.  They 
emnly  pledged  that  within  a  decade. 


Europe's  economy  would  cruise  at  3% 
growth— a  rate  not  seen  since  the  early 
1970s.  The  number  of  employed  would 
swell  by  10%.  On  the  back  of  huge  jumps 
in  technological  innovation,  productivity 
would  soar.  By  2010,  Europe  would  be  the 
most  dynamic  economy  on  the  planet— 
or  so  the  Lisbon  Agenda  promised. 

What  is  extraordinary  is  that  few  in 
Europe  at  the  time  questioned  these 
goals.  One  who  did  was  Poland's  then- 
Deputy  Foreign  Minister,  Radek  Sikorski, 
a  former  Solidarity  Union  official  who 
had  his  own  long  experience  with  official 
half-truths.  Watching  the  news  out  of  Lis- 
bon from  his  office  a  half-continent  away 
in  Warsaw,  he  laughed  out  loud.  "In  fact," 
recalls  Sikorski,  now  a  specialist  in 
transatlantic  relations,  "1  hadn't  laughed 


so  hard  and  so  much  since  the  Commu- 
nist Politburo  used  to  announce  totally 
unrealistic  production  targets.  It  was  the 
same  kind  of  thing." 

BAD  NEWS  AND  GOOD  NEWS 

PROPAGANDA?  NOT  TOO  FAR  from  it. 
For  two  decades,  Europe  has  lived 
through  a  series  of  economic  lies.  The  sin- 
gle market  would  boost  economic  activity. 
The  euro  would  turbocharge  growth. 
The  expansion  of  the  Economic  Union  to 
the  East  would  make  Europe  mighty 
again.  The  bitter  reality  is  that  today,  the 
EU  is  the  globe's  also-ran  economy  par 
excellence,  lagging  behind  the  U.S.  for  the 
second  decade  running.  And  white-hot 
U.S.  economic  growth  in  the  third  quarter 
of  7.2%,  vs.  an  expected  0.3%  in  the  euro 
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zone,  only  underscores  the  widening  gap. 
This  year,  even  Japan  is  growing  more 
than  twice  as  fast.  Per  capita  gross  do- 
mestic product  in  Europe,  after  having 
risen  from  50%  of  American  levels  in 
1950  to  80%  in  1990,  has  now  slumped 
back  to  65%  and  continues  to  fall.  From 
the  common  market  to  a  common  cur- 
rency, Europe's  political  advances 
"haven't  delivered  what  they  were  sup- 
posed to,"  says  Andre  Sapir,  an  economic 
adviser  to  European  Commission  Presi- 
dent Romano  Prodi  and  author  of  a  dev- 
astating critique  of  European  competi- 
tiveness. "The  truth  is  that  growth  in 
Europe  hasn't  been  favorable  for  the  past 
20  years,"  he  says. 

Is  there  any  good  news  to  relieve  the 
gloom?  At  least  Europe's  leaders,  and 
many  of  its  citizens,  are  finally  getting 
scared:  They  realize  they  need  to  start 
shaking  up  the  postwar  European  welfare 
state  or  fall  so  far  behind  the  U.S.  that 
they  can  never  catch  up.  And  it's  not  just 
the  U.S.  Europe  has  to  worry  about.  "Chi- 
na wasn't  on  the 
map"  just  two  years 
ago,  says  Erkki  Liika- 
nen,  the  European 
Commissioner  for 
Enterprise  &  Infor- 
mation Society. 
"Now  it  is  the  big 
challenge  for  Eu- 
rope." Liikanen's 
major  worry:  Euro- 
pean investment  in 
research  and  devel- 
opment not  only  lags 
behind  the  U.S.'s  but 
also  East  Asia's.  "Eu- 
rope is  losing  out," 
says  Nestle 's  power- 


EUROPE:  SHUT  OUT  OF 
THE  GLOBAL  RECOVERY 


ANNUAL  PERCENT  CHANGE 
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ful  CEO,  Peter  Brabeck-Letmathe. 
The  other  piece  of  good  news:  Europe 
can  find  the  solutions  it  needs  within  Eu- 
rope. Faster-growing  countries  on  the  pe- 
riphery, such  as  Finland,  Ireland,  and 
Spain,  have  been  experimenting  with  pro- 
growth  policies  for  years.  Even  within  the 
Franco-Italian- German  core  of  the  euro 
zone,  some  of  the  hallowed  precepts  of 
the  postwar  era  are  being  called  into 
question  for  the  first  time.  Taxes  are  start- 
ing to  be  cut,  pension  systems  are  being 
reformed  to  encourage  people  to  work 
more,  not  less,  and  hugely  generous  un- 
employment benefits  are  being  trimmed. 
In  France,  merit-based  pay  is  under  dis- 
cussion for  the  upper  ranks  of  the  coun- 
try's 6  million  army  of  state  fonctionnaires. 
In  Germany,  Chancellor  Gerhard 
Schroder  got  Parliament  to  approve  re- 
forms in  late  October  that  will  cut  unem- 
ployment benefits  next  year— something 
even  ex-British  Prime  Minister  Margaret 
Thatcher  didn't  attempt  in  her  11  years  in 
power.  "For  years,  there  was  a  dam  pre- 
venting a  huge  wave 
of  reform,"  says 
Kurt  Biedenkopf, 
former  Prime  Minis- 
ter of  the  east  Ger- 
man state  of  Saxony. 
"Now  that  dam  is 
beginning  to  crack." 
Biedenkopf,  like 
many  critics,  argues 
that  current  reforms 
may  be  too  little,  too 
late— and  too  long- 
term.  Opponents  of 
change  still  marshal 
the  argument  that 
market-driven  re- 
forms will  turn  Eu- 
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Italians  protest 
pension  reform 
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rope  into  a  « 
volatile,  Americj 
style  economy 
Europeans  will 
tolerate.  Such  arguments  resonate  dei 
with  many. 

That' s  why  a  radical  shift  such  as  n 
sive  deregulation  of  labor  markets  is 
likely.  Yet  if  Europeans  took  some  sb 
term  steps  to  reform,  they  might  se 
tangible  payoff  in  higher  growth  rate! 
could  be  the  start,  indeed,  of  a  Europt 
New  Deal— preserving  key  elements 
the  welfare  state  that  Europeans  cheri 
such  as  an  absence  of  extreme  pove 
while  delivering  stronger  growth.  ABi  |E$ 
nessWeek/ Global  Insight  study  estima 
that  a  series  of  smaller  steps  would  ra 
Germany's  annual  growth  rate  by  0 
over  the  next  10  years.  From  cutting  p 
sonal  income  taxes  to  33%  (from  an  av  grjuce  0' 
age  European  rate  of  38%),  to  raising  t  $ 
retirement  age  to  67  from  an  average 
63,  to  hiking  the  pressure  on  unemploy  |K 
workers  to  relocate  to  take  jobs,  su 
measures  would  be  concrete  and  pow< 
ful  and  show  that  Europe  could  win  r| 
gains  from  a  manageable  amount 
change  (table,  page  59).  Even  an  extra  C 
percentage-point  rise  in  the  long-ter 
growth  rate  could  add  more  than  1  m 
lion  jobs  in  France  by  2010.  "There  can 
a  European  way  to  generate  growth, 
doesn't  have  to  be  the  American  waj 
says  Nariman  Behravesh,  chief  economi 
at  Global  Insight  Inc.  in  Lexington,  Mas 

SUCCESS  STORIES 

POSITIVE  ROLE  MODELS  are  close 
home.   Denmark's  move  in  the  ear  Hi 
1990s  to  make  it  easier  to  hire  and  fi 
workers  has  led  to  a  sustained  employ 
ment  boom:  Its  unemployment  rate  :  ^ 
just  6%,  while  Germany's  hovers  abov|: 
10%.  Denmark's  economy  has  average  |« 
2.6%  annual  growth  since  1994,  vs.  jus  ^r 
1.4%  in  Germany.  The  Danes  cut  entitle  jjy 
ments,  including  social  security  transfer!  |  , 
and  raised  indirect  taxes.  That  gave  then 
the  ability  to  shift  resources  to  higher  ed 
ucation  and  research  and  developmen 
Now,  Denmark  is  the  third-largest  ex 
porter  of  pharmaceuticals  per  capita  am 
a  world  leader  in  biotech  patents.  Smalle 
nations  have  shown  the  way.  With  th(^ 
goals  of  Lisbon  receding  fast,  it's  time  fo  £~ 
the  most  important  members  of  the  Eu  * 
ropean  family  to  follow  their  lead.  . 

-Bvjohn  Rossant  in  Paris,  and  bureai  ■ 
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Little  Reform  Goes  A  Long  Way 


inessWeek  designed  this  menu  for  reform 
;ed  on  interviews  with  a  range  of  economists. 
[  bal  Insight  Inc.,  using  its  economic  models 
Germany,  France,  and  Italy,  calculated 
effects  of  this  package  of  reforms  on 
:h  country's  economic  growth,  employment, 


and  government  budgets.  The  unmistakable 
conclusion:  A  little  goes  a  long  way. 
Overall,  the  proposals  would  reduce  the  size 
of  government  and  the  tax  burden,  raise 
employment  rates,  and  boost  growth.  Here  are 
BusinessWeek's  proposals: 


rs 


XES 

t  personal  income  taxes  in  stages  trom 
verage  rate  of  38%  to  33%.  Cut  the  top 
from  48%  to  40%. 

11  duce  or  abolish  capital-gains  taxes  on 
es  companies  sell  to  restructure. 


BS 


ake  it  easier  for  companies  of  all  sizes 
ire  and  fire  staff. 


■  Increase  pressure  on  unemployed  to  find 
jobs  by  linking  benefits  to  willingness  to 
relocate. 

■  Cut  off  employment  benefits  after  12 
months. 

■  Shift  wage  negotiations  from  national 
sectors  such  as  engineering  to  individual 
companies.  This  would  encourage 
companies  to  invest  where  unemployment 
is  high  because  wages  there  will  be  lower. 


■  Increase  participation  of  women  in 
German  and  Italian  labor  forces  to 
European  average  by  2010. 


ake  it  easier  for  companies  to  hire 
kers  on  contract  rather  than  leave 
itions  vacant. 


ID 


crease  ability  of  retirees  to  work 
time. 


■  Cut  corporate  contributions  to  health  and 
social  security  schemes  by  50%  by  shifting 
to  private  plans. 

■  Link  unemployment  benefits  to  worker- 
retraining  programs. 


■  Abolish  restrictions  on  shopping  hours. 

■  Abolish  restrictive  practices  in  legal, 
medical,  and  other  professional  sectors. 

INVESTMENT  

■  Write  EU-wide  rules  governing  stock  and 
bond  markets  and  introduce  a  common 
prospectus  for  all  EU  securities. 


■  Open  up  the  EU  market  to  cross-border 
takeovers. 

■  Privatize  public  sector  banks. 
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REAL GDP 

Annual  Percent  Change 

2005  2010 


ir  ERMANY 
thout  reforms 
ith  reforms 
ALY 

out  reforms 
lith  reforms 
1ANCE 

ithout  reforms 
ith  reforms 


2.06 
2.47 

2.32 
2.59 

2.6 
2.8 


1.73 
2.21 

1.95 
2.10 

2.2 

2.4 


2015 

1.71 
2.23 

1.94 
2.31 

2.2 
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UNEMPLOYMENT 
RATE 


Percent 

2005 


ERMANY 

'ithout  reforms 
'ith  reforms 

9.62 
10.77 

TALY 

'ithout  reforms 
/ith  reforms 

8.03 
8.66 

RANCE 

/ithout  reforms 
/ith  reforms 

8.8 
10.6 

2010 

8.16 
7.25 

7.25 
6.60 

7.7 
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2015 

7.55 
4.24 

6.74 
4.38 

5.2 
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EMPLOYMENT 


Millions 

2005 


2010 


2015 


GERMANY 
Without  refor 
l/ith  reforms 

ITALY 

Without  refor 
l/ith  reforms 

FRANCE 

Without  reforms 
With  reforms 


Without  reforms 
With  reforms 

38.5 
38.6 

39.0 
40.1 

38.7 
41.4 

ITALY 

Without  reforms 
With  reforms 

24.7 
24.8 

25.3 
25.7 

25.6 
26.7 

FRANCE 

25.2 
25.6 


26.1 
27.2 


26.8 
28.5 


GOVERNMENT 
DEFICIT 


Percent  of  GDP 

2005 


2010       2015 


GERMANY 

Without  reforms      2.94 

With  reforms  2.88 

ITALY 


Without  reforms 
With  reforms 
FRANCE 
Without  reforms 
With  reforms 


2.62 
2.95 

3.3 
3.0 


1.04 
1.19 

1.35 
1.58 

2.0 
2.0 


0.86 
0.0 

0.47 
0.02 

1.3 
1.0 
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International  Business 


COMMENTARY 


BY  STANLEY  REED 


Iraq:  Repeating  a  Painful  History 

The  British  made  many  of  the  same  nation-building  mistakes  in  the  1920s 


TO  ANYONE  WHO  knows  the 
history  of  Iraq,  the  fierce 
resistance  directed  at  the 
American  forces  occupying  the 
country  will  come  as  no 
surprise.  America's  British  allies 
encountered  an  early  20th-century 
version  of  the  same  when  they  attempted 
to  cobble  three  Ottoman  provinces  into 
an  Iraqi  nation  between  1914  and  1932. 

Awareness  of  that  dismal  chapter  was  one  reason  the  British 
Foreign  Office's  Arabists  thought  charging  into  Iraq  last 
March  wasn't  such  a  great  idea. 

The  similarities  between  British  efforts  in  Iraq  in  the  1920s 
and  America's  now  are  "striking,"  writes  British  political 
scientist  Toby  Dodge  in  a  new  book  called  Inventing  Iraq:  The 
Failure  of  Nation-Building  and  a  History  Denied.  Like  the  Bush 
Administration  today,  the  British  claimed  to  have  the  noblest 
of  intentions  toward  Iraq,  which  they  were  liberating  from  the 
despotic  and  backward  Ottomans.  But  Iraqis  then,  like  many 
today,  did  not  appreciate  the  virtues  of  English  tutelage.  The 
British  faced  a  bitter  and  bloody  revolt  in  1920  in  which  some 
6,000  Iraqis  and  500  British  and  Indian  soldiers  died.  When 
the  beleaguered  British  gave  Iraq  nominal  independence  in 
1932,  they  left  a  legacy  of  instability  that  continues  to  the 
present.  The  Hashemite  royal  family  installed  by  the  British, 
starting  with  King  Faisal  I  in  1921,  was  extinguished  in  a  hail 
of  bullets  in  1958,  giving  way  to  a  succession  of  dictators  that 
culminated  with  Saddam  Hussein. 

Like  their  British  counterparts  in  the  1920s,  American 
policymakers  failed  to  understand  that  by  invading  Iraq  they 
weren't  so  much  liberating  a  bunch  of  democrats-in- waiting 
but  stirring  up  a  hornets'  nest.  Saddam  was  a  brutal  leader, 
but  he  needs  to  be  placed  in  the  context  of  Iraqi  history.  Sad- 
dam, writes  Dodge,  a  fellow  at  London's  Royal  Institute  of 
International  Affairs,  "must  be  understood  less  as  the  cause  of 
Iraq's  violent  political  culture  and  more  as  the  symptom." 
Iraqi  political  institutions  are  so  poorly  developed  that  the 
country's  rulers  have  come  to  rely  on  a  mixture  of  extreme 
violence,  networks  of  patronage  and  graft,  and  the  exploit- 
ation of  religious  and  ethnic  divisions  to  maintain  their  grip. 

Shatter  this  system,  as  the  U.S.  has  done,  and  you  send  the 
hornets  buzzing  around  looking  for  someone  to  sting. 
Washington  blames  the  attacks  on  U.S.  personnel  and  those 
working  with  them  on  remnants  of  Saddam's  regime  or  on 
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foreign  terrorists.  But  nearly 
everyone  in  Iraq  depended  direc 
or  indirectly  on  the  regime,  and 
thousands  of  people  have  motiv< 
to  strike  at  Americans— from  the 
loss  of  jobs  to  deaths  of  relatives 
the  hands  of  U.S.  soldiers. 

Washington  should  do  a  lot 
more  listening  to  Iraqi  concerns. 
Far  from  winning  hearts  and 
minds,  the  American  regime  is 
deeply  unpopular  with  elements 
the  large  Sunni  Muslim  minority 
Saddam's  sect,  which  inhabits  a 
huge  strategic  belt  around 
Baghdad.  The  majority  Shiites  in 
the  south  and  center  of  the  count 
are  less  restive  but  still  suspiciou 
of  U.S.  designs.  Only  the  long- 
oppressed  Kurdish  minority  in  th 
north  is  firmly  in  the  U.S.  camp, 

L.  Paul  Bremer  III,  the  U.S.  Cr 
Administrator,  needs  to  avoid 
making  the  same  mistakes  in 
setting  up  local  government  as  th 
British  did.  The  British  relied 
strongly  on  the  Sunni  elite,  which 
grabbed  power  and  privilege  for 
itself,  alienating  the  Shiite  heartland.  Similarly,  there  is  a 
danger  that  returning  Iraqi  exiles  will  take  advantage  of  then 
ties  to  the  American  authorities  to  pack  the  ministries  with 
their  associates,  putting  them  in  a  position  to  wield 
disproportionate  influence.  The  U.S.  would  be  better  off 
allowing  grassroots  institutions  run  by  local  Iraqis  to  take 
hold,  as  the  British  are  doing  in  southern  Iraq.  So  far,  the 
US.-appointed  Iraqi  Governing  Council— which  includes 
prominent  returnees  such  as  Ahmad  Chalabi,  leader  of  the 
Iraqi  National  Congress— has  failed  to  win  broad  support. 

The  U.S.  should  also  go  slow  on  privatization.  What  Iraqis 
want  is  rule  of  law  and  a  return  to  basic  services  and  normal 
economic  activity.  They  don't  want  to  be  subjects  of  an  ideo- 
logically-inspired U.S.  demonstration  project  for  the  region. 

At  this  point,  it  is  still  unlikely  that  the  U.S.  forces  will 
retreat  humiliated.  As  a  power,  the  U.S.  is  in  a  different  league 
from  Britain  of  the  1920s,  whose  imperial  star  was  already 
fading.  A  flood  of  American  money  may  eventually  co-opt 
enough  Iraqis  to  turn  the  tide.  But  unless  the  U.S.  learns  some 
lessons  about  the  nature  of  Iraq,  it  will  be  doomed  to  months 
if  not  years  more  of  death  and  disillusionment.  ■ 
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Open  standards  and 
the  taming  of  the  screw. 


Can  you  see  it? 
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Tony  Menezes,  IBM  facilitator  of  open  practices,  financial  industry 


In  1864,  a  bolt  or  screw  made  in  one  machine  shop  wouldn't  fit  a  nut  made 
in  another  machine  shop.  Everything  was  proprietary.  In  short,  a  mess. 

Until  William  Sellers  proposed  a  standard,  uniform  screw.  So  one  part  could 
be  made  down  the  street,  and  another  made  across  town,  and  assembly 
could  happen  anywhere.  Everything  worked  together. 

Apply  that  same  logic  to  IT  and  you  arrive  at  open  standards  like  Linux.8 
Universal,  open  "languages"  that  let  everything  IT  talk  to  everything  else  IT 
Vendors,  systems,  partners  —  anyone  —  can  be  plugged  into  or  unplugged 
from  the  open  standards  "pegboard."  Open  standards  is  also  the  antidote 
to  being  locked  into  the  high  costs  of  any  one  vendor.  The  business  results? 
Speed,  responsiveness,  flexibility,  readiness. 

Open  standards.  The  unifying  thread  behind  on  demand  business. 


On  demand  business 

starts  with  on  demand  thinking. 


IBM  is  home  to  thousands  of  people  who  live  and  breathe  Linux. 
Specialists  who  can  bring  open  standards  (and  all  its  benefits)  to  just  about 
every  industry.  Our  IT  expertise,  coupled  with  deep  business  know-how, 
can  deliver  real  change  across  your  company.  On  demand  business.  Get 
there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking)  or  visit 
ibm.com/services/thinking 


i  he  IBM  logo  are  trademarks  or  registered  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  Linux  is  a  registered  trademark  of  Linus  TorvaJds 
3M  Corp  All  rights  reserved 


Cable 


ESPN's  Face-off 
Over  Fees 

If  s  the  priciest  channel  for  cable  operators 
to  carry,  but  are  they  using  it  as  a  scapegoat? 


S  HOST  OF  A  LAVISH 
reception  for  advertisers 
in  New  York's  Lincoln 
Center  on  Oct.  29,  ESPN 
President  George  Bo- 
denheimer  was  at  his 
political  best.  Skillfully 
working  a  cavernous  hall  full  of  some  of 
the  deepest  pockets  on  Madison  Avenue, 
the  45-year-old  Bodenheimer  posed  for 
pictures  with  execs  in  front  of  the  actual 
Stanley  Cup  and  trotted  out  ESPN's  on-air 
star  Chris  "Boomer"  Berman.  He  could 
not  have  been  farther  from  the  lonely 
stretches  of  Texas  highway  he  traversed 
20  years  ago  as  a  rookie  executive  trying 
to  get  local  cable  systems  to  sign  up  for 
the  little-known  24 -hour  sports  network. 
Today  ESPN  is  an  empire  unto  itself, 
with  a  top  TV,  radio,  magazine,  and  Web 
presence,  it  has  become  one  of  the  most 
lucrative  assets  in  the  Walt  Disney  Co.'s 


flagging  portfolio,  with  an  estimated  $3-3 
billion  in  yearly  revenues.  But  suddenly, 
Bodenheimer  is  in  the  midst  of  a  show- 
down with  the  very  distributors  he  so  ag- 
gressively wooed  in  the  early  days.  If  s 
adding  up  to  the  biggest  crisis  the  net- 
work has  faced  in  its  nearly  25-year  his- 
tory, one  that  will  require  all  of  Boden- 
heimer's  charisma  to  smooth  over. 
In  a  first  for  even  the  hard-edged  cable 
business,  a  pricing 
brawl  has  broken 
out  on  the  public 
stage  over  the  past 
few  weeks.  Cable 
operators,  led  by 
Atlanta-based  Cox 
Communications 
Inc.,  charge  that 
they  are  being 
gouged  by  sports 
programmers    like 


The  cost 
of  cable  is 
now  a 
red-hot 
Beltway 
issue 


ON  OFFENSE  ESPN,    which 

Bodenheimer  says    jacking  up  priJ 
investments  by  each  year  for 

operators  are  why     ri  ht  t0  ^ 

cabjebillsareup       channels.  Head] 
into  contract  tall 
Cox  has  threatened  to  put  ESPN,  cabll 
priciest  channel  by  far  (table,  page  68),  f 
a  separate  premium  tier,  or  even  ya 
it  altogether.  A  normally  understat 
Bodenheimer  is  shooting  back;  he 
cently  called  a  press  conference  in  Was 
ington  to  accuse  Cox  of  scapegoat^ 
ESPN,  rather  than  acknowledge  its  ot 
huge  costs. 

"OUT  OF  WHACK" 

HOW  THIS  FEUD  plays  out  in  the  comi 
months  could  cast  a  shadow  over 
wildly  successful  sports  network.  For  o 
thing,  ESPN  is  due  to  renegotiate  co: 
tracts  over  the  next  two  years  with  carriel 
that  together  control  nearly  half  of  the  m 
works  88  million  subscriber  homes.  A 
to  ESPN  would  certainly  ripple  throug 
Disney,  which  relies  heavily  on  the  unit  i, , 
robust  financials.  The  battle  could  also  a 
feet  the  future  of  televised  sports  and  ho 
sports  coverage  is  delivered  to  consumer 
Already,  interest  in  the  topic  of  cab 
prices  is  spreading.  The  General  Accoun 
ing  Office  just  released  a  report  on  sul 
scriber  rates,  blaming  sports  progran 
ming  for  a  big  part  of  the  increases.  An 
Senator  John  McCain  (R-Ariz.)  is  set 
hold  a  hearing  on  cable  prices  on  Nov.  l] 
The  public  sparring,  says  Richard  Green 
field,  an  analyst  at  Fulcrum  Global  Part 
ners,  could  stir  a  "populist  uprising"  lead 
ing  to  government  intervention. 

Cox,  the  No.  4  operator,  with  6.3  mil 
lion  subscribers,  is  leading  the  chargi 
among  operators.  CEO  James  O.  Robbini 
says  Cox  can't  afford  the  20%-a-year  fe< 
increases  ESPN  is  asking  for  (industry  av- 
erages are  about  6%).  The  network  now 
accounts  for  18%  of  Cox's  programming 
budget,  the  costliest  of  its  slew  of  chanl 
nels,  says  Robbins.  Cox's  current  five-yeaa 
contract  with  ESPN  expires  this  March] 
"The  prices  have  just  gotten  out  ofl  j 
whack,"  says  Robbins.  Hoping  to  whip  up  I 
support  among  viewers,  Cox  launched! 
a  Web  site— makethemplayfair.com— tar- 1 
geting  ESPN  and  Fox  Sports,  the  second  I 
most  expensive  cable  channel. 

Bodenheimer  counters  that  the  cableB 
companies  are  taking  aim  at  sports  pro-p 
gramming  as  a  way  to  disguise  their  own" 
capital-spending  costs  that  get  passed  on. 
"You  can't  talk  about  price  if  you  don't  talk 
about  value,"  he  retorts.  "We  are  much 
more  valuable  than  any  other  cable  net- 
work."  ESPN  helps  retain  cable  sub- 
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scribers,  many  of  whom  sign  up  just  so 
they  can  get  the  channel,  he  says.  The  net- 
work also  helps  operators  sell  more  local 
advertising  than  any  cable  outlet,  driving 
up  to  20%  of  the  industry's  $4  billion  in 
annual  local  sales.  Cox  customers'  month- 
ly fee,  now  at  about  $40  for  a  basic  pack- 
age, is  bloated  by  overhead  and  capital  ex- 
penditures, not  programming  costs, 
Bodenheimer  contends,  a  consequence  of 
operators'  cosdy  system  upgrades.  Worse 
yet,  he  insists,  putting  the  sports  jugger- 
naut on  a  separate  tier  or  dropping  the 
network  would  only  be  disastrous  for  Cox, 
driving  its  customers  to  satellite  services. 

A  HOUSE  OF  CARDS? 

BRAVADO  ASIDE,  THE  ESPN  brass  is  tak- 
ing Cox's  threats  seriously.  They  know  all 
too  well  that  new  contracts  are  due  in  the 
next  two  years  with  Cablevision  Systems, 
satellite  service  DirecTV,  and  Comcast 
Cable  Communications,  the  nation's 
No.  1  operator,  with  21  million  sub- 
scribers. Whatever  Cox  can  gain,  "Com- 
cast will  be  able  to  accomplish  much 
more,"  because  its  size  gives  it  greater 
clout,  says  Fulcrum's  Greenfield. 

Bodenheimer,  also  head  of  Disney's  ABC 
Sports,  may  be  the  public  face  in  the  brew- 


ing cable  fight,  but  Disney 
execs  are  following  it 
closely.  Bodenheimer  re- 
ports regularly  to  Disney 
President  Robert  A.  Iger, 
who  told  analysts  recendy 
there  is  no  way  Disney 
would  ever  allow  ESPN  to 
be  tiered.  Even  though 
ESPN's  own  costs  have 
grown  because  of  escalat- 
ing prices  for  rights 
contracts  with  the  pro 
leagues,  Iger  and  CEO 
Michael  D.  Eisner  still  val- 
ue ESPN  highly.  That's  be- 
cause the  network  delivers 
an  estimated  $700  million 
in  cash  flow  a  year.  It  has 
also  given  them  leverage 
to  get  cable  operators  to  distribute  other 
Disney  channels,  such  as  the  struggling 
ABC  Family  Channel.  "A  problem  with 
ESPN  could  be  a  real  house  of  cards  for 
Disney,"  says  one  media  executive. 

That  Washington  could  get  in  on  the 
act  is  now  raising  the  stakes  for  all  the 
players.  Few  topics  are  quite  as  incendi- 
ary for  consumers  as  their  cable  bill— and 
the  politicians  know  it.  Powerful  ESPN, 
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as  well  as  Fox  Spoi 
could  become  lightni 
rods   in   a   debate   o^ 
whether   TV   viewe 
should  have  a  la  ca 
channel  choices  on  cab 
Why  pay  for  somethi 
you     don't    watch? 
makes  sense  to  a  lot 
people,  except  to  fo 
running  businesses  1. 
ESPN.  Their  biggest  fe 
inability  to  sell  adverti 
ing  on  a  big  scale  to  tl 
fragmented   audienc 
created  by  tiering.  The ; 
losses,  suggests  the  GA 
would  be  made  up  for 
higher  monthly  bills. 
Bodenheimer    an 
Cox's  Robbins  are  both  scheduled  to  te 
tify  before  the  Senate  Commerce  Con 
mittee  on  Nov.  13,  which  is  certain  to  ac 
to  the  spectacle  of  their  public  joustin 
If  Congress  sinks  its  teeth  deeper  inl 
the  fee  fight,  Bodenheimer  might  ju 
find  himself  wishing  for  those  old  daj 
on  the  road.  II 

-By  Tom  Lowry  in  New  York  an 
Ronald  Grover  in  LosAngeh 
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Copyright  ffl  TSMC.  Ltd.  2003.  All  Rights  Reserved. 


Education 


J '?" 


■n 


TELEMARKETERS 

The  University  of 
Phoenix  Online  has    j 
an  army  of  customer- 
service  reps 


I 


ash-Cow 
diversities 


pr-profits  are  growing  fast  and  making 
loney.  Do  students  get  what  they  pay  for? 


S  ANOTHER  WORKDAY 
draws  to  a  close  in 
Phoenix,  some  20  adults 
hurry  from  their  offices 
to  a  marketing  course  at 
a  nearby  university.  But 
rather  than  meet  on  a 
fy  campus,  they  head  to  class  in  a  spar- 
,  leased  office  building  out  by  the  air- 
t.  Their  school:  the  University  of 
aenix,  the  nation's  largest  private  uni- 
sity,  with  96,000  students  scattered 
ong  134  satellite  locations  across  28 
tes.  Instead  of  tenured  faculty,  over 
y/o  of  the  university's  lecturers  are 
rking  professionals  who  teach  only 
1-time.  George  Francisco,  for  example, 
3-year  veteran  of  Kraft  Foods  Inc.  who 
w  runs  his  own  food-brokerage  firm,  is 
•  marketing  instructor.  Nor  are  the  stu- 
nts primarily  18-  to  24-year-olds.  Like 
light's  class,  they  tend  to  be  working 
ults  in  their  20s  and  30s  who  are  look- 
to  get  ahead  by  finishing  a  BA.  or 
ning  an  advanced  degree. 

.GLECTED  MARKET 

METHING  ELSE  SETS  the  University 
Phoenix  apart  from  most  other  col- 
es: It's  in  business  to  make  money,  and 
;  doing  so  in  spades.  In  the  year  ended 
g.  31,  earnings  of  parent  Apollo  Group 
.-.,  surged  53%,  to  $247  million,  as  rev- 
ues jumped  by  a  third,  to  $1.3  billion. 
ch  stellar  performance  has  given  Apol- 
a  market  value  of  $11.4  billion— equal 
the  endowment  of  Vale  University,  the 
tion's  second-wealthiest  college. 
Phoenix  is  the  most  prominent  of  a 
ntroversial  new  generation  of'for-prof- 
•olleges  that  are  emerging  as  a  dynam- 


ic new  force  in  higher  education.  As  tra- 
ditional universities  struggle  with  soaring 
costs  and  plunging  taxpayer  subsidies, 
the  10  largest  publicly  listed  for-profits 
have  already  grabbed  more  than  a  half- 
million  students.  Add  the  hundreds  of 
smaller  players,  and  overall  for-profit  en- 
rollment will  jump  by  6.2%  this  year,  or 
five  times  the  pace  at  conventional  col- 
leges, according  to  Boston  market  re- 
searcher Eduvenrures  Inc.  That  will  push 
the  industry's  revenues  to  $13  billion  this 
year,  up  65%  since  1999. 

How  are  they  doing  it?  Largely  by 
catering  to  the  voracious  appetite  for  col- 
lege-level skills  among  groups  neglected 
by  conventional  higher-ed  institutions. 
While  most  colleges  fight  furiously  over 
the  top  25%  of  high 
school  graduates,  for- 
profits  aim  for  the  middle 
half  of  the  class.  They  also 
target  working  adults 
hungry  for  technical  and 
professional  skills,  includ- 
ing many  lower-income 
ones.  Even  without  affir- 
mative action,  almost  half 
of  for-profit  students  are 
minorities. 

To  capture  these  boom- 
ing markets,  schools  such 
as  Phoenix  are  changing 
the  definition  of  what  it 
means  to  be  a  college. 
Rather  than  recreate  the  Ivory  Tower,  they 
treat  students  like  customers  whose  goal 
is  to  get  a  job  or  a  promotion.  So  students 
are  willing  to  shell  out  the  $1 1,000  or  so  a 
year  the  typical  for-profit  charges— less 
than  the  $20,000  tuition  at  private  col- 


TAKING  OFF 


BILLIONS  OF  DOLLARS 
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leges  but  more  than  twice  that  of  the 
erage  public  university. 

Programs  are  designed  with  the  job 
market— and  customer  needs— in  miinl. 
Most  are  highly  focused  on  a  particular 
skill  or  subject  area.  They  also  meet  at 
times  and  locations  that  are  convenient  for 
students,  who  can  keep  working  while 
they  study.  Many  companies  value  a  for- 
profit  education,  too:  60%  of  Phoenix  stu- 
dents get  tuition  reimbursement  from 
their  employers.  By  bringing  basic  busi- 
ness precepts  such  as  customer  service  and 
cost  controls  to  the  college  classroom,  for- 
profits  are  spearheading  educational  inno- 
vations that  are  likely  to  be  increasingly 
copied  by  their  nonprofit  counterparts. 

Critics  charge  that  for-profits  succeed 
by  commercializing  higher  ed.  Certainly, 
Phoenix  and  its  brethren  make  no  pre- 
tense of  providing  a  classic  liberal  arts  ed- 
ucation. Most  are  stripped-down,  sterile 
places,  a  far  cry  from  ivy-covered  cam- 
puses and  football  teams.  They  also  have 
done  away  with  many  hallmarks  vital  to 
great  universities,  from  pricey  research 
labs  to  purely  academic  subjects  such  as 
philosophy  and  linguistics. 

Still,  by  delivering  marketable  skills 
and  helping  students  to  complete  a  de- 
gree, the  best  for-profits  provide  a  service 
that's  largely  unavailable  elsewhere. 
"They're  not  about  to  supplant  the  finest 
educational  institutions  in  the  country, 
but  they  add  to  the  array  of  choices  stu- 
dents have|"  says  Yale  University  Presi- 
dent Richard  Levin. 

NICHE  STRENGTH 

LONG  TERM,  FOR-PROFITS  may  even 
challenge  traditional  uni- 
versities' dominance  in 
some  areas.  So  far,  most 
gains  have  come  from  stu- 
dents who  probably 
wouldn't  have  gone  to  a 
conventional  college.  But 
more  and  more,  they're 
stealing  those  who  might 
have.  Already,  10%  of 
MBA  candidates  attend  a 
for-profit,  up  from  2%  a 
decade  ago.  Ross  Univer- 
sity's 2,000-student  med- 
ical school— located  on 
the  island  of  Dominica  be- 
cause the  U.S.  medical  Es- 
tablishment won't  accredit  tor-profit  med 
schools— graduates  more  M.D.s  than  any 
school  in  the  U.S.  (Virtually  all  are  Amer- 
icans who  return  home  to  practice.) 

For-profits  also  have  grabbed  41%  of  the 
$3.5  billion  online-degree  market,  which 
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has  tripled  since  2000,  according  to  Edu- 
ventures.  They're  aggressively  expanding 
in  foreign  countries,  too,  targeting  eager 
students  from  Chile  to  China.  John  G. 
Sperling,  Phoenix  founder  and  chairman 
of  Apollo  Group,  predicts  that  as  it  rolls  out 
online  courses  in  developing  nations, 
Phoenix  could  become  the  largest  univer- 
sity in  the  world.  Meanwhile,  Career  Edu- 
cation Corp.  plans  to  raise  its  enrollment  in 
the  U.S.  and  abroad,  to  250,000  over  the 
next  few  years.  "Smaller  schools  and 
those  that  don't  serve  student  needs  are 
going  to  get  buried,"  says  Career  Educa- 
tion CEO  John  M.  Larson. 

WHAT  DEFICITS? 

IF  NOTHING  ELSE,  the  for-profits  have 
shown  that  there's  money  to  be  made  in 
higher  ed.  For-profit  entrepreneurs  have 
struggled  in  the  kindergarten-to-high 
school  arena,  as  exemplified  by  the  ongo- 
ing fiscal  woes  of  Edison  Schools  Inc.  But 
Phoenix  and  others  are  running  financial 
circles  around  conventional  colleges  even 


though  they  survive  on  tu- 
ition alone,  with  no  endow- 
ments or  taxpayer  subsidies. 
In  fact,  they  were  one  of  the 
stock  market's  best-per- 
forming sectors  during  the 
bear  market.  Five  of  them— 
Apollo,  Corinthian  Colleges, 
Career  Education,  Strayer 
Education,  and  ITT  Educa- 
tional Services— ranked 
among  the  top  25  of  Busi- 
nessWeek's Hot  Growth 
Companies  this  year. 

For-profit  colleges  have  been  a  part  of 
U.S.  higher  education  almost  as  long  as 
Harvard  College,  the  nation's  oldest.  But 
as  recendy  as  1990,  virtually  all  of  what 
are  still  called  "career  colleges"  were  little 
more  than  trade  schools  for  auto  me- 
chanics and  secretaries.  Since  then,  a  gov- 
ernment crackdown  on  shoddy  operators, 
combined  with  the  economy's  insatiable 
demand  for  college  grads,  has  sparked  a 
change  in  the  industry.  Of  today's  4,500- 


A  fierce 
focus  on 
marketable 
skills  has 
helped  grads 
land  jobs 


odd  remaining  for-pro 
about  800  now  grant 
grees  (almost  all  are  accr 
ited),  up  from  just  316 
1990,  says  John  Lee 
Bethesda  (Md.)  educatio 
consultant. 

Essentially,  the  new  i 
profits  have  taken  the  etl 
of  the  traditional  tr£ 
school— delivering  speci 
marketable  skills— and  ; 
plied  it  to  higher  educati 
For  example,  Katharine  Gibbs,  the  cen 
ry-old  secretarial  school,  has  explod 
from  2,000  students  to  15,000  since 
was  bought  by  Career  Education  in  19 
Gibbs  now  offers  degrees  in  business'a 
technology  to  a  student  population  tha 
40%  male,  vs.  2%  before. 

Gibbs  and  others  have  succeeded  by 
cusing  on  programs  aimed  at  furtherii 
students'  careers.  Indianapolis-based  E 
Educational  Services  Inc.,  which  teach 
technology  subjects  such  as  electronics 
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For-Profit  Colleges:  A  New  Force  In  Higher  Ed 

Publicly  traded,  for-profit  colleges  have  grown  explosively  in  the  past  decade.  Here  are  the  biggest  players: 


Apollo  Group  / 
University  of  Phoenix 


University  of  Phoenix 
Online 


Career  Education 
Corp. 


Corinthian  Colleges 


YEAR  FOUNDED/  ENTERED 
HIGHER  ED 


1973 


1989 


1994 


1995 


CURRENT  ENROLLMENT 


200,000 


79,400 


79,500 


57,600 


2003  REVENUES 


$1.3  billion* 


$527  million* 


MARKET  VALUE 


$11.4  billion 


$6.2  billion 


$1.2  billion 
$5.4  billion 


$517  million* 
2.9  billion 


DESCRIPTION 


The  U.S.'s  largest  private 
university  offers  degrees 
in  business,  technology, 
education,  health  care, 
and  criminal  justice. 


Kaplan  Inc. 


Education 
Management  Corp. 


The  university's  online 
arm,  which  offers  similar 
degrees  to  working  adults, 
is  separately  listed  as  a 
tracking  stock. 


75  campuses  and  an 
online  network,  including 
American  Intercontinental, 
Gibbs,  and  Int'l  Academy 
of  Design  &  Technology. 


ITT  Educational 
Services 


DeVry  Inc. 


Growing  via  acquisitions. 
Health,  business,  criminal 
justice,  and  technology  at 
over  125  campuses  in  the 
U.S.,  Canada,  and  online. 


Sylvan  Learning 
Systems 


1998 


1962 


1946 


40,000 


40,000 


37,000 


1931,  but  began  granting 
degrees  in  1969 


1998 


54,500 


110,400 


$360  million 


$640  million* 


$525  million 


$680  million* 


$460  million 


$2.5  billion  (est.)  $2.4  billion 


$2.3  billion 


Part  of  Washington  Post  Co., 
runs  60  colleges,  including 
Kaplan  and  all-online 
Concord  Law,  the  No.  2 
part-time  law  school. 


Art  Institutes  offer  design, 
fashion,  culinary,  and 
media .  Also  Argosy,  which 
offers  psychology,  health 
sciences,  and  education. 


Tech-oriented  degrees, 
with  76  campuses  in  29 
states.  China  joint  venture 
to  offer  tech  in  English  to 
Chinese  students. 


$1.7  billion 


$1.35  billion 


Includes  DeVry  for  tech  and 
business,  and  Ross's 
medical  and  vet  schools  in 
the  Caribbean,  attended 
mostly  by  Americans. 


For-profit  leader  abroad, 
with  95,000  students  at  9 
universities  in  7  countries 
in  Latin  America  and 
Europe.  Online  in  the  U.S. 


"•For  fiscal  year  ended  Aug.  31. 2003    "For  fiscal  year  ended  June  30. 2003     Data:  Business Weeli 
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APPROVED. 


Before  you  rubber-stamp  AT&T  and  AT&T  Wireless, 
make  sure  you  get  the  facts  from  Sprint. 


With  Sprint  as  your  wireless  and  wireline  provider,  your 
employees  get  a  more  complete  nationwide  network. 

•  Fewer  FCC  reportable  long-distance  network  outages 
nationwide  for  seven  years  running 

•  One  company  and  network  staff  managing  wireline  and 
wireless  service  as  a  single,  integrated  network 

•  30%  more  advanced  wireless  coverage  so  you  can  quickly 
access  your  corporate  data  in  more  places 

•  Laptop  connections  nearly  twice  as  fast  for  wireless  access 
to  your  corporate  network 

Get  the  facts  at  sprint.com/facts  or  call  866-700-0029 
for  a  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions 


Voice/Data 


PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


id  -  laims  based  on  published  averages  from  each  earner  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors.  Coverage  claims 

id  Spnm  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included 

available  service  plans  excluding  roaming  areas  Copyright  ©  Sprint  2003  All  rights  reserved  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 
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Healthcare  support  for  a  new  outlook  on  life 

What  could  be  more  rewarding  than  sharing  time  with  someone  you  love?  It's  the 
inspiration  behind  our  Sensing  and  Control  Technology  and  our  innovative  line  of 
healthcare  equipment.  Today,  Omron  is  the  world's  leading  manufacturer  of 
digital  blood  pressure  monitors.  And  with  operations  around  the  globe,  we  seek 
to  provide  each  customer  with  a  solution  that  meets  his  or  her  specific  needs. 


#1  Selling  Digital  Blood  Pressure 
Monitor  in  the  USA. 


ornRon 


Sensing  tomorrow7! 


'Industrial  Automation:  Omron  Electronics  LLC  800-55  OMRON  'Electronic  Components:  Omron  Electronics  LLC  800-55-OMRON  'Healthcare:  Omron  Healthcare,  Inc.  847-680-6200 
•Automotive:  Omron  Automotive  Electronics.  Inc.  248-893-0200  'Social  Systems:  Omron  Transaction  Systems,  Inc.  847-843-0515  Website:  www.omron.com 
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oris  psychologist  Dr.  Bob  Rotella  reveals  his  principles  of  business  golf 
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Widescreen  Plasma  HDTV.  This  is  Plasma  HDTV  as  it  should  be.  Breathtaking  design  and  a  picture  that's  in  a 
class  by  itself,  thanks  to  a  contrast  ratio  up  to  3000:1 .  This  isn't  just  any  plasma  TV.  It's  Panasonic.  Beautiful  on... or  off. 


Panasonic 
ideas  for  life 


See  the  big  picture  for  yourself  at  panasonic.com/voom 
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G6     DR.  BOB  ROTELLA:  TIPS 
FOR  BUSINESS  GOLF 


G12  WHERE  AMATEURS  TRADE 
SHOTS  WITH  THE  PROS 


G16  PARTY  FAVORS  THEY'LL 
REMEMBER  YOU  BY 


BusinessWeek  Golf  Digest 


G18  LINKS  OF  LUXURY:  HOW  TO 
BUILD  YOUR  OWN  COURSE 


BONNY  BANDON 

DUNES,  ORE: 

SHAPED  BY 

NATURE 


G22  A  ROUND  WITH  BANDON 
DUNES'  MIKE  KEISER 
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G26  A  CEO'S  BAG 

WITH  YARD  SALE  CLUBS 


S r     -^  ^"  *»is»  <=a 


BusinessWeek  &  Golf  Digest  I  Fall/Winter  2003  G5 


Golf 

Doctor 

HOW  TO  SUCCEED  IN  BUSINESS- 
ON  THE  COURSE  AND  OFF 
BY  DR.  BOB  ROTELLA 


ONE  OF  THE  GREAT  THINGS  ABOUT  PLAYING 
a  round  of  golf"  with  someone  is  you 
find  out  what  that  person  is  like.  How 
people  play  the  game  and  handle  its 
many  challenges  (mental  as  well  as 
physical)  can  tell  you  a  lot  about 
whether  they're  comfortable  with 
themselves.  That's  why  I  believe  golf  is  such  a  valuable 
business  tool.  A  lot  of  business  executives  think  they 
have  to  be  a  good  player  to  reap  the  benefits,  but  that's 
not  the  case.  If  you're  new  to  the  game  and  playing  in 
an  annual  company  tournament,  an  outing  with  the 
boss,  or  a  round  with  a  client,  there's  no  reason  why  you 
can't  enjoy  the  experience.  Most  important:  Trust  your- 
self and  your  personality.  Don't  worry  whether  you're 
a  good  player.  Relax  and  enjoy  the  time  with  cowork- 
ers and  business  associates.  The  worst  thing  you  can  do 


RENOWNED  SPORTS  PSYCHOLOGIST  DR.  BOB  ROTELLA  teaches 
athletes  and  business  leaders  how  to  use  their  minds  to  reach 
the  top  of  their  professions.  In  addition  to  being  a  consultant 
to  more  than  20  PGA  Tour  players,  including  Davis  Love  III, 
Nick  Price,  and  Brad  Faxon,  Rotella  has  given  motivational 
speeches  to  corporations  such  as  Merrill  Lynch,  General  Elec- 
tric, and  Coca-Cola.  Rotella  has  written  five  books,  including 
Golf  Is  Not  a  Game  of  Perfect  and  is  a  longtime  Professional 
Advisor  to  Golf  Digest  magazine. 
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USING  YOUR  HEAD: 
ROTELLA  ADVOCATES 
A  PATIENT  MENTAL 
APPROACH  TO  GOLF 
AND  BUSINESS 
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GOLF  &  THE  BUSINESS  LIFE 


is  to  pretend  to  be  a  good  golfer 
when  you're  not.  The  people 
you're  playing  with  are  go-    ^k 
ing  to  evaluate  your  per- 
sonality— not  your  golf 
game.  Are  you  an  enjoy- 
able person  to  spend  four 
to  five  hours  with?  If 
you're  not  a  good  player, 
accept  that  you're  not  and 
know  that  it's  not  a  big 
deal.  On  these  pages  I 
present  my  principles  to 
help  you  achieve  success 
on  the  golf  course  and  in 
the  workplace. 

HAVE  NO  FEAR 

Nothing  stymies  a  person's 
ability  to  play  golf  well  or  excel 
in  business  more  than  fear.  To 
be  successful  you  have  to  get 
past  the  fear  of  failure,  the 
fear  of  rejection,  and  the  fear 
of  ridicule.  When  you  step 
onto  the  course,  play  to  play 
great.  Don't  play  not  to  fail. 
Often,  when  golfers  struggle 
it's  because  they're  waiting  for 
something  bad  to  happen.  They  notice  the  bad 
breaks  and  none  of  the  good  bounces.  If  you 
have  to  fail  to  become  great,  so  be  it.  However, 
it's  amazing  how  much  you  can  achieve  when 
you're  not  worried  about  failing.  The  same  idea 
applies  in  business.  An  optimistic  attitude  is  a 
feeling  that  wonderful  things  are  going  to  hap- 
pen to  you  throughout  your  career. 

One  potentially  fearful  situation  that  a  lot 
of  business  executives  face  is  playing  with  the 
boss  or  an  important  client.  What  should  you 
do?  Should  you  let  your  boss  or  the  client  win? 
In  general,  I  would  say  no.  If  I'm  going  to 
play  with  the  boss  and  I'm  a  better  player,  I'm 
still  going  to  play  my  game  and  hope  it's  a 
enjoyable  and  equitable  match.  However,  when 
the  round  is  over,  if  I  shot  lower  than  he  did,  I 
win  and  he  loses.  If  you're  afraid  to  beat  some- 
one because  that  person  can't  handle  it,  you 
probably  don't  want  to  be  doing  business  with 
that  person  anyway. 
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"IF  I'M  GOING  TO  PLAY 

WITH  THE  BOSS  AND 

I'M  A  BETTER  PLAYER, 

I'M  STILL  GOING  TO  PLAY 
MY  GAME" 


SEIZE  THE  MOMENT 

I  spend  a  lot  of  time  talking  t 
L      tour  pros  about  living  in  th 
^     present.  This  means  sto 
judging  how  you're  doin, 
and  predicting  how  you'r* 
going    to    do.    Instead    ol 
thinking   about   what   yoi  ft 
need  to  shoot  on  a  hole  t( 
break  a  scoring  goal,  pla} 
one  shot  at  a  time.  If  yoi  fel 
have  that  state  of  mind  th#n  ' 
entire  round,  you  have 
better  chance  at  success. 

A  lot  of  underachieving 
tour  players  have   the   atti 
tude  they'll  be  good  players 
when  they  get  a  perfect  swing,  a  us 
perfect  putting  stroke,  and  hone 
all  of  their  skills.  What  they're  really 
doing  is  justifying  the  fact  that  i  ll 
they  don't  think  they're  ready  1 
to  play  well.  A  lot  of  people  in 
the  business  do  the  same  thing. 
They  put  off  making  the  big 
deal  or  taking  their  business  to 
the  next  level.  Sometimes  peo 
pie  just  wait  forever,  and  the 
next  thing  they  know  they're  lot 
75  years  old.  At  some  point  you  have  to  say: 
"I  know  what  I  need  to  do  to  succeed.  Now  I 
have  to  believe  I  can  do  it." 
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BE  YOURSELF 

Don't  try  to  impress  people  with  your  game 
What  tour  pros  tell  me  they  dislike  the  most 
about  playing  in  pro-ams  is  a  partner  who  |i 
spends  the  entire  round  trying  to  convince  the 
tour  pro  that  he's  way  better  than  he  really  is. 
The  person  claims  to  be  a  3-handicapper,  and 
he's  playing  like  an  18.  You  can't  fake  it,  so 
don't  try  to  impress  the  tour  pro.  He  just  wants 
to  have  a  good  time,  and  he  wants  you  to  enjoy 
the  round,  too.  He  doesn't  have  any  idea  how 
to  run  a  bank  or  a  financial  firm  or  whatever  it 
is  you  do  for  a  living.  But  he  respects  you  for 
having  passion  for  your  work.  So  relax. 

In  business,  the  image  you  have  of  yourself 
in  your  occupation  is  going  to  play  a  crucial 
role  in  how  patient  and  persistent  you  are.  If 
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i  sec  yourself  as  being  successful  at  whal  you 
in?  |,  it  becomes  easy  i<>  be  patient  and  persistent 
ml  pause  in  the  long  run  you  know  you're  m >it it; 
' si  [excel.  II   you  have  .1  l<>i  of  doubt  and  feai 

ili'il  |it  you're  not  going  to  he  successful,  then  you 

"ii'  ik!  not  to  he  patient  or  persistent.  Instead, 

id    1.1  have  this  dread  inside  you.    That's  why  it's 
portant  that  you  leel  destined  to  do  something 

k\  itastie  in  your  golf  game  and  career. 

pis  il  also  tell  tour  players  to  have  a  feeling  and 

■  lief  about  themselves  that  they're  the  best  at 

l>  jiat  they  do.  They  have  to  admire  their  game 

)re   than   anybody  else's.   It's   the   same  for 

siness  executives.  To  succeed  it's  important  to 

it    e  your  talent,  your  company,  and  your  role 

thin  the  company 

I  tell  "oilers  not  to  hit  a  putt  until  they 
tagine  the  ball  going  in  the  hole.  Similarly,  if 
u're  going  to  make  a  sales  pitch  to  a  client,  I 
ml  you  to  believe  the  client  is  going  to  say 

ha  is.  If  you  have  a  negative  feeling  or  attitude,  it 

:di   11  affect  your  presentation. 

•EP  YOUR  COOL 

remember  two  executives  at  a  large  hospital 
fere  interviewing  a  heart  surgeon,  and  they 
ok  him  to  play  golf.  The  heart  surgeon 
asn't  playing  well,  and  on  the  12th  hole  he 
>t  really  upset  and  lost  his 
mper.  The  executives 
•tided  not  to  hire  him 
■cause  they  thought 
is  behavior  on  tin 
nirse  was  a  reflec- 
on  of  how  he  might 
act    under   pressure 

the  operating  room, 
hat  may  not  always 
C  the  case,  but  there's 

good  chance  that  it 
)u  lose  your  temper 

Lying  golf,  you'll  lose 

doing    other    things, 
aid    if    you     treat    youi 
addie  lousy,  you'll  likely 
cat    your   employees   lousy. 
iiid  if  you  cheat   at   golf,  you 
ii»lil  cheat  at  life.  My   advice 
;  keep  your  cool  and  act  like  a 
rolcssional. 


"DON'T  WORRY  WHETHER 

YOU'RE  A  GOOD  GOLFER. 

RELAX  AND  ENJOY 

THE  EXPERIENCE" 


BE  MORE  EFFICIENT 

\  golfei  might  ucceed  and  gel  bettei  by  out- 
working everybody  else.  Aftei  thai,  it  becomt 
who  can  gel  in  the  quality  practio  and  who 
(an  become  more  efficient.  Thai  also  applie  to 
executives.  Aftei  a  lew  years  you  learn  hov\ 
your  business  works.  To  gel  bettei  you  have  •  > 
choice:  You  can  either  work  15-houi  days,  <<r 
you  can  become  more  efficient.  Highly  suc- 
cessful people  become  very  efficient.  They  in- 
crease the  quality  instead  of  the  quantity  They 
become  better  strategists  rather  than  worka- 
holics. They  learn  to  focus  on  what  they're 
doing.  'They  get  past  the-  interruptions  that  dis- 
tract other  people.  It's  the  same  way  with 
golfers.  They  make  sure  they  spend  ample  time 
practicing  the  clubs  they  use  most.  A  good 
golfer  may  love  to  hit  5-irons,  but  he  knows  he 
has  to  learn  to  have  fun  practicing  the  clubs 
that  are  going  to  help  him  score,  like  the  putter 
and  wedges.  Similarly,  people  who  do  well  in 
business  figure  out  where  to  focus  their  time 
and  how  they  can  best  contribute  to  the  com- 
pany's growth  and  success. 

HOW  TO  TALK  BUSINESS 

A  lot  of  deals  are  made  on  the  golf  course,  but 
most  good  players  would  rather  play  golf  when 
it's  time  to  play  golf  and  talk  business  after- 
ward. If  you're  going  to  talk  business 
during  a  round,  there's  a  time  and 
place  to  do  it.  The  best  time  to  talk 
business  is  after  everyone  has  hit  their 
tee  shots  until  it  is  the  first  person's 
turn  to  hit  a  second  shot.  After 
everyone  has  hit  their  approach 
shots,  it's  O.K.  to  talk  business 
until  you  get  to  the  green.  Re- 
member, the  20  seconds  be- 
fore a  person  hits  a  shot  until 
the  ball  hits  the-  ground  is  a 
sacred  moment.  .Vnd  if  you  en- 
joy needling  your  partner,  wait 
until  alter  he-  hits  his  shot. 
A  lot  of  golfers  love  to  bet. 
'The  only  thing  1  would  tell  busi- 
ness people  is  don't  bet  such  a 
large  amount  that  il  Ljets  emo- 
tional and  begins  to  affeel  hu- 
man  relations.    Keep   it   a  small 
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wager  so  everyone  feels  com- 
fortable, win  or  lose.  A  $2 
or  $5  nassau  is  plenty. 

GET  PAST  REJECTION 

1  "in    always    reminding    my 

business  clients  that  golfers 
have  to  commit  to  seeing  the 
ball  go  toward  the  target  or  a 
putt  go  into  the  hole  even  though 
more  than  half  the  time  it 
doesn't.  Even  the  best  players  in 
the  world  with  unbelievable  tal- 
ent and  skill  fail.  Once  they  get 
outside  six  feet  on  the  putting 
green,  tour  players  miss  more 
than  they  make.  The  challenge  is 
to  keep  seeing  it  go  in  the  hole 
regardless  of  the  result.  People 
in  business  should  think  the  same 
way.  Approach  each  day  in  a 
great  state  of  mind.  Love  the 
challenge  of  what  you  do.  Ac- 
cept the  fact  that  everybody  who 
is  successful  has  been  rejected. 
Have  the  mind-set  that  the  person  who  told 
you  "No"  thinks  he's  rejecting  you,  but  you're 
going  to  go  back  until  you  get  what  you  want. 
Call  it  patience.  Call  it  persistence.  But  you 
have  to  be  more  committed  to  getting  that  per- 
son to  say  "yes"  than  he  is  to  rejecting  you. 

Years  ago  at  the  Byron  Nelson  tournament  in 
living,  Tex.,  Tom  Kite  and  I  were  having  lunch 
with  a  teaching  pro  from  Texas  who  had  two 
young  students  qualify  for  the  event.  He  said  his 
guys  were  really  nervous  because  they  hadn't 
played  with  anyone  really  good.  Kite  said  what 
they  should  do  is  walk  up  to  the  best  guys  on 
tour  and  say,  "I'd  love  to  play  a  practice  round 
with  you,"  and  then  go  play  a  round  when 
they're  willing  to  play.  But  they  would  have  to  be- 
gin by  having  the  guts  to  ask.  Similarly,  business 
executives  should  seek  out  the  greats  in  their 
industries  and  ask  them  out  to  dinner.  Listen 
and  get  ideas  about  how  to  succeed. 

LEARN  TO  EVOLVE 

Golfers  have  had  to  adjust  to  the  changing 
technology  of  golf  equipment  better  golf  balls 
and  larger,   hotter  drivers.   People  in  business 
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"TO  SUCCEED  YOU  HAVE 

TO  GET  PAST  THE 

FEAR  OF  FAILURE, 

THE  FEAR  OF  RIDICULE" 


have   to  change  and  adapt,   to! 
There  are  fundamentals  you  do 
change,  because  they're  crucial 
success.  There  are  other  areas 
your  business  that  you  have  to  ai 
just  to  and  change  as  the  busine 
climate  and  world  evolves. 

I  remember  Kite  telling 
former  tour  pro  years  ag 
that  when  he  was  new  o 
tour,  a  lot  of  players  wh 
missed  the  cut  went  horn 
But  Kile  stayed  and  prac 
ticed.   He  got   up  early 
the  morning  to  use  the  prac 
tice  facility.  Then  he'd  go  out  i 
the  afternoon  and  follow  the  guy 
in  the  last  two  groups  Saturda 
and  Sunday.  The  former  tour  pn 
looked  at  Kite  and  said,  "Wow 
nobody  ever  told  me  to  do  diat. 
wish   someone   had."   Kite   saic 
nobody  told  him,  either.  He  saic 
he  just  figured  it  out  for  himself 
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BE  PREPARED 

If  you've  never  played  in  a  company  outing  or  ar 
annual  tournament,  don't  let  your  inexperience  in- 
timidate you.  There  are  tilings  you  can  do  to  pre- 
pare. First,  if  you  don't  own  golf  clubs,  buy  a  set 
You  don't  have  to  buy  die  most  expensive  brand 
Your  local  golf  shop  should  have  a  good  selection 
of  beginner  sets.  Second,  if  you  don't  have 
U.S.  Golf  Association  Handicap  Index,  you  should 
consider  getting  one.  A  Handicap  Index  allows 
golfers  of  different  abilities  to  play  fair  and  equi- 
table matches.  Visit  usga.org/handicap  for  more 
information.  In  the  interim,  you  can  also  establish 
a  free  Golf  Digest  Handicap  by  visiting 
golfdigest.com/handicap.  Third,  if  you've  been  in- 
vited to  play  at  a  coworker's  club,  find  out  who's 
paying  the  green  lees,  what  type  of  clothing  is  ap- 
propriate, if  tipping  is  required  for  caddies,  lock- 
er room  attendants  or  other  club  employees,  and 
how  much  is  appropriate.  Finally,  ask  what  time 
you  should  arrive.  Nothing  is  worse  for  your  golf 
swing,  or  your  business  mind  than  to  be  late. 
When  you're  comfortably  on  time,  you  can  relax 
and  you  can  think  straight.  And  that's  when  you 
perform  your  best.  ■ 


* 


PDJ 


or 


1SUNG  DIGIT,,//' 

yone'i    invited,. 


i, 

Milt 


"a; 

wh 

in 

Mi 

Iv'i 

prai 

pr 


LDHERE 


(Ill 

Ilk  11    ' 

•   Mil       1 

S 

5> 

•     1 

fld'tr  . 

(,.,.-. 

A/ 

['o'*6o<* 

f   i  -fi  - 

•ii  iffiti 

CO 

^ 

HO': 

Moil 

Memo  Pod 

Sr 

J? 

© 

MtMVftl 

fnHrvKil   J 

FOLD  HERE 


TALK 

1    H 

45- 


tNO; 


o- 


Announcing  an  incredibly  compact,  folding  PDA  phone. 
The  amazing,  new  Samsung  i500. 


i500 
PDA  Phone 

fOW«  HI  D 


i600  i700 

Smartphone  Pocket  PC  Phone 


Window 
Mobile 


The  Samsung  family  of  PDA  phones. 
That's  DigitAII  ingenuity. 

We  started  with  a  sleek,  flip  phone  design.  Then  we  added  a  vivid 
65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  Then  we  created  a  whole  line  of  incredibly 
compact  PDA  phones  in  both  PalmOS  and  Windows  Mobile  "-based 
operating  systems.  So  whether  you're  checking  email  or  calling  the 
office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 


ar  more  information  visit  www.samsungusa.com/wireless 

lmsung  mobile  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row,  according  to  Brand  keys,  a  leading 
dependent  authority  on  brand  loyalty.  »32003  Samsung  Telecommunications  America.  LP  Samsung  is  a  registered  trademark  ot  Samsung 
■.  lionici  America.  Inc  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  are  registered  trademarks  of  PalmSource.  Inc.,  a  subsidiary 
Inc.  Windows  and  Windows  Mobile  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and  other  countries 
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YOU  DON'T  HAVE  TO 
BE  A  BIG-DOLLAR  CLIENT. 
AND  A  GOOD  TIME  IS  A 
SURE  THING 
BY  DEAN  FOUST 


rro-Am 


I  STEP  UP  FOR  MY  OPENING  TEE  SHOT  IN 
my  first-ever  pro-am  and  whisper  what 
must  be  the  silent  prayer  uttered  by 
every  golfer  who  ever  stood  in  my 
shoes:  "Please,  Lord,  no  whiffs.  Let 
there  be  contact.  Let  there  be  sound." 
Adding  to  my  jitters  is  the  fact  that  the 
eighth  hole  at  Prestonwood  Country  Club  out- 
side Raleigh,  N.C.--the  opening  venue  for  our 
fivesome  that  includes  1971  Masters  champion 
Charles  Coody--is  hardly  an  easy  start.  While 
just  1 23  yards  from  the  blue  tees,  this  par  3 
plays  to  a  daunting  island  green. 
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MOST  PROS 
ASK  ONLY  THAT 
AMATEURS 
KNOW  BASIC 
COURSE 
ETIQUETTE 


I  swing.  My  hopes  soar  as  I  hit  my  9-iron  as 
solidly  as  I  ever  have.  Then  they  sink  as  fast  as 
my  ball,  which  lands  with  a  splash  in  the  lake 
behind  the  green.  Thus  marks  my  humbling  in- 
troduction to  the  world  of  corporate  pro-ams, 
where  executives  and  odier  amateurs  Rib  elbows 
and  trade  shots  with  tour  pros. 

Of  the  140-odd  PGA  Tour,  Nationwide,  LPGA, 
and  Champions  Tour  tournaments,  many  offer 
one-  or  two-day  pro-ams  on  the  Monday, 
Wednesday  or  Thursday  leading  up  to  the 
main  event.  Granted,  at  some  of  diese,  die  title 
sponsor  holds  most  of  the  playing  slots,  and 
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gives  them  to  its  lop  clients  and  em- 
ployees. "I  preach  to  my  employees  the 
importance  of  building  strong  bonds 
with  oui  customers.  And  the  customers 
who  conic  down  for  the  pro-am  all 

Ihave  such  a  wonderful  experience  thai 
they  look  forward  to  getting  asked 
again  nexl  year,"  says  James  II.  Good- 
night, chief  executive  of  SAS  Institute 
Inc.,  the  privately  held  software  com- 
pany that  sponsored  the  Champions 
Tour  event  in  which  I  played. 
But  many  sponsors  also  reserve  a 
few  slots  lor  sale  to  individuals  or  busi- 
i  nesses,  a  practice  that  helps  them  de- 

fray as  much  as  20%  of  tournament 
expenses.  The  entry  fees  vary  widely, 
depending  on  the  tournament  and  the 
tour  (table).  Oh,  and  don't  expect  to  be 
paired  with  a  star  such  as  Tiger  Woods 
or  Arnold  Palmer.  Sponsors  lock  up 
the  big  names  for  their  own  foursomes. 
If  you're  shut  out  of  the  major  pro- 
ams,  for  $1,500  to  $2,500  you  can  buy 
a  slot  in  the  little-publicized  Saturday 
Series.  These  lH-hole  outings  let  ama- 
teurs play  with  younger  PGA  Tour  pros 
who  missed  die  cut  on  Friday  and  hope 
o  earn  enough  in  appearance  fees  to  cover 
heir  travel  expenses  for  the  week. 

Most  pro-ams  emphasize  camaraderie 
uul  run  rather  than  serious  competition. 
\t  the  s.\s  Institute  event  in  early  Sep- 
ember,  we  play  a  modified  "best  ball." 
in  this  format,  the  amateurs  in  each 
oursomc  play  the  single  best  tee  shot 
is  their  second  shot,  then  play  their  own 
tall.  The  pro  simply  plays  his  own  ball 
[he  whole  round.  The  best  single  score 
lor  each  hole  after  adjusting  for  handi- 
caps la  golfer  with  a  1  2-handicap,  sav. 
Subtracts  .i  stroke  on  each  of  the  12 
toughesl  holes!  is  the  score  lor  each  team. 
On  the  PGA  Tour,  stars  treat  pro-ams 
with  dread  something  they  do  only  be- 
cause PGA  Tour  officials  insist  that  the  10 
best  golfers  in  each  tournament  play  in 
the  pro-. mi  or  risk  being  disqualified 
from  die  real  tournament.  On  the 
Champions    Tour,  every  pro  musl  play. 
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Foi  man)  pros,  the  pro-am  can  l^-  hazardo 
Fuzzy  Zoellei  recalls  standing  behind  an  < 

ulive  as  he  SWUng  a     i  lion   horn    150  yard-   OUt. 

Somehow,  the  ball  shot  straight  back  through 
the  man's  legs  and  hit  Zoeller  Hush  in  the 
chest.   The  executive  turned  and  sputtered,     I 

dial  going  to  him.'!"  to  which  a  stunned 
Zoeller  replied.  "I  don't  know.  I've  never  been 
hit  like  that." 

Similarly,  Pacific  Investment  Management  Co. 
investment  gum  Bill  Gross  recalls  how  he  almost 
took  Tiger  Woods'  ear  oil  alter  toeing  a  fairway 
wood  right  just  as  Woods  was  approaching  a 
green  200  yards  ahead.  "I  tried  to  yell,  'Fore!' 
but  only  got  to  To  when  Tiger  turned 
around,  and  my  ball  passed  within  a  half-inch  of 
his  left  ear,"  Gross  says.  While  Woods  never 
mentioned  the  incident  to  Gross,  months  later. 
Woods'  sometime  swing  coach,  Butch  Harmon, 
called  out  to  the  bond  manager  by  name  when 
Gross  went  to  the  coach's  golf  school  in  Las  Ve- 
gas. "I  asked  Harmon,  'How  do  you  know 
me?'  and  he  said,  'You're  the  guy  who  almost 
killed  my  man,  Tiger.'" 

For  their  part,  most  pros  ask  only  that  ama- 
teurs know  basic  course  etiquette:  Don't  walk  in 
odier  players'  putting  lines,  play  quickly,  don't  hit 
out  of  turn.  At  pro-ams  like  the  SAS  Champi- 
onship that  use  the  best-ball  format,  pick  up 
vour  ball  once  it's  clear  you  won't   beat  the 


Typical  Pro -Am  Events 

PGA  TOUR  Mercedes  Championships;  The  Plantation  Course,  Kapalua, 
Maui,  Hawaii;  Jan.  5-11,  2004;  $8,500  per  amateur 

CHAMPIONS  TOUR  (SENIOR  PGA  TOUR)  Royal  Caribbean  Golf  Classic; 
Crandon  Park  Golf  Course,  Key  Biscayne,  Fla.;  Feb.  4-5,  2004;  $16,000 
per  foursome 

LPGA  TOUR  Safeway  International;  Superstition  Mountain  Golf  &  Country 
Club,  Phoenix;  Mar.  15-16,  2004;  $5,000  per  amateur 

NATIONWIDE  TOUR  LaSalle  Bank  Open;  The  Glen  Club,  Glenview,  III; 
June  9,  2004;  $1,250  per  amateur 

SATURDAY  SERIES  Buick  Invitational  Saturday  Series  Pro-Am;  Torrey 
Pines  North,  San  Diego;  Feb.  14,  2004;  $2,000  per  amateur 


FOR  A  LIST  OF  PRO-AMS.  GOT  TO  PGAT0UR  COM  AND  CLICK  ON  TOURNAMENTS  " 
FOR  SATURDAY  SERIES  EVENTS,  GO  TO  SATURDAYSERIES  COM 
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scores  of  your  playing  partners.  Other  than 
that,  tour  pros  advise  amateurs  to  lighten  up. 
"Look,  you  have  to  know  you're  probably  nev- 
er going  to  play  your  best  in  a  pro-am.  Nobody 
does,  so  just  accept  that  going  in,"  says  Dave 
Barr,  a  Champions  Tour  player  who  won  the 
Royal  Caribbean  Golf  Classic  last  February. 

At  the  "pairings  party"  the  night  before  the 
tournament,  my  foursome  draws  Coody  While 
the  66-year-old  West  Texan  doesn't  contribute 
any  birdies  to  our  team  score  that  day,  he 
quickly  endears  himself 
by  joking  around  with 
our  group,  telling  one 
of  my  partners,  "What 
are  you  doing  with 
that  iron  off  the  tee? 
Go  get  your  driver!" 
Better  yet,  Coody 
doesn't  pass  up  a 
chance  to  help  us  read 
our  putts,  and  his  cad- 
die rakes  our  traps  af- 
ter any  of  us  hits  from 
a  bunker. 

Coody  even  offered 
strategy  that  wasn't  ob- 
vious to  us:  When  I  re- 
deem myself  for  my 
opening  tee  shot  by 
hitting  on  the  next  par 
3  to  within  eight  feet 
of    the    hole,    Coody 


STARS:  FROM 
LEFT,  GARY 
PLAYER, 
CRAIG 
STADLER 
(CENTER),  AND 
LEETREVINO 
WITH  TEAM- 
MATES; BE- 
LOW, AMATEUR 
EXHILARATION 


suggests  that,  since  my  15  handicap  is  the  low- 
est in  our  foursome,  I  putt  first.  That  way,  the 
two  players  with  handicaps  above  18 — who 
get  to  subtract  two  strokes  on  this  difficult 
hole — can  see  how  my  putt  breaks.  If  I  putt  in 
for  a  "birdie  two,"  it's  a  net  score  of  one  with 
my  handicap.  But  if  either  of  my  high-handi- 
cap teammates  putts  in  for  birdie,  he  gets  to 
subtract  two  strokes  for  a  "net  zero."  Sure 
enough,  when  my  putt  breaks  a  little  more  to 
the  left  than  I  expected,  Matt  Pannier,  a  man- 
aging partner  at 
Unisys,  uses  this  knowl- 
edge to  drain  his  putt. 
We  walk  off  with  an- 
other "net  one" 
prompting  fist  bumps 
and  high  fives. 

Reality  sets  in  when 
we  check  the  leader 
board  leaving  the  18th 
hole  and  see  that  our 
team  score,  1 1  under 
par,  won't  cut  it.  hi  fact, 
we're  third  from  the 
bottom.  And  when 
Hurricane  Isabel  washes 
out  the  second  round, 
we're  left  with  no 
chance  at  redemption. 
So...  I  wonder  where 
the  Champions  Tour 
plays  next  week?  ■ 
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for  mor*  information  on  how  to  help  moke  your  workplace  safer,  visit  www  libertymutual.com/business 

liberty  Mutual  Group 


You  could  say  it's  our  obsession.  One  that's  kept 
teams  of  scientists  in  Hopkinton,  Massachusetts 
hard  at  work  since  1954.  It  was  then  that  the 
Liberty  Mutual  Research  Institute  for  Safety  was 
created  with  a  singular  mission:  to  help  prevent 
injury  and  illness  in  the  workplace. 
Today,  the  Research  Center  remains  the  only 
one  of  its  kind  and  is  considered  among  the 
world's  foremost  safety  institutions.  If  you  think 
that's  impressive,  consider  another  impressive 
achievement:  consistently  and  significantly 
improving  our  clients'  bottom  lines. 
Last  year,  for  instance,  our  programs  saved  them 
over  $100  million  and  240.000  disability  days,  while 
reducing  claims  up  to  17%.  But  that's  not  surprising. 
When  you  think  about  safety  as  much  as  we  do, 
good  things  usually  happen. 
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FOR  AN  EVENT  TO  REMEMBER, 
DON'T  SKIMP  ON  THE  PARTING  GIFTS 
BY  MARK  HYMAN 


w  d  i    mnrw\  n  i  ivmm 

Goodie! 


THERE'S  MORE  TO  THROWING  A  PERFECT 
golf  outing  than  treating  clients  to 
a  first-rate  golf  course.  Classy 
events  end  with  classy  parting  gilts. 
Don't  count  on  making  a  splash 
with  golf  tees  or  towels  with  your  company  logo. 
We  asked  an  A-list  of  golf-event  planners  to 
share  their  ideas  for  the  perfect  goodie  bag. 
Todd  Southard,  director  of  Corporate  Golf  Pro- 
fessionals in  Pebble  Beach,  Calif.,  frequendy  es- 
corts small  groups  on  red-carpet  outings  to 
big  tournaments,  such  as  the 
Masters  in  Augusta,  Ga. 
Southard  aims  for  gifts 
that  move  the  nee- 
dle on  the 
"wow"  meter. 
One  winning 
idea  was  a 
replica  green 
jacket  similar 
to  the  one 
awarded  to 
each  year's 
Masters  champ. 

On  another  Masters 
outing,  Southard  scored 
with  a  visit  from  beltmaker 
Chacon.  The  company  pres- 
ident  personally  met   with 
guests    and    assembled    for 
each    a   $500    custom   belt 
from  an  array  of  silver  buck- 
les and  exotic  skins. 

Jan    Ferraris,    founder   of 
Outings    on    the    Links,    a 
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Phoenix-based      even 
company,   likes  sendi 
guests  home  with  mo 
than  one  freebie.  For 
outing  in  Northern  Ca 
fornia,  the  former  LP' 
pro   assembled   a   $3 
foul-weather  wardrob 
with  a  rain  suit,  umbre 
la,     and     Footjoy     go 
shoes. 

For  groups  of  seriou 
golfers,  Nancy  Vera,  pres 
ident  of  Event  Links  In 
ternational  in  Palm  Beach  Gardens,  Fla.,  sug 
gests  arranging  an  on-site  visit  from  high-enc 
club  manufacturers   including  Callaway  Gol 
Co.  and  Cleveland  Golf  Co.  Company  rep; 
pull  up  in  mobile  equipment-fitting  studios 
and  guests  then  test  clubs  that  can  be  built  tc 
their  swing  specifications.  Later,  they  get  to 
take  home  a  new  club,  for  which  the  host  pays 
at  least  SI 00. 

Some  planners  will  even  arrange  an  outing  to 
an    equipment    maker's    testing   center.    Peter 
Jacobsen  Productions  Inc.  in  Beaver- 
ton,  Ore.,  works  with  Acush 
net  Co.,  maker  of  Tideist 
golf  clubs,  on  a  dream 
trip  that  includes  a  be- 
hind-the-scenes  tour   of 
die  company's  test  facil- 
ity in  Carlsbad,  Calif 
A  few  weeks  after 
die  outing,  which 
includes  a  stay, 
dining,  and  golf 
at     the     Four 
Seasons   Resort 
in  Carlsbad,  guests 
receive  a  custom  set 
of  clubs,  shirts,  caps, 
balls,  and  a  personalized 
golf  bag.  The  two-day 
Titlcist    outing,    for    a 
group  of  8,  is  $98,000. 
Saying  good-bye  is  ex- 
pensive.  But  do  it  this 
way,  and  your  guests  will 
never  forget  you.  ■ 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 

1    2003  Computer  Associates  International,  Inc.  (CAI.  All  rights  reserved. 
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EVER  DREAM  OF  YOUR  OWN  GOLF  HAVEN?  IT 
TAKES  LAND,  SAND,  AND  PLUCK-OH,  AND  Ml 
BY  DEAN  FOUST 


IT  WOULD  RANK  AS  EVERY  GOLFER'S 
dream:  a  club  where  there's  no  wait 
for  a  tee  time  and  where  you  never 
have  to  play  with  anyone  you  don't 
like.  A  course  where,  if  you  can't 
stay  out  of  the  greensidc  traps  on 
the  1 3th  hole,  well,  just  move  them. 
For  most  golfers,  such  a  venue  will  forever  be  a 
fantasy,  but  not  for  the  dozen  or  so  wealthy  exec- 
utives who  have  built  their  own  courses — a  list  that 
includes  Blockbuster  Entertainment  founder  H. 
Wayne  Huizenga,  casino  mogul  Steven  Wynn, 
and  Re/Max  International  founder  Dave  Linigcr. 
Even  for  those  execs  who  allow  in  enough  mem- 
bers to  defray  the  operating  costs,  having  control- 
ling ownership  means  you  can  avert  die  political 
battles  that  rock  many  country  clubs.  "It's  kind  of 
a  one-vote  deal — me,"  jokes  Jeff  Shearer,  who 
after  retiring  as  an  executive  of  Bennigan's  and 
Blockbuster,  built  his  own  $  1 2  million  course, 
Lost  Dunes,  in  south  western  Michigan. 

For  many  of  these  men,  hav- 
ing their  own  course  is  not  just 
the  ultimate  status  symbol— 
which  it  is — but  also  a  reward 
for  years  of  hard  work.  Jerry 
Rich,  who  made  his  fortune 
building  one  of  the  first  inte- 
grated computer  systems  for 
Wall  Street  traders,  recalls  play- 
ing at  Augusta  National  Golf 
Club  with  a  friend.  When  Rich 


SANCTUARY 
GOLF  CLUB, 
IN  SEDALIA, 
COLO.:  A  $30 
MILLION  DUF- 
FERS' DREAM 


JUST 

LLIONS 


mused    about 
how  great  it  would  be  to 
become  a  member,  his  friend 
said  curtly:  "Forget  it.  You  have  to 
be  invited  by  the  board,  and  it's  just 
about  impossible  to  get  in."  Rich  re- 
turned home  and  told  his  wife:  "I  don't 
think  I'll  ever  be  a  member  at  Augusta  Na- 
tional. So  I'm  going  to  build  my  own.". 

Rich  contracted  with  a  prominent  designer, 
but  when  the  staff  was  weeks  late  with  the  first 
assignment — designing  a  simple  pond  to  go  in 
front  of  the  clubhouse — Rich  took  on  the  project 
himself.  He  began  devouring  every  book  he 
could  find  on  course  design.  In  1988,  he  built  his 
first  three  holes — and  added  a  few  more  every 
couple  of  years.  In  1998,  Rich  finished  the  18th 
hole  at  his  $20  million  Rich  Harvest  Links  in 
Sugar  Grove,  HI.,  which  Golf  Digest  ranks  as  one 
of  'America's  100  Greatest  Courses."  Rich  Har- 
vest Links  Uirned  out  to  be  a  blend  of  styles  that 
borrows  not  only  from  Augus- 
ta National — Rich  even  built  a 
replica  of  the  champions'  lock- 
er room — but  there  are  also 
the  sandy  waste  areas  of  New 
Jersey's  Pine  Valley  and  the 
tight,  oak-lined  fairways  of 
Medinah,  outside  Chicago. 

In  hindsight,  Rich  isn't  sure 
he  recommends  going  it  alone 
without  an  architect:  "Design- 
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ig  and  shaping  and  getting  a  hole  just  like  yon 
ant  it  there  are  a  lot  of  sleepless  nights." 
jul  the  trial-and-error  approach  means  lots  of 

ror:  Rich  estimates  that  of  the  102  hunkers  on 
ie  course,  he  had  to  redo  roughly  80. 

So  what  does  it  cost  for  such  a  vanity  project? 

he  biggesl  cost,  not  surprisingly,  is  land — and 
ou'll  need  lots  of  it.  Never  mind  that  St.  An- 
rews  was  compressed  into  a  mere  80  acres.  To- 
ay,  you'll  have  a  hard  time  finding  an  insurer 

ho  will  provide  liability  coverage  for  any  course 
u  less  than  150  aires.  Shearer  paid  an  average 
if  just  87,000  lor  each  of  the  2:"):!  acres  on 
x  1  lit  1 1  he  built  Lost  Dunes  or  roughly  a  third 
if  what  he  says  some  friends  spent  to  build  a 
esort  course  in  Florida.  Still,  the  acquisition 
arocess  can  get  complicated  when  the  sellers  re- 
di/.e  they're  dealing  with  a  well-heeled  executive. 
Vhcu  Herbert  Y.  Kohlerjr.,  CEO  of  plumbing 
;iaut  Kohlei  Co.,  approached  a  local  utility 
hat  owned  the  500  acres  along  Lake'Michigan 
ie  coveted  for  <>  Scottish  links-style  resort  course, 
he  company  agreed  to  sell  only  if  Kohler  could 


produce  .i  similar!)  largi   tracl  to  trade  foi  it.  It 
took  Kohlei  nearly  18  months  oi   negotiation 

w  uli  lot  ,il  I. ii  mei  s  i"  se<  ure  the  pan  el.  and  he 
ended  u|>  paying  more  than  he  antu  ipated. 
Once  you've  bought  the  land,  the  work  has 
just  begun.  Architectural  lees  can  easfly  run  SI 
million  to  $1.25  million  if  you  want  Jack 
\i(  klaus.  Tom  Fazio,  or  another  top  designer. 
It  will  cost  a  couple  hundred  thousand  dollars 
if  you're  willing  to  entrust  your  project  to  a 
young  designer  still  trying  to  make  a  name. 
Environmental  engineering  fees  can  vary 
from  $60,000  to  SI  million,  depending  on 
which  state  you're  building  in.  while  tin- 
sheer  act  of  moving  dirt  and  installing  the 
proper  drainage  and  irrigation  systems  can 
easily  top  $1.5  million. 

Then  there's  the  sand  for  bunkers 
($200,000  to  $600,000,  depending  on  the 
number),  construction  of  the  18  greens  (as  little 
as  $6,000  for  a  small,  basic  green  to  as  much  as 
$60,000  each  for  larger  greens  meeting  L'sga  de- 
sign standards),  a  maintenance  facility  ($500,000). 
mowers  and  other  equipment  (a  minimum 
$350,000),  and  a  clubhouse  ($1  million-plus).  .\nd 
all  that  doesn't  include  money  for  landscaping, 
where  "the  sky's  the  limit,"  according  to  Clyde 
Johnston,  a  Hilton  Head  Island  (S.C.)  architect. 
Johnston  says  he  can  build  for  as  little  as  S3  mil- 
lion getting  you  "a  decent  course  but  nothing  to 
shout  about.  For  that,  you  can  easily  spend  $8 
million  to  $10  million  without  the  land."  Oh. 
and  figure  on  an  additional  $500,000  to  $2  mil- 
lion a  year  tor  maintenance,  an  expense  that  ul- 
timately led  builders  such  as  Rich  and  greeting- 
card  entrepreneur  Mike  Reiser  to  bring  in  small 
groups  of  members  to  share  the  upkeep. 

Don't  expect  huge  tax  breaks.  Boston  attorney 
Stephen  J.  Small,  a  former  tax  specialist  at  the 
Treasury  Dept.,  warns  against  tax  schemes  that 
"rely  on  grossly  inflated  appraisals  that  require 
the  owner  to  say  he's  giving  up  the  right  to 
build  3,500  homes,  a  hotel,  a  conference  cen- 
ter even  when  the  course  is  really  in  the  mid- 
dle of  nowhere." 

\ot  surprisingly,  (lashes  sometimes  develop 
between  the  entrepreneurs  who  are  used  to  hav- 
ing total  control  and  the  designers  accustomed  t<> 
building  for  faceless  corporations  that  don't  mi- 
cromanage  ever)  step  they  take.  Johnston,  the  ar- 
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chitect,  recalls  a  course  he  built  for  a  wealthy  in- 
dhidual  on  the  East  Coast.  The  client,  who  ul- 
timately opened  his  course  for  outside  play  re- 
fused to  widen  the  fairways,  built  small  greens 
with  bent  grass  rather  than  with  the  Bermuda 
grass  that  Johnston  recommended,  and  cut  cor- 
ners on  the  grading.  "He  kept  saying:  'I  can't  af- 
ford that.  And  the  golfers  don't  need  it.'"  But 
some  of  the  fairway  grass  died  from  lack  of 
sunlight,  the  course  flooded  after  heavy  rains, 
and  the  tiny  greens  couldn't  stand  up  to  the 
wear  and  tear  of  weekend 
play.  "He  tried  to  spend  75 
cents  on  the  dollar,  and  he 
didn't  get  his  money's 
worth, "'  Johnston  says. 

From  the  executives'  per- 
spective, big-name  design- 
ers often  waste  money  in 
their  pursuit  of  perfection. 
"A  lot  of  architects  don't 
give  a  darn  about  the  bud- 
get. If  there  are  five  grades 
of  timber,  they  say:  'Let's 
use  the  most  expensive 
timber,' "  says  Re/Max 
founder  David  Liniger,  who 
decided  in  the  mid-1990s 
to  build  a  course  on  222 
mountainous  acres  in 
Sedalia,  Colo.  Liniger  en- 
tertained proposals  from 
famous  architects,  but  gave 
the  task  to  a  local  design- 
er, James  J.  Engh,  whom 
he  had  met  in  a  tourna- 
ment. The  two  spent  days 
hitting  balls  off  the  steep 
overlooks  on  the  rugged 


LEFT  NEW 
COURSE,  OLD- 
TIME  LOOK:  A 
COVERED 
BRIDGE  AT 
RON  JOYCE'S 
FOX  HARB'R 

RIGHT  RICH 
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COST  TO  BUILD 
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THE  DUNES  CLUB  MIKE  KEISER  $2 

New  Buffalo,  Mich.  Recycled  Paper  Greetings 

One  of  the  best  nine-hole  courses  in  the  U.S.,  with  as  many 
as  six  approaches  to  each  hole.  Opened  in  1988. 

FOX  HARB'R  RON  JOYCE  50 

Tatamagouche,  N.S.  Retired  restaurant  entrepreneur 

Five  of  the  back  nine  holes  offer  breathtaking  views  of  the  rugged 
Atlantic  shoreline.  Opened  in  2001. 

MERIT  CLUB  BERT  A.  GETZ  SR.     14 

Libertyville,  III.  Private  investor 

A  former  farm,  the  course  hosted  the  2000  U.S.  Women's  Open; 
members  include  Michael  Jordan.  Opened  in  1993. 


RICH  HARVEST  LINKS 

JERRY  RICH 

20 

Sugar  Grove,  III. 

Retired  software  developer 

Eclectic  blend  of  Augusta  Nat 

ional,  Pine  Valley, 

Medinah,  and  a 

Scottish  links  design.  Opened 

in  1999. 

SANCTUARY  GOLF  CLUB         DAVID  LINIGER 

Sedalia,  Colo.  Re/Max  International 

Mountain  course  features  waterfalls,  100-foot  elevations; 
often  used  to  host  charity  fund-raisers.  Opened  in  1997. 


WHISTLING  STRAITS 

HERBERT  KOHLER  JR 

N/A 

Haven,  Wis. 

Kohler  Co. 

Kohler  imported  Scottish  Blackface  sheep  for  this  ru 

gged  links 

resort  course.  Opened  in 

1998. 

property  to  know  where  to  run  the  fairways 
liniger  admits  liis  desire  to  save  as  much  of  till 
scrub  oak  and  ponderosa  pine  as  possible  pusheJ 
Engh  to  great  lengths.  "We  had  to  dig  the  roc 
balls  with  backhoes  and  then  come  in  with  90 
foot  cranes.  We  burned  quite  a  number  of  clutchl 
es,"  Engh  recalls.  Their  reward  was  the  $30  mill 
lion  Sanctuary  Golf  Club.  Liniger  uses  the  courst] 
for  Re/Max  functions,  but  mainly  opens  it  tc 
charities — which  have  raised  $15  million. 
For  all  the  psychic  pleasures  of  owning 

private  course,  some  oil 
these  builders  have  left 
themselves  an  exit  strategy. 
That  has  meant  leaving 
enough  space  alongside 
fairways  for  house's,  which 
would  allow  them  to  sell! 
to  a  residential  developer. 
Some,  having  created  a 
course  for  themselves,  are 
now  itching  to  build  for  a 
broader  audience.  After 
constructing  The  Dunes 
Club  near  Lake  Michigan 
in  1988,  Keiser,  co-founder 
of  Chicago's  Recycled  Pa- 
per Greetings,  has  since 
opened  Bandon  Dunes 
Golf  Resort,  two  links-style 
resort  courses  on  the  Ore- 
gon coast  (page  G22).  Lin- 
iger says  he  hopes  to  do 
the  same.  "It  would  have 
to  be  dramatic,  not  just  an- 
other city  course  that's 
blah,"  he  says.  With  any  of 
these  executives,  there's  lit- 
tle chance  it  would  be.     ■ 
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Admit  it.  You  didn't  grow  up  longing  to  be  a  systems  analyst. 


Want  to  know  where  this  is?  Visit  arizonaguide.com. 


Happy  trails  await  you  in  Arizona, 
from  hiking  paths  to  manicured 
fairways.  Why  not  induige  a  fantasy? 
For  your  free  travel  packet,  contact 


the  Arizona  Office  of  Tourism  toll-free 


at  866-708-8124. 
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A  Round  with 


A  LINKS  ENTHUSIAST  LETS 
NATURE  TAKE  HIS  COURSE 


BY  DEAN  FOUST 


IN  BUSINESS  OR  IN  GOLF,  MIKE  KEISER  HAS 
always  gone  against  the  grain,  hi  the  1970s, 
when  greeting  card  giants  such  as  Hall- 
mark were  still  writing  syrupy  messages  on 
glossy  stock,  a  twentysomething  Keiser  in- 
troduced witty,  enviro-friendly  cards  thai  appealed 
to  baby  boomer  sensibilities.  And  when  Keiser,  a 
passionate  golfer,  decided  to  take  a  lling  at  build- 
ing courses,  he  rejected  man-made  artifices  such 
as  elevated  greens.  Instead,  he  chose  to  creak1 


KEISER:  FOR- 
GET ELEVATED 
GREENS,  LET'S 
GET  BACK  TO 
"GOLF  AS  IT'S 
MEANT  TO  BE" 


throwback  European  links-style  courses  where  I 
enthusiasts  could  play  "golf  as  it's  meant  to  be." 

Just  as  Ms  Chicago-based  Recycled  Paper  Greet- 
ings Inc.  shook  up  the  hidebound  card  business,! 
Reiser's  retro  courses  have  taken  the  golf  world  byj 
storm.  .In  their  first  four  years,  Bandon  Dimes  and 
Pacific  Dunes  on  the  Oregon  coast  have  opened 
to  rave  reviews.  Golf  critics  say  the  two  are 
among  the  best  tandem  courses  in  the  world. 

Keiser-  became  hooked  on  golf  as  a  teen,  spend- 
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0   EXCEL  AT 
IGITflL  PHOTOGRAPHY 
ILL  YOU   NEED   IS 

BRILLIANT  MIND, 
XTRAORDINARY  SENSITIVITY, 
NPRECEDENTED   COMPATIBILITY 
ND   RN   ATTRACTIVE   BODY. 


ND    ONLY   ONE    CAMERA    HAS   THEM    ALL. 


■^1 

2 


The  extraordinary  Canon  DiGiC  processor  makes 
the  most  of  the  CMOS  sensor,  processing  6.3  million  separate  signals  into  brilliant 
images.  And  as  if  that  weren't  enough,  it  significantly  increases  focus  speed  and 
is  incredibly  energy  efficient  as  well. 

Not  many  cameras  can  boast  a  6  megapixel  sensor.  And  only 
one  can  offer  a  6.3  megapixel  sensor  of  this  quality  for  a  reasonable  price.  It  com- 
bines superb  color,  dynamic  range  and  low  noise  for  professional  quality  images. 

Compatible  wtth  over  I  This  remarkable  new  camera  is  completely 

compatible  with  the  legendary  collection  of  Canon  EF  lenses.  Lenses  that  feature 
breakthrough  technology  that  alleviates  problems  like  optical  distortion,  chromatic 
aberrations  and  even  eliminates  the  need  for  a  tripod. 

In  short,  the  EOS  10D  is  not  merely  a  six  megapixel  camera. 
It's  an  all  Canon  six  megapixel  SLR  camera  system. 

DIGITAL 


digital  REVOLUTIONIZED  photography  a    we  REVOLUTIONIZED  di 


Canon 


)  2003  Canon  U.SA  Inc.  Canon  and  EOS  are  registered  trademarks  and  "digital  revolutionized  photography,  we  revolu  i 

For  more  information  visit  us  at  wvwy.canonMs.com  or  call  1-WO-OK-CANC 
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ing  his  summers  caddieing  at  a  course  in 
Buffalo.  As  an  English  major  at  Amherst 
College,  he  stumbled  onto  what  he  jokes 
was  "one  of  the  four  or  five  college  golf 
teams  bad  enough  for  me  to  play  on." 
His  epiphany  came  in  the  1980s,  when  a 
friend  took  him  to  New  Jersey's  Pine 
Valley  and  Merion  Golf  Club  outside 
Philadelphia,  two  legendary  courses 
revered  for  their  natural  beauty  and  de- 
sign. "Those  two  courses  hooked  me  on 
golf  architecture,"  Keiser  says. 

In  the  late  1980s,  Keiser  built  a  pri- 
vate nine-hole  course  near  his  summer 
home  on  Lake  Michigan,  and  soon  af- 
ter began  scouting  the  East  Coast  for  a  site 
suited  to  a  links-style  resort.  He  was  about  to 
give  up  when  an  Oregon  real  estate  agent  who 
heard  about  his  search  called  and  suggested  he 
look  at  1,200  seaside  acres  in  Bandon,  a  de- 
pressed logging  village  an  hour  north  of  Cali- 
fornia. Keiser  flew  out  and  a  week  later  inked 
a  deal  to  buy  the  property  perched  on  cliffs  100 
feet  above  the  Pacific  for  $2.5  million. 

He  hired  a  young  Scottish  architect,  David 
McLay  Kidd,  who  with  Keiser's  input  laid  out 
Bandon  Dunes  simply  by  following  the  natural 
terrain.  "We  never  put  anything  down  on  paper. 
We  just  built  it,"  says  Kidd.  For  the  true  links 
experience,  Keiser  decreed  that  both  Bandon 
and  Pacific  Dunes  would  be  "walking"  courses, 
where  caddies  are  provided — and  golf  carts  are 
banned  except  for  the  truly  needy. 

As  Keiser  tees  up  one  late  September  after- 


AT  BANDON 
DUNES:  HE'LL 
OFTEN  PUTT 
FROM  WELL 
OFF  THE 
GREEN 


HOLE  SIX: 
SPLENDOR 
AND  HIGH 
WINDS 


noon  on  Bandon  Dunes  with  Ki< 
myself,  and  Jim  Haley — the  "shapl 
who  oversaw  die  actual  construction! 
it's  clear  the  58-year-old  owner  has 
come  adept  at  links  golf.  He  plays  mc 
ly  bump-and-run  shots  onto  the  greeJ 
and  more  than  once  uses  his  belly  pil 
ter  from  up  to  20  feet  from  the  gree» 
edge.  He  also  hits  most  balls  withl 
knockdown  swing — a  half-swing, 
his  hands  out  in  front  of  the  club.  Tl 
is  to  ensure  the  ball  stays  low,  under 
swirling  winds  blowing  in  off  the  Pacl 
ic.  "It's  a  sad  irony,  but  I  think  thel 
courses  have  ruined  my  swing,"  jokl 
Keiser,  who  plays  to  a  12-handicap.  "I  play  ot 
er  courses  with  friends  and  they  say,  'Hey  wl 
don't  you  follow  through  on  your  drives?" 

No  matter  how  you  play  it,  at  Bandon  Dun< 
nature  often  has  its  way.  On  the  second  hole,  a 
uphill  155-yard  par  3,  the  winds  catch  Keiser 
tee  shot — leaving  it  short  and  buried  in  the  san 
and  thick  Irish  gorse  that  line  much  of  th 
course.  Keiser  finally  takes  a  drop  and  a  one 
stroke  penalty,  and  even  with  a  chip  and  twe 
putt,  walks  away  with  a  double  bogey.  Afte 
making  the  turn  at  50,  his  fortunes  improve  oi 
the  back  nine.  In  particular,  his  low  trajector 
comes  in  handy  on  the  131-yard  15th  hole.  Wid 
the  wind  blowing  in,  it  requires  three  extra  clubs 
While  the  others  sail  their  tee  shots  wide  of  tin 
green,  Keiser  hits  a  low-running  drive  that  glide: 
over  the  surrounding  mounds  and  skips  just  of 
the  green.  Everyone  eLse  scrambles  to  salvage  a  I 
or  6,  but  Keiser  chips  on  and  two-putts  for  a  bo 
gey.  His  94  for  the  round — 13  off  his  personal 
best — is  respectable,  given  die  winds  and  Bandon 
Dunes'  slope  rating  of  141. 

Although  he  already  has  a  third  course  on 
the  way,  Keiser  admits  over  dinner  diat  he's  ob- 
sessed with  creating  a  course  modeled  on  the 
original  Lido  Golf  Club  on  Long  Island,  which 
was  damaged  when  die  Navy  claimed  die  seaside 
land  for  its  use  during  World  War  II.  "Econom- 
ically, we  don't  need  more  than  three  courses 
here,"- says  Keiser.  "But  it's  the  idea  of  reviving  9 
the  original  Lido  Club  diat  stirs  my  soul."  As  his 
first  two  links  courses  show,  Keiser  would  love 
nothing  more  than  to  take  course  design— and 
the  game  of  golf — back  to  its  roots. 
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In  complete  control. 

Greater  control  of  your  information  means 
greater  control  of  your  business.  And  no 
information  management  solution  keeps  you 
on  track  like  LEGATO.  Easy  to  implement 
and  deploy,  LEGATO's  content  and  email 
management  software  improves  business 
productivity  and  reduces  TCO  -  putting 
you  on  the  road  to  success. 
Problem  Solved. 


the  leader  in  open  software  solutions  for  Information  Management.         www.LEGATO.com 
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What  s  Inside 
a  CEO  s  Bag 


PUTTER 

I  bought  my  Ping  B90  long 
putter  from  my  friend  Gary  Gj 
a  veteran  tour  player.  I  used 
putt  like  a  30-handicapper,  bl 
this  helped  me  eliminate  the  | 
yips.  It's  so  heavy  that| 
you  take  it  back 
straight,  it  comes  | 
through  straight. 


MIKE  KEISER 

CEO,  Recycled  Paper  Greetings 


WOODS 

My  son  also  took  my  TaylorMade  300  series 
3-wood,  so  I  dug  through  my  closet  and 
found  an  old  Big  Bertha  War  Bird  3-wood. 
I  still  have  my  TaylorMade  5-wood.  And 
I  have  two  7-woods,  including  a  Cobra 
Baffler  Steel  Classic  that's  15  years  old 
I  carry  it  to  avoid  hitting  4-irons  and, 
depending  on  the  day,  5-irons. 

BALL  MARKERS 

I  use  commemorative  silver 
dollars  or  large  foreign  coins  be- 
cause at  Bandon  Dunes,  the 
greens  are  so  large  you  need  a 
ball  marker  that's  big  and  shiny 
so  you  don't  lose  it.  I  have  a 
200-lira  coin  in  my  bag. 


RECYCLING  MORE  THAN  PAPER  My  clubs  are  what  I  like  to  call  "yard  sale  technology," 
cause  some  of  them  are  15  years  old.  When  I  go  with  the  new  high-tel 
equipment,  I  can  hit  shots  15  yards  longer  if  I  hit  it  on  the  sweet  spot.  But  sin 
I'm  not  always  accurate,  using  the  new  high-tech  clubs  means  my  ball  goes  dee 
er  into  the  bad  stuff  I  have  friends  who  will  only  play  Titleist  ProVls,  but  I'll  plj 
any  ball.  Right  now,  I'm  playing  the  Wilson  Jack. 


DRIVER 

My  son  took  my  Callaway  I 
Hawk  Eye  driver,  so  I  wenl 
into  my  business  partner 
Phil  Friedmann's  trunk  an| 
borrowed  his  10-degree 

Big  Bertha  Warl 
Bird,  a  vintagj 
eight-to- 10- 
year-old  club. 


K 
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IRONS 

My  Wilson  Deep 
Red  irons  were 
given  to  me  by 
an  executive  at 
Wilson  six  years 
ago.  I  don't  play 
the  3-iron — it's 
too  hard  for  me 
to  hit. 
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CNCINemtD     WITH     PASSION 


energy  &  power  •  information  &  communication  •  medical  systems  &  healthcare 
financial  services  •  lighting  •  transportation  •  industry  &  automation  •  building  technologies 


We  power  hospitals,  stadiums 

and  the  occasional 

.       ,  •  As  our  country's  energy  needs  continue 

I  d  16  ~  [My  III   Ll  d  V  Illy.     tQ  outgrow  fts  resources,  Siemens  is 
determined  to  give  people  everywhere  the  power  to  live,  better.  That's  why  we're 
constantly  engineering  ways  to  improve  the  efficiency  of  power  generation  technology 
and  to  increase  the  capacity  of  transmission  and  distribution  systems.  From  generation 
to  transmission,  Siemens  technology  is  responsible  for  producing  over  a  third  of  the 

nation's  electrical  energy. 

By  pioneering  cleaner  and  more  efficient  energy -technologies,  Siemens  is  helping 
to  reshape  and  redefine  the  power  industry.  Whether  it's  energy,  healthcare  or 
communications,  we  have  425,000  minds  working  together  all  around  the  globe, 
including  75,000  right  here  in  the  U.S.,  creating  innovative  solutions.  And  that's 
what  it  takes  to  change  the  world. 
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Global  network  of  innovation 
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STILL  PASSIONATE 

Inouye's  customer 
focus  began  when 
he  sold  guitars 


towering  Up 
1  eMacnines 


low  did  Wayne  Inouye  turn  a  reviled, 
ioney-losing  PC  maker  into  a  winner? 


w 


HEN     WAYNE     R. 
Inouye  took  over  as 
CEO    of    faltering 
consumer-PC  mak- 
er eMacnines  Inc. 
in  March,  2001,  he 
figured  that  to  un- 
4c{ :stand  how  to  fix  the  company,  he 
ded  to  answer  calls  from  irate  cus- 
tjners  personally.  One  of  his  first  calls 
4  ae  from  a  volunteer  at  a  church  that 
.1  purchased  six  eMacnines.  The  desk- 
q>  PCs— which  sold  for  under  $800 
iece— were  fantastic  bargains,  but  one 
lift  work  at  all.  When  Inouye  explained 
10  be  was,  the  woman's  pique  turned  to 
y.  "She  started  praying  for  me  on  the 


phone,"  he  recalls.  "I  was  raised  Bud- 
dhist, but  I  appreciated  it  anyway." 

Inouye  needed  a  little  divine  interven- 
tion. When  he  took  over,  the  Irvine 
(Calif.)  company  had  just  ended  a  year  in 
which  it  had  lost  $219  million  on  $684 
million  in  sales.  It  was  reviled  by  cus- 
tomers for  its  buggy  PCs  and  horrendous 
service.  And  just  after  Inouye  joined, 
eMachines'  stock  was  delisted  from 
NASDAQ.  Analysts  assumed  that  Inouye, 
who  had  become  wealthy  as  head  of  the 
computer-retailing  division  at  Best  Buy 
Co.,  would  liquidate  the  company  and  ful- 
fil 1  his  dream  of  retiring  to  play  golf. 

But  the  51-year-old  Inouye  wasn't 
ready  to  put  himself— or  eMachines— out 


to    pasture     Aftei 

(Machines  Chan 
man  John  llui  took 
the  company  pri- 
vate in  a  $161  mil- 
lion buyout,  Inouye  delivered  a  turn- 
around that's  just  short  of  miraculous.  In 
the  midst  of  the  tech  industry's  worst-ever 
slump,  he  overhauled  everything  from  PC 
design  to  demand  forecasting.  He  cut  ex- 
penses by  outsourcing  manufacturing 
and  relying  on  retail  partners  to  market 
his  products.  The  payoff:  The  company  is 
on  track  to  pull  in  $1  billion  in  sales  this 
year,  up  33%  from  last  year,  and  has  been 
profitable  for  eight  quarters,  Inouye  says. 
This  summer,  eMachines  elbowed  aside 
Gateway  to  take  the  No.  3  position  in  IDC's 
rankings  of  desktop  PC  makers,  behind 
Dell  and  Hewlett-Packard. 

With  the  company  functioning 
smoothly  at  last,  Inouye's  goal  is  to  ex- 
pand out  of  the  ultra-low  end  of  the  mar- 
ket. This  spring,  eMachines  reentered  the 
notebook  PC  business  with  a  $1,250 
model.  Now,  Inouye  plans  to  debut  a  fam- 
ily of  notebooks— the  PC  industry's 
fastest  growth  segment.  His  goal  is  to 
double  revenues  to  $2  billion  by  2005, 
partly  by  convincing  consumers  that  the 
brand  isn't  just  for  penny-pinchers  any- 
more. Making  the  transition  won't  be 
easy.  "It's  very  hard  to  move  from  the  val- 
ue side  to  the  premium  side.  People  will 
assume  there's  a  trade-off  in  quality," 
says  IDC  analyst  Roger  Kay. 

REAL  FEEDBACK 

STILL,  INOUYE  STANDS  a  good  chance  of 
keeping  eMachines'  momentum  going. 
Analysts  say  anything  he  achieves  with 
higher-priced  PCs  will  be  gravy  on  top  of 
his  successful,  fast-growing  core  busi- 
ness. Large  PC  players  will  struggle  to  sell 
machines  so  cheaply.  "They  offer  some- 
thing you  can't  get  anyplace  else:  a  low- 
cost  entry-level  machine  that  provides  a 
lot  of  value,"  says  analyst  Stephen  Baker 
of  market  researcher  NDP  Group  Inc. 

Inouye  is  a  prototype  for  the  kind  of  an- 
alytical, detail-oriented  executive  required 
in  today's  narrow-margin  PC  business.  At 
Best  Buy,  he  was  frustrated  by  PC  makers 
who  would  guess  what  buyers  wanted 
without  much  feedback  from  customers 
or  retailers.  So  at  eMachines,  his  team  col- 
lects reams  of  detailed  data  from  each  re- 
tailer on  what  features  were  most  popular 
and  how  much  customers  were  willing  to 
pay  for  them.  The  company  updates  the 
data  weekly  and  uses  the  information  to 
decide  when  to  introduce  new  computers 
and  what  features  to  include. 

Inouye's  attention  to  detail  borders  on 
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To  get  more  out  of  work,  we  suggest  getting  more  out  of  your  retirement  plans. 
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obsessive.  He  prepare*  for  meetings 
eading  market  research  and  memo- 

ig  the  tacts  lie  knows  will  come  up  in 
ussion.  I  le's  so  fastidious  that  there's 
i  scrap  of  paper  in  sight  in  bis  office, 
he  job,  he  drinks  his  morning  cup  of 
v  m  the  exact  same  spot  in  his  house 
y  clay,  and  he  cleans  his  golf  clubs  af- 
each  stroke.  "We  call  him  Wayne 
i,"  says  his  daughter  Lauren,  23,  after 
.haracter  in  the  movie  Rain  Man  who 
a  gift  for  numbers  but  got  upset  if  his 
ine  was  changed. 

ILY  LESSONS 

REN'S  DAD  BUILT  HIS  reputation  as  a 

iber  cruncher  at  Best  Buy.  In  the  fall  of 

1 5,  he  persuaded  CEO  Bradbury  Ander- 

I  not  to  stock  as  many  PCs  as  usual  for 

!  holidays  because  a  new  generation  of 

nology  was  planned  for  early  the  next 

r.  He  was  concerned  that  consumers 

Id  delay  their  purchases  and  leave  Best 

l  with  tons  of  unsold  inventory.  The 

Jipany  ran  out  of  PCs  in  November,  but, 

j  would  have  had  a  significant  loss  if 

JTie  hadn't  pushed  the  alarm  button 

In  he  did,"  Anderson  says. 

'  louye's  aversion  to  risk  was  shaped  by 

|  childhood.  His  parents  were  detained 

Internment  camps  during  World  War 

nouye's  father,  George,  captured  the 

erience  in  photographs  but  didn't  talk 

:h  about  it  with  his  four  children. 

|e  Japanese-American  philosophy  is  to 

ember  the  past  but  not  to  dwell  on  it," 

luye  says.  After  the  war,  his  parents 

ght  a  farm  in  Yuba  City,  Calif,  an  hour 

|th  of  Sacramento.  "Farming  was  a 

Uh  life,"  says  Inouye,  who  began  driv- 


ing tractors  and  working  the  fields  wlnn 
he  was  7  "We'd  have  money  one  year  and 
be  f Lit  broke  the  next." 

Inouye  was  studious,  but  he  also  had  a 
a  wild  streak.  As  a  seventh  grader,  he 
taught  himself  blues  guitar  after  hearing 
the  Paul  Butterfield  Blues  Band  on  the  ra- 
dio. His  parents  hoped  he  would  be  the 
family's  first  doctor.  He  obliged  by  study- 
ing biology  at  the  University  of  California 
at  Berkeley,  but  after  two  years  he 
dropped  out  to  join  a  blues  band.  When 
the  band  broke  up,  he  scraped  together  a 
meager  living  by  working  at  music  stores 
and  selling  vintage  guitars  out  of  his  car. 

Those  early  work  experiences  as  an  itin- 
erant guitar  salesman  infused  him  with  a 
sense  of  confidence  that  has  remained.  At 
20,  he  talked  his  way  past  security  guards 
at  the  renowned  Winterland  concert  arena 
in  San  Francisco  and  began  hawking  his 
guitars  to  the  likes  of  the  Grateful  Dead 
and  Joni  Mitchell.  He  once  shelled  out 
$550  for  a  vintage  Fender  Stratocaster  and 
sold  it  to  the  Beach  Boys  for  $1,500.  Al- 
though Inouye  soon  opted  for  a  more  se- 
cure career  in  audio  stores  and  then  at  Best 
Buy,  he  has  never  forgotten  the  key  lesson 
he  learned  while  cultivating  his  rocker  cus- 
tomers: "It  doesn't  matter  how  powerful 
people  are,"  he  says.  "  If  you  give  them  a 
reason  to  support  you,  they  will." 

Now,  Inouye  is  relishing  the  challenge 
of  winning  customer  support  for  his  soar- 
ing ambition  at  eMachines.  "I'm  having 
so  much  fun,"  he  says.  "Crazy  as  it 
sounds,  the  computer  business  has  been 
good  to  me."  These  days,  that  puts  him  in 
rare  company.  ■ 

-ByArlene  Weintraub  in  Irvine,  Calif. 
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IVayne  Ryo  Inouye 

I  winding  road  from  farm  boy  to  blues  guitarist  to  audio 
Merchandiser  to  computer  maker: 


BORN  Aug.  25, 1952,  in  Yuba  City, 
Calif.,  the  second  of  four  children 
of  Betty  and  George  Inouye. 

EDUCATION  Studied  biology  at 
the  University  of  California  at 
Berkeley  from  1971-72. 

FIRST  JOB  At  age  7,  he  started 
working  on  his  family's  farm. 

CAREER  PATH  As  a  hippie  in  the 
early  1970s,  he  sold  vintage 
guitars  out  of  his  car  to  the  likes  of 
The  Beach  Boys.  Then  he 
worked  for  several  retailers 


of  audio  products.  In  1978 ,  he 
started  distributor  Northern 
California  Marketing.  In  1986,  he 
joined  Good  Guys  as  head  of 
audio  merchandising.  From  1995 
to  2001,  he  managed  Best  Buy's 
computer-retailing  division. 

CURRENT  JOB  Chief  executive, 
eMachines,  since  2001. 

HOBBIES  Blues  guitar,  golf. 

FAMILY  Married  to  Shannon  for 
24  years.  Two  children:  Lauren,  23, 
and  Josh,  19. 
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CALL  1-800-247-8000 
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Retirement 

Investments 

Insurance 

Mortgages 

Banking 


November  17,  2003  I  BusinessWeek  I  79 


Financial 
Group 


We  understand  what  you're  working  for 


O20O3  Principal  Ftwnoal  Services.  Inc  ,  Das  Manes.  (A  50392  Insurance  issued  by 
Principal  Ute  insurance  Company  'Prmopal  Rnancwl  Group*"  and  "The  PmcveT*  an 
registered  trademarks  of  Prtnopat  Financial  Servces.  Inc  .  a  member  of  trw  Pmapat 
Rnanctaf  Group  Securttree  oflered  by  Prmci*  t  member  S5>C 


J 


JLatoJL^k 


reboard 


This  Recovery 
Is  the  Real  Deal 

Profits  for  companies  in  the  quarterly 
BusinessWeek  Scoreboard  soared  41% 


ALMOST  EVERYTHING 
seemed  to  go  right  for 
profits  in  the  third  quar- 
ter. With  tax  cuts  fueling 
consumer  spending,  the 
economy  grew  at  its 
fastest  pace  since  1984: 
Gross  domestic  product  surged  7.2%. 
Corporations  continued  to  hold  invento- 
ries in  check  and  cut  costs.  The  result: 
Earnings  at  the  900  companies  on 
BusinessWeek's    Corporate    Scoreboard 


jumped  41%  from  a  year  earlier,  for  the 
third  straight  quarter  of  double-digit 
gains. 

Can  it  last?  The  U.S.  economy  almost 
certainly  won't  keep  up  the  third  quarter's 
torrid  pace.  Those  tax-refund  checks  are 
cashed,  and  U.S.  companies  aren't  creat- 
ing nearly  as  many  new  jobs  as  they  did 
in  past  recoveries.  Thus,  most  economists 
expect  GDP  growth  will  ease  to  a  4.5% 
pace  in  the  fourth  quarter.  Still,  there's  a 
sense  that  businesses  are  over  the  hump 


and  profits  should  keep  rising.  "We ; 
ing  from  a  very  hesitant  recovery  t 
thaf  s  dynamic  and  capable  of  runni 
its  own  without  help  from  fiscal  p 
says  Robert  V.  DiClemente,  chief  e< 
mist  at  Salomon  Smith  Barney. 

Up  to  now,  profits  have  been  d  W 
largely  by  the  twin  engines  of  cons  i  i 
spending  and  productivity.  The  S  items- 
board  companies  managed  to  keepi  «»" 
ting  costs  and  boosted  earnings  fa  tersai 
yond  their  aggregate  9%  sales  gair  it  tyn 
the  quarter.  Profit  margins  rose  i  hri 
one-and-one-half    percentage    pace  ■< 
from  year-earlier  levels,  to  6.5%.  Bi  tih 
big  change  is  that  Corporate  Amer  or  fin. 
beginning  to  open  its  pocketbook.  Il  n 
third  quarter,  business  investmei  opes  It 
technology  and  equipment  grew  liners 
the  fastest  rate  in  three  years,  accoii  a 
to  Commerce  Dept.  statistics  releasl : r 
late  October,  That  long-awaited  int.:: 
ment  surge  "is  the  real  indicator  the  Ion  ci 
recovery  is  here  to  stay,"  says  Bri;  siveai 
Wesbury,  chief  economist  at  Gr  ml 
Kubik,  Stephens  &  Thompson  In< 
Chicago. 

Silicon  Valley  is  the  biggest  ben 
ary  of  that  investment  boom.  At 
Corp.,  the  world's  largest  chipm 
earnings  jumped  142%  in  the  third 
od,  to  $1.7  billion,  on  the  strengt 
record  shipments  of  higher-priced  c  OFITS 
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The  Movers,  Shakers,  and  Wallflower 

It  was  an  awesome  quarter  for  Silicon  Valley,  the  energy  industry,  and  financial  service* 
Left  behind:  Big  Tobacco,  Big  Pharma,  and  heavy  manufacturing 


INDUSTRIES 


COMPANIES 


kio< 


Leaders 


Laggards 


Percentage  Change  From 
2002's  Third  Quarter 

Internet  &  Catalog  Retail  368% 

Oil  &  Gas  253 

Capital  Markets 

Paper  &  Forest  Products 

Health-Care  Providers 

Thrifts  &  Mortgage  Finance 

Insurance 

Consumer  Finance 

Diversified  Financial  Services 

Software 

Marine 

Electrical  Equipment 

Electric  Utilities 

Personal  Products 

Household  Durables 

All-Industry  Composite   +41% 
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Percentage  Change  From 
2002's  Third  Quarter 

Electronic  Equip.  &  Instruments  LOSS 

Tobacco  LOSS 


134 

Chemicals 

LOSS 

114 

Auto  Components 

LOSS 

88 

Metals  &  Mining 

LOSS 

76 

Real  Estate 

LOSS 

68 

Energy  Equipment  &  Services 

-72% 

59 

Containers  &  Packaging 

-51 

46 

Diversified  Telecom  Services 

-47 

37 

Road  &  Rail 

-31 

35 

Construction  &  Engineering 

-24 

29 

Leisure  Equipment  &  Products 

-20 

25 

Aerospace  &  Defense 

-16 

24 

Pharmaceuticals 

-13 

22 
41% 

Distributors 

-9 

Who  Made  the  Most 

Millions  Of 

Dollars 

Citigroup 

$4,691 

General  Electric 

4,021 

ExxonMobil 

3,650 

Bank  of  America 

2,922 

Microsoft* 

2,614 

Altria  Group 

2,490 

Fannie  Mae 

2,481 

AIG 

2,336 

Wal-Mart  Stores** 

2,283 

Pfizer 

2,239 

Johnson  &  Johnson 

2,072 

ChevronTexaco 

1,975 

Merck 

1,865 

Verizon  Communications 

1,791 

IBM 

1,785 

*  Fiscal  first  quarter    "Fiscal  second  quarter 

Who  Lost  the  Most 


l«[ 


Millions  (lid 
Dollar  ay  bf 


R.J.  Reynolds  Tobacco 

-$3,451 

Agilent  Technologies 

-1,545 

DuPont 

-873 

Sprint  FON  Group 

-432 

Wyeth 

-426 

Delphi 

-353 

United  States  Steel 

-349 

Eastman  Chemical 

-336 

Sun  Microsystems* 

-286 

AK  Steel  Holding 

-278 

Schering-Plough 

-265 

Dominion  Resources 

-256 

Level  3  Communications 

-250 

Hudson  Highland  Group 

-226 

Cox  Communications 

-215 

Data:  Standard  &  Poor's  Compusta 
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V  Bang-Up 

Quarter  for  Growth    m  +  0/ 

mid  a  dazzling  economy,  profits  grew  by         £J-  J  |  /O 


Rise  in  Profits       Rise  in  Sales       Profit  Margins       Rise  in  GDP 


)uble  digits  in  the  3rd  quarter 

i    r  microprocessors.  Healthy  sales  of 

keep  newest  generation  of  desktop  com- 

TS  and  its  iPod  music  player  helped 

m.  Apple  Computer  Inc.  in  the  black 

ise  a  1  a  profit  of  $41  million,  vs.  a  $45  mil- 

year-ago  loss. 
Bu  jid  in  a  key  sign  of  increased  stabili- 
merij  >r  the  long-troubled  telecommunica- 
«.Ins  equipment  sector,  Lucent  Tech- 
nics Inc.  reported  its  first  profitable 
« 11  rter  since  March,  2000.  Strong  wire- 
and  fixed-phone  equipment  sales 
lease    deep  cost-cutting  helped  Lucent 
i  inue  into  the  black,  with  earnings  of  $99 
r that  ion,  compared  with  a  $2.8  billion 
a  year  ago.  Chief  Executive  Officer 
icia  R.  Russo  recently  was  moved  to 
ir.i  analysts:  "It's  time  to  close  the  chap- 
on  what  has  been  an  extended,  chal- 
boifl  ;ing  period  for  both  Lucent  and  the 
;    istry.  The  worst  seems  absolutely  be- 
ipma  i  us." 
nrdfi 

^:rgized 

i(j  )FITS  IN  THE  ENERGY  sector  were  a 
;ht  spot  this  quarter,  thanks  to  oil  and 
iral  gas  prices  that  stayed  persistendy 
wji  following  the  invasion  of  Iraq.  In 
«*,  one  big  reason  oil  prices  haven't  fall- 
wkHs  much  as  some  had  hoped  is  that 
iuction  in  Iraq  still  has  not  rebounded 
>rewar  levels.  Moreover,  oil  prices  are 
ected  to  stay  at 'current  levels  in  the 
— r  term.  OPEC  unexpectedly  an- 
!J  need  at  its  September  meeting  that  it 
Ojild  cut  production  by  900,000  barrels 
u^iy  beginning  Nov.  1.  Meanwhile,  do- 
Stic  natural  gas  markets  remain  tight 
producers  continue  to  face  difficulty 
ping  pace  with  the  growing  demand 
dean-burning  gas. 

Vith  all  that,  Big  Oil  was  happily  in 
black  this  quarter.  ChevronTexaco 
p.  saw  profits  of  $1.98  billion,  vs.  a 
of  $904  million  a  year  ago.  At  Exxon 
bil  Corp.,  earnings  shot  up  39%,  to 
55  billion.  And  at  ConocoPhillips,  the 
ibination  of  high  energy  prices  and 
er  margins  in  its  huge  refining  oper- 
>ns  helped  lift  income  from  continu- 
operations  to  $1.25  billion  vs.  a  loss 
574  million  in  the  year-ago  quarter. 
•  third  quarter  of  2002  included  two 
it  lis  of  earnings  from  Phillips  Petro- 
n  Co.  and  one  month  of  the  corn- 
ed companies  of  Conoco  Inc.  and 


9.0%  6.5%  7.2% 


Phillips  Petroleum,  which  completed 
their  $15  billion  merger  in  August  of  last 
year.  That  deal  created  the  U.S.'s  third- 
largest  energy  company. 

The  financial-services  industry  also 
turned  in  a  better  quarter.  A  revived 
stock  market  helped  boost  income  from 
equity  and  bond  underwriting,  as  in- 
vestment banking  activity  finally  began 
to  pick  up.  Lower  provisions  for  delin- 
quent loans  also  helped.  With  many 
banks  having  written  off  bad  debt  during 
the  bear  market,  the  need  to  reserve  for 
new  losses  has  diminished.  And  three 
years  of  cost-cutting  also  helped  boost 
profits.  The  Securities  Industry  Assn.  ex- 
pects Wall  Street  to  post  its  most  prof- 
itable year  ever  in  2003,  earning  $22.5 
billion— more  than  triple  last  year's 
profits  and  higher  than  the  record  of  $21 
billion  in  2000.  Citigroup  racked  up 
profits  of  $4-7  billion,  a  27%  increase  and 
the  biggest  quarterly  total  for  any  Score- 
board company.  At  J.P.  Morgan  Chase  & 
Co.,  earnings  rose  more  than  40-fold 
from  a  year  earlier.  That  was  its  third 
straight  profitable  quarter— the  first  time 
that  has  happened  since  the  merger  that 
created  the  company  three  years  ago. 

Even  the  beleaguered  airline  industry 
began  to  show  signs  of  life,  thanks  to  a 
busy  summer  travel  season.  AMR  Corp., 


parent  of  American  Airlines,  eked  out  a  $1 
million  profit,  vs.  a  year-ago  loss  of  $924 
million.  It  was  helped  by  a  massive  $4  bil- 
lion cost-cutting  effort,  including  big  la- 
bor concessions.  Continental  Airlines  Inc. 
earned  $33  million,  before  a  $100  million 
gain  from  selling  Expressjet  Holdings 
Inc.  stock.  But  don't  expect  miracles 
from  the  chronically  ailing  airlines,  espe- 
cially as  they  slog  through  the  tradition- 
ally weak  winter  season.  Says  Continental 
CEO  Gordon  M.  Bethune:  "We  think  it's 
going  to  be  pretty  tough  out  there  for  the 
next  six  months.'' 

MISSING  THE  PARTY 

IN  FACT,  THERE  ARE  plenty  of  sectors 
that  have  yet  to  join  the  profits  parade. 
The  recovery  has  yet  to  trickle  down  to 
most  heavy  manufacturers.  Earnings  at 
bellwether  General  Electric  Co.  fell  2%, 
to  $4  billion,  as  CEO  Jeffrey  R.  Immelt 
warned  that  GE's  full-year  earnings 
would  be  at  the  lower  end  of  analysts'  es- 
timates. The  company's  power  systems, 
plastics,  and  aircraft  engine  divisions  re- 
main weak.  The  auto  business  also 
struggled,  with  Detroit  benefiting  more 
from  its  finance  operations  than  its  man- 
ufacturing muscle.  It  was  largely  on  the 
strength  of  mortgage  lending  at  its 
GMAC  unit  that  General  Motors  Corp. 
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$  Profits  Spotlight 


Some  sectors  maintained  strong  performances; 
others  got  hot  when  a  struggling  giant  regained  its  feet 


The  profit  recovery  continues.  The  41%  profit 
increase  is  the  biggest  earnings  jump  this  year 
and  the  fifth  positive  quarter  out  of  the  past 
six.  Even  if  you  take  out  all  the  special  items 
this  quarter  and  a  year  ago,  profits  would  still 
have  risen  24%.  Some  of  the  biggest  gains 
were  at  companies  climbing  out  of  deep  holes. 
A  $6.8  billion  turnaround  in  the  oil  and  gas 
industry  was  based  largely  on  ChevronTexaco 
and  ConocoPhillips  erasing  year-ago 
losses.  The  communications  equipment 
sector  benefitted  from  a  profit  at  Lucent 
Jechnologies,  instead  of  its  $2.8  billion  loss  a 
year  ago.  The  worst  performer  was  R.J.  Reynolds 
Tobacco  Holdings,  which  lost  $3.5  billion. 
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CURRENCIES 


A  Weak  Greenback? 
It's  Profit  Fuel 


The  dollar  has  been  sliding  for 
the  past  20  months,  as 
overseas  investors,  worried 
about  the  growing  U.S.  trade 
deficit,  continue  selling  off 
greenbacks.  But  so  far,  the  decline  has 
been  gradual.  And  that,  if  it  continues, 
could  be  good  news  indeed  for  U.S. 
corporate  profits.  How  good?  David 
Huether,  chief  economist  of  the  National 
Association  of  Manufacturers,  sees  the 
weaker  dollar  adding  two  percentage 
points,  worth  $17.5  billion,  to  earnings 
growth  this  year. 

Since  reaching  its  recent  peak  in  early 
2002,  the  dollar  has  fallen  20%  against  a 
trade-weighted  basket  of  major 
currencies,  including  the  euro,  the 
Canadian  dollar,  and  the  yen  (chart). 
That's  a  big  plus  for  exporters:  When  U.S. 
goods  are  purchased  abroad,  they're 
paid  for  in  foreign  currencies.  And  those 
currencies  now  buy  more  dollars.  U.S. 
exports  will  probably  post  a  small  rise 
this  year,  after  two  years  of  decline.  But 
many  economists  see  even  stronger 
export  growth  next  year,  of  8%  to  10%. 
That's  based  largely  on  expectations  of  a 
global  economic  recovery.  However, 
Nariman  Behravesh, 
chief  economist  at 
Global  Insight  Inc., 
figures  that  nearly  a 
third  of  next  year's 
rise  in  exports  will  be 
attributable  to  the 
weaker  dollar. 

The  payoff  is 
already  showing  up 
on  corporate  income 
statements.  Fast-food 
chain  McDonald's 
Corp.  gets  58%  of  its 
sales  outside  the  U.S. 
and  credits  a 
stronger  euro  with  helping  to  beef  up 
third-quarter  operating  income  by  $48 
million,  to  $964  million.  At  conglomerate 
3M  Co.,  more  than  a  third  of  its  $473 
million  increase  in  third-quarter  sales 
came  from  a  weaker  dollar,  says  Chief 
Financial  Officer  Patrick  D.  Campbell. 
That  in  turn  lifted  quarterly  profits  by 
$8  million.  Similar  results  have  been 
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reported  by  heavy  machinery  maker 
Caterpillar  Inc.  and  cardiovascular 
equipment  producer  Guidant  Corp. 

In  time,  U.S.  companies  should  also 
gain  pricing  power  at  home  from  cheaper 
dollars.  Why?  Foreign  producers  typically 
try  to  keep  prices  on  their  U.S.  goods 
stable  when  the  dollar  falls.  For  a  while, 
at  least,  they're  willing  to  accept  lower 
profits  in  exchange  for  maintaining 
market  share.  But  "at  some  point  they 
are  going  to  have  to  cry  uncle  and  start  to 
raise  prices,"  says  Global  Insight's 
Behravesh.  When  they  do,  U.S. 
businesses  will  likely  follow  suit. 

While  an  orderly  fall  in  the  dollar  is 
good  news,  a  panicked  decline  would  not 
be.  A  domestic  terrorist  attack  or  a  new 
Mideast  crisis  could  cause  a  sharp 
plunge  in  the  dollar.  "Unfortunately,  [it] 
doesn't  seem  that  farfetched,"  says 
David  A.  Wyss,  chief  economist  at 
Standard  &  Poor's.  For  now,  though, 
most  economists  still  see  a  gradual  fall: 
Wyss  sees  the  dollar  ebbing  a  further 
13%  against  the  euro  and  8%  against  the 
yen  over  the  next  two  years. 

The  biggest  question  about  the 
dollar's  future  direction  is  whether  China 
will  end  the  fixed 
exchange  rate  for  its 
currency,  the  yuan. 
That  would  allow  the 
yuan  to  appreciate 
against  the 
greenback,  making 
Chinese  exports  to 
the  U.S.  more 
expensive.  Some 
economists  believe  it 
would  also  slow  the 
flood  of  U.S.  factory 
jobs  moving  abroad. 
But  while  Treasury 
Secretary  John  W. 
Snow  has  been  pressuring  Beijing  to 
allow  its  currency  to  float,  China  seems 
unwilling  to  give  up  this  competitive 
edge.  No  matter.  Even  without  more  help, 
the  dollar  is  likely  to  continue  its  slow 
drift-putting  plenty  of  green  into 
Corporate  America's  coffers. 

-By  James  Mehring  in  New  York,  with 
Michael  Arndt  in  Chicago 


earned  $425  million,  reversing  an  $J 
million  net  loss  in  the  year-ago  quar 
Meanwhile,  fierce  competition  and  sc 
demand  for  local  phone  services  cont 
ue  to  slam  the  Baby  Bells:  Verizon  Co 
munications  Inc.,  the  nation's  larg  t 
telephone  company,  saw  earnings 
59%  in  the  third  quarter,  to  $1.8  billic 


I 

That 


p» 


Iflagging 
industries 

in 

gear,  this 
rally  may 
go  tar 
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BACK  OF  THE  PACK 

AMGEN  WAS  A  RARE  bright  spot  in  a  d| 
mal  landscape  for  drugmakers.  The  co 
pany  turned  in  a  $612  million  profit, 
from  a  $2.6  billion  loss  last  year  wl 
Amgen  took  a  $3  billion  special  char] 
But  industry  lead 
Merck  &  Co 
Pfizer  Inc.  weres 
in    the    doldru 
with    earnings 
get  LQ  only  6%  and  off  r 

respectively.  Merc 
Pfizer,  and  other  b 
drugmakers  are  sv 
fering  from  havii 
few     new     bloc 
busters  to  fuel  pre  , 
its.  Meanwhile,  lil| 
gation  costs  tied 
diet  drugs  Redux  and  Pondimin  turnc 
Wyeth's  $1.4  billion  profit  a  year  ago  into 
loss  of  $426.4  million. 

The  biggest  loser  this  quarter,  howevt 
was  RJ.  Reynolds  Tobacco  Holdings  In 
Hobbled  by  the  onslaught  of  discoui 
brands  and  continuing  lawsuits,  it  racke 
up  a  third-quarter  net  loss  of  $3.45  bi 
lion.  RJR  is  now  betting  that  bulking  u  Item 
will  keep  future  profits  from  going  up  i 
smoke.  It  has  announced  that  it  will  bu  i* 
the  U.S.  cigarette  business  of  Britis 
American  Tobacco  PLC. 

Look  at  the  bright  side:  Lagging  in 
dustrial  sectors  leave  plenty  of  room  fo 
profit  improvement  in  months  aheac 
provided  the  economy  settles  into  stead 
growth.  Most  analysts  expect  just  that  Jl"1* 
Those  surveyed  by  Thomson  First  Call  es 
timate  profit  gains  of  about  22%  in  th 
fourth  quarter  for  Standard  &  Poor's  500 
stock  index  companies,  and  a  more  sus 
tainable  12%  pace  in  the  first  half  of  '04 
Says  Charles  L.  Hill,  director  of  researcl 
at  Thomson  First  Call:  "Things  are  goinj 
to  slow  down  and  revert  back  to  a  mor< 
gradual  trend  line." 

Yes,  future  profits  gains  may  be  les; 
dazzling.  This  quarter,  after  all,  will  be  ; 
tough  act  to  follow.  But  as  long  as  earn 
ings  keep  rising,  it  won't  be  hard  at  all  tc 
just  sit  back  and  enjoy  the  show.  ■ 

-By  Stephanie  Anderson  Forest  ir 

Dallas,  with  Mara  Der  Hovanesiar 

in  New  York,  and  bureau  report 
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rhird  Quarter  2003 

fhat  makes  three  straight  quarters  of  double-digit  earnings  gains 


OMPANY    ■'.' 


INDUSTRY  COMPOSITE 

.ONSUMER  DISCRETIONARY 

HI,  1  ECTOR  COMPOSITE 

hat;  NDUSTRY  GROUP  COMPOSITE 

:.J.:;  A)  AUTO  COMPONENTS 

NDUSTRY  COMPOSITE 
r  estj  imerican  Axle  &  Mfg.  Holdings  AXL 
[JultolivALV 
,  j  torgWarner  BWA 

:ooper  Tire  &  Rubber  CTB 

JpanaDCN 

lelphiDPH 
I  Jura  Automotive  Systems  DRRA 

ederal-Mogul  fdmlq 

layes  Lemmerz  International  HAYZ  <"> 
"*lohnson  Controls  JCI'31 
'ear  LEA 


SALES 

M) 

QUARTER 

2003 

SMIL 

1841108.3 


380235.3 
115561.5 


HANGI 

I  Rl  M 

2002 

% 


9  MONTHS 

2003 

SMIL 

5431113.7 


1143660.7 
364336.5 


CHANGI 

FROM 

2002 

* 


PROFITS 

3RD 

QUARTER 

2003 

SMIL 

120414.1 


13471.1 


773.0 


CHANGI 
FROM 
2002 

% 


9  MONTHS 
2003 
SMIL 


41       348875.7 

27        40005.9 
NM  5872.9 


CHANGE 
FROM 
2002 

% 

40 


33 
123 


3RD  3RD 

QUARTER  QUARTER 

2003  2002 

%  % 


RETURN  ON 

COMMON  12 

EQUITY  PRICE  V. 

L2  MONTHS  EARNINGS  EARNINGS 

ENDING  RATIO  PER 

9-30  10-30  SHARE 


6.5 


5.0 


3.5  3  0 

0.7  MM 


114 

1.4 
18.5 


27 


NM 


13 


1.24 


0.20 


1.71 


'''iodine  Mfg.  MODI'91 
.auer-DanfossSHS 
enneco  Automotive  TEN 

11111 ;  Tower  Automotive  TWR 
Osteon  VC 


■  8)  AUTOMOBILES 


II-'  NDUSTRY  COMPOSITE 
aim  ;ord  Motor  F 
idffl  ieneral  Motors  GM 
larley-Davidson  HDI 
;  H  Monaco  Coach  MNC 
ip  n  Thor  Industries  THO ,SI 
v  Winnebago  Industries  WGO l4> 

NDUSTRY  GROUP  COMPOSITE 

2  ||J  A)  HOUSEHOLD  DURABLES 

»,  NDUSTRY  COMPOSITE 
Xmerican  Greetings  AM >"" 
Slack  &  Decker  BOK 
3lyth  BTH >»> 
Centex  CTX '* 

16" 

i   Champion  Enterprises  CHB 


30584.9 

3 

95984.2 

5 

-119.6 

NM 

823.0 

-24 

867.7 
1212.5 

5 
14 

2756.6 
3824.7 

7 
17 

38.7 
51.6 

6 
25 

143.7 
174.3 

16 

31 

725.2 

6 
9 

2270.4 
2547.6 

12 
2 

35.9 

13 

124.9 

14 

913.2 

17.8 

61.0 

-353.0 

-24 

NM 
NM 

45.7 

162.0 

-138.0 

-48 

2452.0" 

2 

7505.0 

1 
2 

268 

6563.0 

2 

20839.0 

NM 

554.4 

-1 

1753.6 
42003 

-2 

4.8 

-62 

25.1 

-46 

1346.4 

0 

2 

-29.5 
20.4 

NM 
NM 

-68.8 
-65.7 

NM 

502.8 

0 
15 

1493.6 

3 

NM 

5999.7 

17462.7 

14 

220.3 

16 

542.5 

13 

3491.5 

5 

11491.4 

8 

76.1 
4.3 

24 

-31 

248.1 
23.7 

28 

279.1 

1 

840.6 

5 
18 

9 

255.4" 

14 

864.3 

-2.2 

NM 

19.2 

18 

915.0 

7 

2834.0 

8 

1 

-5 

3.0 
-100.8 

-40 
NM 

28.0 

27 

623.0 

-5 

2098.8 
13201.0 

-91.6 

NM 

3884.0 

-11 

-168.0 

NM 

-350.0 

NM 

84976.7 
36888.0 

0 

-6 

5 

1 

268352.3 

118446.0 

143602.0 

3682.9 

1 
-2 

4 
14 

892.6 
237.0 

NM 
NM 

5049.9 
1561.0 

224 
429 

45929.0" 

425.0 

NM 

2809.0 

292 

1208.3" 

190.1 

6.3 

22.3 

12.0 

15 
-47 

10 
-25 

578.5 
11.2 
57.8 

35 

303.2 
422.5 

-4 
5 
3 

845.1 

1165.1 

611.1 

-8 
12 
-6 

-66 
30 

225.7 

32.5 

-23 

NM 

1.1 

7.1 
22J 

26 
9 

0.81 

4.5 

4.4 
3.9 

3.69 

4.3 

93 

14 

2.32 

5.0 

4.7 

14.1 
7.0 
9.5 

13 

21 

14 

NM 

6.11 

1.9 
2.5 

2.8 

NM 

0.94 
L19 

NM 

0.8 

-1.4 

-0.03 

0.9 

2.3 

7.8 

8 

1.18 

NM 

NM 
NM 

NM 

NM 

-2.12 

4.1 

-3.9 

NA 

NA 

3.7 

3.7 
1.8 
2.3 

153 

18.0 

6.2 

15 

7.20 

2.2 

11 

5.41 

1.5 

26 

039 

NM 

NM 

4.4 

38 

0.37 

0.3 
NM 

0.6 
1.5 

217.6 
-17.4 

7 
NM 

0.90 
-1.32 

NM 

NM 

-14.0 

NM 

-3.06 

1.1 
0.6 
0.9 
15.7' 

NM 
NM 
NM 
13.9 

27.7 

183 
35.6 
26.6 

11 
15 

6 
20 
30 

2.21 
0.79 
6.79 
2.39 

2.1 

3.7 

8.5 

0.79 

5.3 

5.0 

19.0 

23 

2.75 

5.3 

7.3 

23.1 

23 

2.59 

50730.3 


138783.1 


3255.6 


7626.0 


6.4 


6.5 


173 


2.36 


31530.2 

13 

88488.9 

11 

1797.9 

22 

4742.5 

20 
255 

5.7 
NM 

5.3 

NM 

18.7 

14 

3.03 

403.5 

2 

1383.8 

-4 
2 

-9.7 
74.4 

NM 
36 

55.4 

9.3 

16 

1.34 

1143.8 

5 

3231.7 

193.5 

26 

6.5 

5.1 

39.2 
15.0 

14 
15 

3.41 

275.3 

3 

967.7 

7 
27 

11.2 

-40 

53.8 

8 

4.1 

7.0 
5.6 
NM 

1.81 

2583.1" 

26 
-17 

7784.6 

199.6 

74 

538.6 

68 

7.7 

23.8 

9 

1034 

310.9 

849.4 

-18 

-71.4 

NM 

-78.6 

NM 

NM 

NM 

NM 

-1.59 

(1)  Third  quarter  ended  Aug.  31.  (2)  Third  quarter  ended  July  30.  (3)  Fourth  quarter  and  most  recent  nine  months  ended  Sept.  30.  (4)  Fourth  quarter  and  most  recent  nine  months  ended  Aug.  31.  (5)  Fourth  quarter 
and  most  recent  nine  months  ended  July  31.  (6)  First  quarter  and  most  recent  nine  months  ended  Sept.  30  (7)  First  quarter  and  most  recent  ntne  months  ended  Aug..  31  (8)  First  quarter  and  most  recent  nine 
months  ended  July  31.  (9)  Second  quarter  and  most  recent  nine  months  ended  Sept.  30.  (10)  Second  quarter  and  most  recent  nine  months  ended  Aug.  31.  (11)  Second  quarter  and  most  recent  nine  months  ended 
July  31.  'Sales  include  excise  taxes.  "Sales  include  other  income.  "'Sales  include  excise  taxes  and  other  income  fRevenues  from  major  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  for 
latest  12  months,  not  necessarily  tor  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  NA  =  not  available.  NM  =  not  meaningful. 

Data:  Standard  &  Poor's  Compustat 


(/IS 


The 
Glossary 

A  quick  guide  to  what 
isuncluded  in  these 
tables 


SALES:  Includes  all  sales 
and  other  operating  rev- 
enues. For  banks,  includes 
all  operating  revenues. 
PROFITS:  Net  income 
before  extraordinary  items. 
For  banks,  prpfits  are  net 
income  after  security  gains 
or  losses. 


MARGINS:  Net  income 
from  continuing  operations 
before  extraordinary  items 
as  percent  of  sales. 
RETURN  ON  COMMON 
EQUITY:  Ratio  of  net 
income  available  for 
common  stockholders 
(most  recent  12  months)  to 


latest  available  common 
equity,  which  includes 
common  stock,  capital 
surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO: 
Based  on  Oct.  30, 2003, 
common-stock  price  and 
corporate  earnings  from 


continuing  operations 

before  extraordinary  items 

for  most  recent  12-month 

period. 

EARNINGS  PER  SHARE: 

For  most  recent  12-month 

period.  Includes  all 

common-stock 

equivalents. 
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CORPORATE SCOREBOARD 


COMPANY  SYMBOL 


Fleetwood  Enterprises  FLE ISI 

Fortune  Brands  FO 

Furniture  Brands  International  FBN 

Harman  International  Industries  HAR  6| 

Hovnanian  Enterprises  HOV |2> 

Interface  IFSIA 

KBHomeKBH" 

Kimball  International  KBALB  w 

La-Z-Boy  LZB ISI 

Leggett  &  Piatt  LEG 

LennarLEN'" 

M.D.C.  Holdings  MDC 

Maytag  MYG 

Meritage  MTH 

Ml  Schortenstein  Homes  MHO 

Mohawk  Industries  MHK 

Newell  Rubbermaid  nwl 

nvrnvr 

Pulte  Homes  PHM 
Ryland  Group  Ryl 
Snap-on  SNA 
Standard  Pacific  SPF 
Stanley  Works  SWK 
Toll  Brothers  TOL  <2> 
Toro  TTC l21 
Tupperware  TUP 
WCI  Communities  WCI 
Whirlpool  WHR 

(B)  LEISURE  EQUIPMENT  ft  PRODUCTS 

INDUSTRY  COMPOSITE 
Arctic  Cat  ACAT<9> 
Brunswick  BC 
Eastman  Kodak  EK 
Hasbro  HAS 
Mattel  MAT 
Polaris  Industries  Pll 
SCP  Pool  POOL 

(C)  TEXTILES.  APPAREL  ft  LUXURY  GOODS 

INDUSTRY  COMPOSITE 

Brown  Shoe  BWS  <u> 

Coach  COH l61 

Columbia  Sportswear  COLM 

Jones  Apparel  Group  JNY 

Kellwood  KWD  <"> 

Liz  Claiborne  LIZ 

Nike  NKE '" 

Oxford  Industries  OXM <7> 

Phillips-Van  Heusen  PVH  <u> 

Quiksilver  ZQK  <2' 

Reebok  International  RBK 

Timberland  TBL 

VFVFC 

Wolverine  World  Wide  WWW 


TS&  LEISURE 


INDUSTRY  GROUP  COMPOSITE 
Argosy  Gaming  AGY 
Bally  Total  Fitness  Holding  BFT 
Bob  Evans  Farms  BOBE  <8) 
Boyd  Gaming  BYD 
Brinker  International  EAT16' 
Carnival  CCL'1' 
CBRL  Group  CBRL«5» 
CKE  Restaurants  CKR»" 
Darden  Restaurants  DRI  °< 
GTECH  Holdings  GTK"°» 
Harrah's  Entertainment  HET 
Hilton  Hotels  HLT 


SALES 

3RD  CHANGE 

QUARTER  FROM 

2003  2002 

SMIL  % 


9  MONTHS 
2003 
SMIL. 


CHANGE 

FROM 

2002 

% 


PROFITS 

3RD 

QUARTER 
2003 
SMIL. 


CHANGE 
FROM 
2002 

% 


9  MONTHS 
2003 
SMIL 


MARGINS 

CHANGE  3RD  3RD 

FROM         QUARTER      QUARTER 


2002 


2003 


2002 

% 


RETURN  ON 

COMMON  12 

EQUITY           PRICE-  MONTHl 

12  MONTHS  EARNINGS  EARNIwT 

ENDING           RATIO  PER 

9-30              10-30  SHAR:.' 


237.1 

2 

1442.3 
274.2 

12 

-5 

451.5 
1156.7 

-9 
3 

2267.8 

23 

798.9 

37 

1221.3 
380.8" 

5 
16 

268.4 

3 

646.1 
1505.2 
557.4 
597.3 
848.8* 
237.1 
1442.3 
274.2 
451.5 
1156.7 
2267.8 
798.9 
1221.3 
380.8* 
268.4 
1303.2 
1944.7 
980.4" 
2399.8 
872.2 
535.6" 
628.0 
715.7 
693.1" 
394.5" 
249.2 
330.4 
3113.0 

8182.0 
237.7 

1036.3 

3447.0 
971.1 

1704.7 
447.7 
337.6 

11018.0 
458.4 
258.4 
373.4 

1180.5 
526.8 
1174.2 

3024.9 
242.1 
377.1 
251.5 

1040.8 
444.0 

1435.4 

230.6 

25681.2 
242.9 
260.9* 
295.5 
310.5 
870.9 
2523.7 
580.3 
333.7 
1259.7 
277.2 
1139.3 
964.0 


6 
9 
-1 
22 
20 
2 
2 
5 
9 
3 
3 
17 
5 
6 
3 
6 
0 
13 
29 
19 
4 

35 
8 
19 
5 
2 
40 
13 

7 

13 
15 

3 
18 

2 

5 
17 


14 

13 

8 

41 

14 

44 

14 

7 

3 

5 

12 
3 
0 
7 
1 

13 

75 
6 
2 
7 

25 
2 
3 


1712.0 

-1 

8 

1.9 
146.1 

NM 

-71.9 

NM 

0.3 

NM 

-59.1 

NM 

-1.87 

4337.6 

29 
-22 
102 

422.3 
72.0 

7 

9.7 

8.2 

22.6 

18 

3.68 

1750.9 

-3 

19.3 

-20 

3.5 

4.4 

10.7 

14 

1.80 

1775.1 

22 

19.8 

87.8 

74 

3.3 

2.0 

16.8 

38 

3.39 

2156.3 

25 
-2 

68.8 

76 

166.1 

100 

8.1 

NM 

5.6 

NM 

30.3 

12 

6.72 

681.3 

-2.1 

97.8 

3.1 

5.8 

NM 

17 

-15.1 
232.0 

NM 
22 

-15.6 

NM 

-0.65 

3977.3 

19 
-5 

6.8 

6.5 

24.9 

8 

8.44 

836.4 

-33 

8.7 

-69 

1.1 

1.6 

0.9 

NM 

0.10 

1502.3 

-8 

-70 

54.1 

-18 

1.3 

3.8 

13.7 

14 

1.47 

3247.0 

0 

50.8 

-12 

146.9 
468.2 

-20 
46 

4.4 

5.1 

9.6 

21 
10 

1.00 

5971.4 

29 
33 

201.6 
65.5 

42    ■ 
50 

8.9 

V 

23.2 

9.03 

2058.0 

145.2 

32 

8.2 

7.5 

21.5 

10 

6.71 

3520.2 

-1 
33 

35.3 
25.8 

-42 

95.4 

-49 

2.9 

5.2 

84.8 

20 

1.25 

998.0 

15 

62.8 

37 

6.8 

6.8 

23.1 
18.8 

9 

6.28 

718.7 

-2 

10 

19.4 
91.4 

8 
12 

56.8 
208.0 

12 
4 

7.2 

6.8 

9 

4.86 

3635.1 

7.0 

6.7 

13.3 

17 

4.35 

5657.2 

4 

75.2 

-1 

165.0 

-24 

3.9 

3.9 

11.2 

24 

0.96 

2572.5 

10 

109.4 

19 

292.3 

16 

11.2 

10.6 

65.7 

11 

42.44 

5910.6 

20 
22 

161.0 

42 

369.3 

36 

6.7 

6.1 

17.2 

10 

8.68 

2371.9 

63.3 
17.7 

34 

155.5 

32 

7.3 

6.5 
3.7 

28.8 

11 

8.35 

1665.6 

5 

-8 

61.4 

-12 

3.3 

10.2 

18 

1.61 

1552.7 

29 

57.9 

156 

124.6 

88 

9.2 

4.9 

19.7 

9 

5.32 

2081.6 

8 

41.7 

-24 

73.3 

-56 

5.8 

8.2 

11.3 

31 

1.07 

1871.2 

15 

68.2 

27 

166.4 

11 

9.8 
6.9 

9.2 
5.8 

18.3 

12 

3.16 

1186.3 

6 

27.0 

23 

76.0 

38 

18.4 

16 

3.11 

830.7 

6 

0.0 

NM 

20.5 

-63 

0.0 

3.3 

29.9 

16 

0.94 

877.0 

15 

17.1 

66 

46.0 

-24 

16 

5.2 
3.4 

4.4 
3.7 

13.0 
27.0 

11 

16 

2.01 

8817.0 

9 

105.0 

4 

290.0 

4.34 

20345.0 
426.2 
3041.8 
9539.0 
2014.3 
3219.0 
1138.8 
965.9 

29949.2 

1357.0 

710.3 

694.4 

3395.2 

1753.3 

3209.2 

8410.9 

649.1 

1069.4 

705.8 

2641.7 

926.7 

3820.2 

606.1 


458.4 

0 

1357.0 

3 

11.6 

258.4 

34 

710.3 

35 

42.3 

373.4 

13 

694.4 

16 

63.6 

4 
10 
9 
2 

11 
0 
4 
17 

9 
3 
J5 
16 

1 

17 
18 

9 
26 

6 

39 
12 
11 

1 

7 


595.2 
21.6 
37.9 

122.0 
85.8 

270.0 
39.5 
18.4 

862.5 
11.6 
42.3 
63.6 
93.9 
6.7 
97.9 

261.2 

6.8 

9.0 

11.9 

62.7 

53.3 

125.3 
16.4 


-20 

5 

61 

-64 

54 

7 

7 

30 

9 
61 
88 
12 
-28 
70 
17 
20 
52 
14 
35 
17 

8 
-3 

7 


895.1 
20.0 
95.3 

231.0 
98.4 

323.7 
72.9 
53.8 

1988.4 
29.9 

104.0 
87.9 

286.8 
36.0 

206.6 

632.1 
18.4 
12.6 
41.1 
129.1 
78.4 

292.3 
33.1 


-23 

-3 

15 

-65 

663 

20 

6 

20 

19 

NM 

102 

20 

2 

285 

19 

15 

60 

NM 

62 

12 

24 

-1 

7 


7.3 
9.1 
3.7 
3.5 
8.8 
15.8 
8.8 
5.4 

7.8 
2.5 
16.4 
17.0 
8.0 
1.3 
8.3 
8.6 
2.8 
2.4 
4.7 
6.0 
12.0 
8.7 
7.1 


9.7 
9.7 
2.6 

10.0 
6.8 

15.2 
8.7 
4.9 

7.7 
1.6 
11.7 
17.2 
10.2 
0.8 
8.0 
7.8 
2.6 
2.4 
5.1 
5.9 
11.8 
9.2 
7.0 


15.9 
17.6 
9.4 
12.3 
12.6 
21.8 
37.7 
25.7 

17.1 
15.9 
33.8 
19.8 
13.5 

9.5 

17.5 
18.6 
10.8 

6.9 
12.7 
14.6 
26.4 
19.4 
12.7 


19 
15 
24 
19 
24 
17 
18 
27 

19 
12 
40 
20 
14 
17 
15 
21 
23 
23 
17 
17 
18 
13 
16 


1.23 
1.43 
1.26 
1.25 
0.91 
1.15 
4.74 
1.35 

2.21 
2.80 
0.89 
2.89 
2.54 
2.18 
2.43 
2.94 
2.92 
0.74 
0.98 
2.26 
2.88 
3.28 
1.23 


71592.1 
727.6 

10 
2 

2469.3 
16.5 

14 

-14 

5300.0 
38.1 

0 

-31 

9.6 
6.8 

9.5 
8.1 

10.1 
18.9 

23 

13 

1.21 
1.86 

803.8 

3 

4.9 

-36 

24.6 

-44 

1.9 

2.9 

-2.7 

NM 

-0.47 

832.2 

4 

19.2 

-7 

53.6 

-1 

6.5 

7.4 

12.8 

14 

2.08 

944.9 

2 

7.7 
44.6 

-32 

28.6 

-36 

2.5 

3.7 

7.8 

31 

0.50 

2587.9 

12 

-1 

131.0 

6 

5.1 

5.8 

14.8 

18 

1.70 

4901.3 

47 

734.3 

47 

988.9 

20 

29.1 

34.8 

8.7 

20 

1.75 

1670.6 

6 

35.5 

17 

83.5 

16 

6.1 

5.6 

13.4 

19 

2.09 

1051.9 

0 

6.2 

-43 

-5.7 

NM 

1.9 

3.4 

2.2 

NM 

0.07 

3668.6 

6 

68.6 

-5 

191.5 

-9 

5.4 

6.1 

18.3 

16 

1.31 

786.8 

8 

48.5 

27 

131.4 

69 

17.5 

17.3 

375 

16 

2.72 

3278.4 

6 
-1 

98.4 
34.0 

-2 
-29 

256.6 

-5 

8.6 

9.0 

18.9 

16 

2.80 

2864.0 

97.0 

-39 

3.5 

5.1 

6.5 

45 

0.36 
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COMPANY 


Interstate  Hotels  &  Resorts  ink 

Isle  of  Capri  Casinos   >i  E "" 

Landry's  Restaurants  LNY 

Mandalay  Resort  Group  ' 

Marriott  International  MAR 

McDonald's  MCD 

MGM  Mirage  MGG 

Outback  Steakhouse 

Park  Place  Entertainment  PPE 

Penn  National  Gaming  PENN 

Royal  Caribbean  Cruises  RCL 

Ruby  Tuesday  Rl ' 

Starwood  Hotels  &  Resorts  Worldwide  HOI 

Wendy's  International  WEN 

YUM!  Brands  YUM 

a 

INDUSTRY  GROUP  COMPOSITE 

ADVOAD'3' 

Belo  BLC 

Comcast  CMCSA 

Cox  Communications  COX 

Dow  Jones  DJ 

Gannett  GCI 

Harte-Hanks  HHS 

Hughes  Electronics  GMH 

Journal  Communications  JRN 

Knight-Ridder  KRI 

McClatchy  MNI 

McGraw-Hill  MHP 

Meredith  MDP'6' 

Metro-Goldwyn-Mayer  MGM 

New  York  Times  NYT 

Omnicom  Group  OMC 

Regal  Entertainment  Group  RGC 

Scholastic  SCHL'71 

Scripps(E.W.)SSpt 

Time  Warner  TWX 

Tribune  TRB 

Viacom  VIA.B 

3 

INDUSTRY  GROUP  COMPOSITE 

(A)  DISTRIBUTORS 

INDUSTRY  COMPOSITE  ' 
Andersons  ANDE 
Genuine  Parts  GPC 
HandlemanHDL181 
WESCO  International  WCC 

(B)  INTERNET  A  CATALOG  RETAIL 

INDUSTRY  COMPOSITE 
Amazon.com  AMZN 
eBay  EBAY 
PC  Mall  MALL 

(C)  MULTILINE  RETAIL 

INDUSTRY  COMPOSITE 

Big  Lots  BLI "» 

Dillard's  DDS  <>" 

Dollar  General  DG  >'" 

Family  Dollar  Stores  EDO111 

Federated  Department  Stores  FD  « 

Fred's  FRED'111 

Kmart  Holding  KMRT"" 

Kohl's  KSS<"> 

May  Department  Stores  MAY  "1| 

Neiman  Marcus  Group  NMG.A  "> 

Nordstrom  JWN"" 

Penney  (J.C.)  JCP "» 

Retail  Ventures  RVI  m 

SaksSKS"11 


SALES 

im 

267.4 
285.8 
302.2 
644.8 

2101.0 

4504.6 

989.6 

685.3 

1220.0 
316.1 

1120.2 
249.9 

1140.0 
806.5 

1989.0 


150579.8 


% 

14 
3 

25 
7 
9 
11 
4 
17 
1 
81 
9 
12 
-1 
12 
4 


784.2 

814.7 

851.6 

1805.6 

6153.0 

12585.1 

2935.2 

2026.3 

3550.0 

866.0 

2906.2 

729.6 

3453.0 

2286.5 

5727.0 


122 

-3 

28 

4 

/ 

9 

2 

15 

0 

76 

10 

12 

0 

13 


PMflTl 

-0.4 
13.6 
18.4 
42.3 
93.0 

547.4 
43.7 
37.6 
48.0 
13.6 

191.9 
24.5 
47.0 
66.3 

164.0 


% 


MM 

% 


NM 

11 

1/ 

44 

-18 

12 

-40 

15 

20 

37 

-1 

21 

-11 

9 

12 


3.6 

40.2 

43.4 

90.6 

306.0 

1382.5 

149.1 

124.9 

130.0 

42.3 

300.7 

75.2 

17.0 

171.3 

404.0 


NM 

NM 

17 

184 

41 

12 
-26 
82 

-4 

62 

-90 

2 


NM 
4.7 
6.1 
6.6 
4.4 
12.2 
4.4 
5.5 
3.9 
4.3 
17.1 
9.8 
4.1 
8.2 
8.2 


NM 

4.1 

12.0 
// 
5.6 
3.3 
5.7 
18.8 
9.1 
4.6 
8.4 
77 


-8.8 
21.5 

8.0 
133 
11.6 

8.9 

7.2 
15.5 

3.6 
18.1 

73 
20.8 

2.4 
13.6 
57.4 


458515.3 


48463 


14768.0 


29 


3.2 


3.0 


12.8 


14 
21 
30 

20 

27 
20 
17 
19 
70 
19 


25 


0.00 
L55 
1.69 
1.89 
1.72 
0.82 
1.22 
2.12 
0.37 
1.23 
1.72 
1.42 
0.49 
133 
1.88 


37682.5 

15 

110433.7 

16 

2126.4 

22 

6439.0 

64 

5.6 

5.3 

-17.3 

NM 

-3.00 

295.2 

3 

871.9 

3 

14.1 

24 

38.6 

29 

4.8 

3.9 

66.1 

18 

2.47 

356.3 

2 

168 

1048.2 
13606.0 

1 

167 

31.1 

-153.0 

11 

NM 

86.1 

1 

8.7 
NM 

8.1 

83 

24 

NM 

1.15 

4546.0 

-601.0 

NM 

1.4 

-1.4 

-0.30 

1460.2 

15 

4250.4 

15 

-215.1 

NM 

-126.5 

NM 

NM 

NM 

0.6 

NM 

0.08 

375.9 

7 

1127.8 

-3 

9.1 

271 

106.8 

-43 

2.4 

0.7 

2243 

36 

1.49 

1631.3 

4 
6 

4888.8 

688.9 
7168.2 
604.9 

4 
3 
12 
-1 

279.0 
22.9 
41.5 
22.8 

5 

853.2 

5 

17.1 
9.6 
1.6 
9.3 

16.9 
9.8 
0.5 
8.1 

16.0 

16.3 
1.3 

19 

21 
NM 

4.44 

239.4 

3 
288 

15 

62.4 
19.9 
47.9 

-6 
NM 
-5 

0.96 

2570.2 

17 
0 

0.09 

245.3 

8.2 

16 

1.12 

685.3 

-1 

2084.3 

0 

69.1 

22 

197.0 

6 

10.1 

8.2 

20.0 

20 

3.58 

272.1 

3 

806.4 

3 

3 

10 

35.8 

10 

98.5 

7 
7 

13.2 
17.9 

12.3 

12.3 

22 

2.97 

1622.6 

4 
9 

3659.6 

851.0 

290.3 
19.8 

6 
20 

470.5 
75.1 

17.6 
6.6 

24.1 
18.3 

21 
26 

3.14 

272.7 

-17 

7.3 

1.84 

457.1 

20 

1339.9 

30 

-32.6 

NM 

-222.0 

NM 

NM 

3.1 

-7.2 

NM 

-0.66 

759.3 

4 

2344.9 

5 

50.1 

-15 

191.8 

0 

6.6 

8.1 

23.7 

25 

1.94 

2028.6 

15 

6115.4 

13 

135.3 

7 

454.6 

3 

6.7 

7.1 

22.0 

23 

3.51 

629.9 

10 

1806.1 

13 

44.2 

22 

126.6 

48 

7.0 

6.3 

21.6 

19 

1.10 

475.4 

55 

1466.5 

1360.5 

31150.0 

15 
26 
5 
4 
7 

-24.8 

NM 

3.4 

169.3 

2013.0 

553.0 

1820.8 

-82 
50 

508 
33 
17 

NM 

NM 

10.5 

16 

133 

440.5 

24 
4 

51.9 

553.0 

182.3 

699.6 

14 
NM 
-23 

9 

11.8 
5.4 
13.2 

lcef 

12.9 

14.8 

31 
NM 
22 

3.03 

10334.0 

NM 

-773 

-9.60 

1385.5 

3 
5 

4125.2 
19068.9 

17.7 
10.2 

11.1 

2.18 

6599.8 

3.9 

28 

1.40 

L36 


3492.3 

0 

24 

2 

10581.2 

803.8 

6364.0 

1 
11 

96.1 

-9 

305.4 

-7 

2.8 

3.0 

14.6 

15 
16 
15 

1.65 

253.0 

-2.3 

NM 

5.0 

-41 

-4 

NM 
4.0 

NM 

7.3 

1.03 

2189.4 

2 

88.3 

-6 

266.9 

4.4 

15.8 

2.06 

224.3 

-19 

976.7 

-4 

1.7 

-36 

13.0 

-47 

0.8 

1.0 

1.1 

8.9 
123 

18 

1.02 

825.6 

-3 

2436.6 

-3 

8.4 

-7 

20.6 

12 

1.0 

13 
NM 

0.54 

5520.3 

40 

124.9 

368 

268.8 

1.9 

10.4 

1897.4 

38 

NM 

6.6 

0.35 

1134.5 

33 

3317.9 

32 

15.6 

NM 

-373 

NM 

1.4 

NM 

NM 

NM 

-0.09 

530.9 

84 

1516.7 

90 

108.7 

78 

304.7 

87 

20.5 

21.1 

8.5 

93 

0.61 

232.0 

1 

1 

685.7 
173671.6 

9 
0 

0.7 
724.1 

-8 

7 

1.9 
2577.7 

23 

0.3 

0.3 
1.3 

15.4 
7.8 

14 
22 

0.65 

53421.5 

86 

1.4 

1.57 

949.3 

8 

3114.6 

7 

-8.0 

NM 

68.4 

408 

NM 

0.4 

6.1 

27 

0.55 

1780.3" 

-6 
14 

6059.5 
4979.7 

-5 
12 

-50.3 
59.9 

NM 
41 

46.3 
228.4 

-72 
23 

NM 
3.6 

0.4 

1.8 

33 
25 

0.49 

1651.1 

2.9 

21.2 

0.88 

1208.5 

14 

3641.5 

14 

47.7 

14 

190.0 

14 

3.9 

4.0 

18.9 

30 

L43 

3434.0" 

-1 

11742.0 

-3 

120.0 

-10 

507.0 

-5 

3.5 

3.8 

10.2 

15 

3.04 

302.3 

18 

-21 

938.3 

19 

4.4 
-8.0 

20 

NM 

23.1 
-1961.0 

27 
NM 

1.5 
NM 

1.4 

11.3 

49 

NA 

0.78 

5652.0 

20708.0 

-18 

NM 

NM 

NA 

2208.5 

15 

7510.7 

15 

112.1 

-10 

502.1 

8 

5.1 

6.5 

16.8 

30 

1.85 

3000.0" 

-1 

10246.0 

-4 

-110.0 

NM 

349.0 

-39 

NM 

2.3 

9.0 

24 

1.15 

702.7" 

5 

2364.0 

4 

7.2 

35 

80.8 

5 

1.0 

0.8 

103 

18 

2.60 

1831.1" 

•8 

4998.1 

8 

65.9 

81 

153.1 

102 

3.6 

2.1 

11.8 

24 

1.26 

7313.0 

2 

24355.0 

0 

0.0 

NM 

263.0 

50 

0.0 

NM 

5.3 

21 

1.16 

605.9 

6 

1876.2 

4 

-3.6 

NM 

-U.5 

NM 

NM 

NM 

-7.3 

NM 

-0.44 

1237.1 

0 

4460.5 

-3 

-25.8 

NM 

56.8 

5 

NM 

NM 

2.7 

35 

0.40 
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CORPORATE  SCOREBOARD 

COMPANY  SYMBOL 

SALES 

3RD 

QUARTER 
2003 
$MIL 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 
SMIL. 

CHANGE 

FROM 

2002 

% 

PROFITS 

3RD 

QUARTER 

2003 

SMIL. 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 
SMIL. 

CHANGE 

FROM 

2002 

% 

MARGINS 

3RD 

QUARTER 

2003 

% 

3RD 

QUARTER 

2002 

% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

9-30 

PRICE- 
EARNINGS 
RATIO 
10-30 

12 

MON  l 
' 

PEI 
SHAIfl 

Sears,  Roebuck  S 

9794.0 

767.9 

10984.0" 

91768.5 
355.7 

1 

-2 

9 

9 
8 

28870.0 
2440.3 
35367.0 

0 

147.0 

-22 

648.0 

-12 

1.5 

2.0 

27.3 

11 

4.8J 

ShopKo  Stores  SKO  <=> 

-3 

7.7 

7 
4 

39.3 
1395.0 

-8 

1.0 

0.9 

7.2 

11 

22 

1.37 
1.82 

Target  TGT"11 

8 

358.0 

4 

3.3 

3.4 

16.6 

(0)  SPECIALTY  RETAIL 

1.37 
2.02 

INDUSTRY  COMPOSITE 
Abercrombie  &  Fitch  ANF  <"> 

268742.2 
1236.9 

7 
12 

3901.7 
34.8 

15 
12 

11616.1 
153.2 

19 
15 

4.3 
9.8 

4.0 
9.5 

15.4 
25.8 

23 
14 

Advance  Auto  Parts  AAP 

849.3 
337.1 

8 

2722.0 

5 

45.2 

59 

93.7 

66 

5.3 

3.6 

17.4 

28 

2.80 

American  Eagle  Outfitters  AEOS (1" 

6 

1120.5 

6 

8.1 

-20 

53.4 

-20 

2.4 
5.4 

3.2 
5.3 

13.5 
10.7 

15 

1.11 

AnnTaylor  Stores  ANN  n» 

390.2 
1285.5 

14 
8 

1094.4 
3613.0 

3 
8 

21.2 
17.2 

16 
7  " 

55.2 

42 

21 

1.72 

Asbury  Automotive  Group  ABG 

39.5 

7 

1.3 

1.4 

10.4 

12 

1.37 

AutoNation  AN 

5257.4 

1 

14785.3 

-1 

108.8 

2 

427.0 

41 

2.1 

2.1 

12.8 

11 

1.73 

AutoZone  AZO "" 

1829.3 

-1 

4238.5 

2 
5 
19 
13 

207.4 

17 

412.7 

20 
78 

11.3 
1.1 

9.7 
0.1 
8.4 

138.5 

19 

5.34 

Barnes  &  Noble  1 1 

1283.2 
1111.4 

11 
23 

4315.0 
3054.6 

13.7 

97.2 

140.0 

856 
29 

122.6 

12.1 

17 

1.71 

Bed  Bath  &  Beyond  BBBY»°> 

260.0 

27 

8.7 

20.4 

39 

1.11 

Best  Buy  BBY  »°> 

5396.0 
1384.5 

17 
0 

17053.0 

77 

587.0 

24 

2.6 

1.7 

22.9 

28 

2.07 

Blockbuster  BBl 

4294.5 
2813.0 

8 
3 

63.7 
4.5 

25 

209.8 

32 

4.6 

3.7 

5.5 

15 

1.33 

Borders  Group  BGP|ll» 

833.8 

8 

32 

105.9 

-9 

0.5 

0.4 

10.3 

17 

1.30 

Building  Materials  Holding  BMHC 

396.3 

25 

995.0 

15 

9.7 

0 

16.0 

-9 

2.5 

3.1 

6.4 

11 

1.26 

Burlington  Coat  Factory  BCF '" 

529.6 
1236.5 

5 
14 

1938.1 
3355.9 

3 

14 

-17.1 
39.6 

NM 
25 

22.4 

-26 

NM 

NM 

8.3 

15 

1.43 

CarMaxKMX"01 

94.0 

18 

3.2 

2.9 

17.1 

30 

1.03 
0.27 

Charming  Shoppes  CHRS <»> 

605.5 

-5 

1770.9 

-8 

18.6 

-27 

32.2 

115 

3.1 

4.0 

5.5 

25 

Circuit  City  Stores  CC  (10> 

2155.7 
264.9 
307.7 

-3 
11 
5 

7281.4 

-5 

-124.2 
22.2 

-5.5 

NM 

-92.8 

NM 

NM 

NM 

-5.3 

NM 

-0.55 

Claire's  Stores  CLE '"» 

827.1 
890.7 

13 
2 

47 

80.3 

51 

8.4 

6.3 

17.2 

20 

1.89 

Cole  National  CNJ  >"> 

NM 

-10.3 

NM 

NM 

NM 

-14.7 

NM 

-0.75 

CSK  Auto  CAO  ™ 

418.5 

5 

1145.7 

3 

10.8 

165 

22.0 

143 

2.6 

1.0 

10.1 

24 

0.73 

Dick's  Sporting  Goods  DKS  <>» 

353.5 

14 

1053.5 

14 

15.5 

32 

41.2 

40 

4.4 

3.8 

21.9 

25 

1.86 

Electronics  Boutique  Holdings  ELBO  "ll 

302.1 
270.8 

1123.0 

305.7 

3685.3 

294.0 

15 
33 

4 
11 
13 

4 

1139.1 
713.0 

13 
24 

1.7 

181 

36.4 

84 

0.6 

0.2 

17.3 

17 

1.67 

Finish  Line  FINL'101 

17.5 

93 

39.5 

81 

6.5 

4.5 

12.6 

20 

1.54 
1.14 

Foot  Locker  FL™ 

3465.0 

4 

37.0 

12 

124.0 

10 

3.3 

3.0 

14.0 

16 

GameStop  GME '"' 

1147.8 
11688.7 

934.6 

8 

6.6 

8 
269 

465 

44.8 

50 

2.2 

2.2 

9.9 

19 

0.90 

Gap  GPS  1"' 

14 
0 

209.3 
7.1 

660.5 
12.9 

NM 

5.7 

1.7 

19.4 

22 

0.85 

Goody's  Family  Clothing  GDYS  <•» 

NM 

2.4 

0.4 

4.4 

37 

0.29 

Group  1  Automotive 

1239.5 
402.0 

3 
9 

3417.2 
1209.0 

7 

12 
5 

21.7 

8 

56.5 
59.2 

3 

1.8 

1.7 

13.6 

12 

2.95 

Hollywood  Entertainment  HLYW 

20.5 

-36 

-41 

5.1 

8.7 

63.2 

5 

3.13 

Home  Depot  HD'"> 

17989.0 
359.2 

11 

46306.0 

1299.0 
-2.2 

10 

2892.0 

5 

7.2 

7.3 

17.5 

22 

1.65 

Jo-Ann  Stores  JAS.A  <"> 

2 

1259.8 

3 

NM 

27.2 

-8 

NM 

0.6 

12.1 

17 

1.77 

Limited  Brands  LTD  <»> 

2014.1 

5 

6822.4 

4 

102.0 

25 

556.1 
28.8 

29 
-1 

5.1 

4.3 

11.7 

16 

1.08 

Linens  'N  Things  LIN 

602.8 

11 

1607.0 

10 

21.0 

15 

3.5 

3.4 

9.8 

19 

1.55 

Lithia  Motors  LAD 

728.3 

6 

1979.3 

10 

12.9 

20 

25.6 

2 

1.8 

1.6 

9.4 

13 

1.78 
2.10 

Lowe's  LOW  mi 

8773.0 
334.3 

17 

22102.0 

15 

597.0 

28 

1336.0 

30 

6.8 

6.2 

17.9 

28 

Men's  Wearhouse  MW 

8 

1037.5 

4 

11.4 

47 

42.3 

22 

3.4 

2.5 

8.4 

25 

1.18 

Michaels  Stores  MIK"11 

616.5 

7 

2244.9 

8 

24.3 

15 

120.5 

16 

3.9 

3.7 

14.7 

22 

2.17 

Office  Depot  ODP 

3235.6 

13 

9107.1 

7 

91.7 

5 

255.2 

4 

2.8 

3.0 

12.0 

15 

1.02 

OfficeMax  OMX «» 

1046.1 

4 

3608.1 

4 

-26.7 

NM 

10.1 

NM 

NM 

NM 

3.5 

46 

0.21 

O'Reilly  Automotive  ORLY 

412.2 

15 

1144.8 

15 

29.5 

23 

76.2 

20 

7.2 

6.7 

12.7 

25 

1.76 

Pacific  Sunwear  of  California  PSUN  <"> 

234.4 

23 

698.3 

25 

13.4 

83 

44.6 

80 

5.7 

3.8 

17.0 

29 

0.80 

Payless  ShoeSource  PSS '"' 

731.5 

-6 

2079.8 

-4 

5.2 

-89 

24.4 

-34 

0.7 

6.1 

8.7 

17 

0.78 

PC  Connection  PCCC 

349.4 

2 

954.5 

10 

2.2 

-1 

5.2 

NM 

0.6 

0.6 

5.1 

30 

0.33 

Pep  Boys-Manny,  Moe  &  Jack  PBY  <") 

556.0 
398.4 

-2 
12 

1549.7 
1188.6 

-4 
11 

-13.6 
13.5 

NM 
36 

-22.7 

NM 

NM 

2.8 

-1.2 

NM 

-0.16 

Petco  Animal  Supplies  PETC '", 

44.0 

NM 

3.4 

2.8 

438.7 

33 

1.02 

Petsmart  PETM  w 

725.8 
427.8" 

11 

4 

2163.2 

6 

28.1 

31 

77.3 

5 
-2 

3.9 

4.3 

3.3 

13.0 

39 

0.67 

Pier  1  Imports  PIR  ll0> 

1351.6 

6 

18.4 

-16 

91.5 

5.4 

19.3 

18 

1.31 

RadioShack  RSH 

1063.6 

2 

3158.9 

3 

57.1 

27 

171.2 

11 

5.4 

4.3 

38.4 

18 

1.64 

Regis  RGS  <6> 

460.7 

15 

1331.3 

16 

25.0 

27 

68.3 

15 

5.4 

4.9 

15.6 

19 

2.03 

Rent-A-CenterRCII 

549.8 
965.6 

11 
10 

1669.5 

12 

43.7 

6 

130.0 

2 

8.0 

8.4 

23.0 

16 

1.98 

Ross  Stores  ROST"" 

2809.5 

10 

54.6 

10 

162.6 

10 

5.7 

5.7 

30.8 

19 

2.64 

Sherwin-Williams  SHW 

1503.1 

5 

4123.2 

2 

120.3 

8 

261.2 

3 

8.0 

7.8 

23.3 

15 

2.16 

Sonic  Automotive  SAH 

2038.1 

5 

5666.6 

8 

18.5 

-42 

64.0 

-26 

0.9 

1.7 

12.6 

11 

2.02 

Sports  Authority  TSA<"> 

267.5 
2868.5 

2 
18 

812.7 
9350.4 

-1 

15 

5.3 
87.8 

-17 

22.3 

34 

2.0 
3.1 

2.4 

11.3 

20 
32 

1.89 
0.85 

Staples  SPLS  <"> 

47 

277.2 

12 

2.5 

13.1 

Stein  Mart  SMRT<»> 

303.5 
389.6" 

-3 
5 

1042.5 
1216.4 

-3 

-2.8 

NM 

9.1 
76.3 

-61 
-13 

NM 

0.9 

2.4 

56 

0.13 

TalbotsTLB'1" 

2 

18.5 

-8 

4.8 

5.4 

19.9 

17 

1.94 

TBC  TBCC 

362.4 

442.5" 

3046.2 

2138.0 

361.2 

'.  2003 

23 
18 
10 
3 
22 

947.8 
1457.3 

14 
13 

10.5 
41.1 

38 

235 

24 
12 

2.9 

2.6 

12.6 

19 

1.43 

Tiffany  TIF  <u> 

26 

166.3 

9.3 

8.7 

15.7 

34 

1.36 

TJX  TJX  «" 

9596.6 

10 

123.3 
-11.0 

-5 

424.9 

-2 

4.0 

4.7 

39.8 

20 
12 

1.05 
1.09 

Toys 'R' Us  TOY"" 

9177.0 
1084.4 

3 

NM 

260.0 

90 

NM 

NM 

5.7 

Tractor  Supply  TSCO 

23 

12.1 

13 

41.5 

66 

3.4 

3.6 

21.3 

28 

1.47 
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GAME   PLAN 


ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.   Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives   us   a  balanced   lineup   of  performers,   including   a   New  Jersey 


utility,    a   Northeast   generating   company   and   other   energy   related 


businesses.   And   as   our   overall   earnings   record   suggests,    good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

Hi"  make  things  work  for  you. 


www.pseg.com 


»mi]:7:ii 


COMPANY  SYMBOL 


SALES 

3RD 

QUARTER 

2003 

SMIL. 


CHANGE  CHANGE 

FROM  9  MONTHS          FROM 

2002  2003             2002 

%  SMIL                  % 


PROFITS 

3RD  CHANGE 

QUARTER  FROM 

2003  2002 

SMIL  % 


9  MONTHS 
2003 
SMIL. 


CHANGE 

FROM 

2002 

% 


RETURN  ON 

COMMON 

3RD              EQUITY           PRICE-  MONl 

QUARTER      QUARTER       12  MONTHS  EARNINGS  EARN'd 

2003            2002            ENDING          RATIO  PE  I 

%               %               9-30            10-30  SHA9 


MARGINS 

3RD 


Trans  World  Entertainment  TWMC  <u> 

246.7 
580.4 
442.4 

-8 
17 
2 

1003.8 
1976.2 

1800.1 

-5 

13 

1 

-2.9 
17.8 
2.9 

NM 

26 

-20 

-12.8 
111.0 
-33.9 

NM 

12 

NM 

NM 
3.1 
0.7 

NM 

-7.4 

NM 

-0.61 

Williams-Sonoma  WSM  "'> 

2.9 

17.9 

33 

1.01 

ZaleZLC'5' 

0.8 

-6.2 

NM 

-1.21 

CONSUMER  STAPLES 

SECTOR  COMPOSITE 


265136.1 


780217.2 


11995.2 


-27 


40440.3 


4.5 


6.7 


21.8 


PLES  RETAILING 


INDUSTRY  GROUP  COMPOSITE  90403.1 

(A) BEVERAGES 

INDUSTRY  COMPOSITE 

Anheuser-Busch  BUD 

Brown-Forman  BF.B  <»» 

Coca-Cola  KO 

Coca-Cola  Bottling  Consolidated  COKE 

Coca-Cola  Enterprises  CCE 

Constellation  Brands  STZ  ll0> 

Coors  (Adolph)  RKY 

Pepsi  Bottling  Group  PBG 

PepsiAmericas  PAS 

PepsiCo  PEP 

(B)  FOOD  PRODUCTS 

INDUSTRY  COMPOSITE 

Archer  Daniels  Midland  ADM 

Bunge BG 

Campbell  Soup  CPB  <5> 

ConAgra  Foods  CAG |7> 

Corn  Products  International  CPO 

Fresh  Del  Monte  Produce  FDP 

General  Mills  GIS  "' 

Heinz  (H.J.)  HNZ  <8> 

Hershey  Foods  HSY 

Hormel  Foods  HRL<2> 

Interstate  Bakeries  IBC  "> 

Kraft  Foods  KFT 

McCormick  MKC  "> 

Sanderson  Farms  SAFM  <2> 

Sara  Lee  SLE  l6» 

Sensient  Technologies  SXT 

Smithfield  Foods  SFD <81 

Smucker  (J.M.)  SJM  <8> 

Wrigley  (Wm.)  Jr.  WWY 

(C)  TOBACCO 

INDUSTRY  COMPOSITE  17871.2 


260786.8 


5267.2 


-49 


21356.2 


5.8 


12.0 


22.1 


22 


INDUSTRY  GROUP  COMPOSITE 
Albertson's  ABS  <"> 

152036.6 
9053.0 
1675.0 

9 

1 
14 

455198.5 
27100.0 

8 
0 

3875.2 
162.0 

7 
-33 

11924.1 
533.0 

8 

-30 

2.5 
1.8 

2.6 

2.7 
2.5 

17.2 
13.7 

27 

10 

1.50 
1.92 

BJ's  Wholesale  Club  BJ<'» 

4865.3 

14 

22.1 

-39 
13" 

84.0 
27.7 

-28 

1.3 

15.6 

15 

1.72 
0.83 

Casey's  General  Stores  CASY  <»> 

609.9* 

11 

1667.6 
33347.0 

14 

10 

13.8 

47 

2.3 

2.2 
2.0 
2.8 
2.5 

9.8 
11.5 

18 

Costco  Wholesale  COST  "> 

13689.7" 

11 

239.4 

-3 

14 
-76 

575.3 

1 

1.7 

23 

1.53 

CVS  CVS 

6378.1 
338.6 

9 
8 

19135.8 
1027.4 

7 
9 
7 

187.8 
1.9 

583.9 
9.1 
1.1 

-111.3 

13 
-41 
-60 

2.9 
0.6 

13.5 

18 

1.92 

Duane  Reade  DRD 

5.1 

19 

0.71 

Foodarama  FSM  (2> 

271.3 
2443.7 

12 
5 

783.0 

0.6 

-52 

0.2 

0.5 

4.3 

16 

1.61 

Great  Atlantic  &  Pacific  Tea  GAP  <"» 

8167.7 

3 

-57.1 

NM 

NM 

NM 

NM 

-30.5 

NM 

-3.66 

Kroger  KR1"' 

12351.0 

4 

41087.0 

3 

190.0 

-28 

923.0 

-1 

1.5 

2.2 

28.2 

11 

1.54 

Longs  Drug  Stores  LDG  w 

1109.5 

995.6 

1388.3 

1 

1 

19 

3382.9 

-1 

5.3 
6.2 

-52 

77 

17.5 
15.0 

-60 
NM 

0.5 
0.6 

1.0 
0.4 

2.9 
4.1 

41 

0.55 

Pathmark  Stores  PTMK'»> 

3002.4 

1 

14 

0.49 

Performance  Food  Group  PFGC 

4024.3 

24 

21.6 

35 

62.0 

26 

1.6 

1.4 

10.0 

23 

1.65 

Rite  Aid  RAD  ll0> 

4052.1 

5 

12238.2 

4 

-10.6 

NM 

-54.4 

NM 

NM 

NM 

NM 

NM 

-0.20 

Safeway  SWY 

7778.3 

4 

23065.5 

3 

203.3 

-28 

599.1 

-34 

2.6 

3.7 
1.1 
0.9 
1.4 

6.0 
21.3 

37 

0.57 

7-Eleven  SE 

3032.0" 

491.4 
4590.6 

10 
4 
6 

8391.8 

11 

35.2 

20 

81.5 

31 

1.2 

26 

0.61 

Spartan  Stores  SPTN "> 

1429.5 
15039.9 

1 
4 
12 
19 
2 
13 

2.7 

-32 

-6.9 

NM 
18 

0.6 
1.4 

-39.4 

NM 

-2.09 

Supervalu  SVU (10> 

62.2 

6 

199.8 

12.2 

13 

1.92 

Sysco  SYY<6> 

7134.3 
366.8 
230.5 

8246.4 

11 

20501.4 

208.8 

14 

620.0 

15 

2.9 

2.8 

34.6 

27 

1.23 

United  Natural  Foods 

19 
2 

14 

1068.9 

685.9 

25020.5 

5.0 

20 

16.2 

11 
-13 

1.4 
1.2 

1.3 

10.8 

38 

1.02 

Village  Super  Market  VLGEA  <5> 

2.7 

-30 

8.7 

1.7 

10.4 

8 

3.54 

Walgreen  WAG ,4> 

277.1 

12 

944.1 

13 

3.4 

3.4 

16.9 

31 

1.14 

Wal-Mart  Stores  WMT<"> 

62637.0 

11 

190427.0 

11 

2283.0 

15 

6641.0 

15 

3.6 

3.5 

19.9 

31 

1.92 

Weis  Markets  WMK 

504.7 
2668.6 

2 

1521.7 

2 

10.9 

-27 

40.4 

-6 

2.2 

3.0 

9.9 

17 

2.08 

Winn-Dixie  Stores  WIN (bl 

-6 

8217.8 

-4 

1.2 

-96 

114.3 

-18 

0.0 

1.2 

20.1 

6 

1.46 

20 


1.91 


27517.6 

8 
5 

76051.8 
10931.3 

7 
4 

3610.7 
664.3 

12 

9537.1 

11 

13.1 

12.7 

31.0 

23 

1.93 

3880.5 

7 

1781.7 

7 

17.1 

16.8 

78.7 

20 

2.44 

460.8 

9 
6 

1501.8 

15851.0 

919.0 

13018.0 

8 
7 
0 
8 

31.1 

-14 

159.3 

10 

6.7 

8.5 

28.8 

23* 

3.61 

5662.0 

1223.0 

12 

3420.0 

12 

21.6 

20.5 

32.2 

26 

1.77 

325.6 

2 

9 

32 

4 

13.8 

45 

27.2 

15 

31 

4.3 

3.0 

46.7 

17 

2.90 

4734.0 

259.0 

36 

547.0 

5.5 

4.4 

16.4 

15 

1.35 

908.8 

2333.4 
2965.3 

19 
6 

35.6 

-28 

126.8 

10 

3.9 

7.2 

10.0 

16 

2.00 

1040.9 

61.4 

32 

138.6 

-2 

5.9 

4.7 

14.4 

13 

4.34 

2810.0 

14 

-1 
8 

7216.0 

2418.0 

18898.0 

12 
-3 

7 

183.0 

3 

353.0 

-5 
-6 

6.5 
7.2 

7.3 
5.7 

21.8 

15 

1.46 

865.0 

62.5 

25 

120.6 
2863.0 

8.4 

17 

0.88 

6830.0 

1077.0 

13 

14 

15.8 

15.1 

33.6 

23 

2.10 

45014.3 
8267.8 

7 

19 
62 

132168.1 
24224.5 

9 
28 

2458.9 
150.2 

2 
39 

7562.4 
362.0 
311.0 

10 

7 

72 

5.5 
1.8 
1.5 

5.7 
1.6 

17.4 
7.0 

16 
18 

1.75 
0.76 

5826.0 

15936.0 

70 

89.0 

-6 

2.6 

19.4 

7 

4.06 

1455.0 

19 
-33 

13 

4973.0 

12266.0 

1559.5 

13 

74.0 

35 

434.0 

23 

5.1 

4.5 

161.8 

17 

1.52 

4393.7 

-32 

12 

203.7 

-3 

597.4 

14 

4.6 

3.2 

17.3 

15 

1.56 

540.7 

20.0 

17 

51.9 

11 

3.7 

3.6 

7.3 

18 

1.89 

563.7 

13 

1908.1 

19 

34.3 

6 

203.6 

23 

6.1 

6.5 

25.4 

6 

4.19 

2518.0 

7 

7709.0 

9 

227.0 

29 

692.0 

120 

9.0 

7.5 

22.0 

18 
21 

2.54 

1895.5 

3 
3 

6193.9 

6 

186.8 

21 

419.3 

-15 

9.9 

8.4 

49.0 

1.66 

1191.0 

2993.3 

1 

151.0 

23 

320.0 

17 

12.7 

10.7 

36.6 

22 

3.37 

1009.4 

8 

-1 

3030.4 
2694.6 

6 

34.7 

-9 

115.4 

-5 

3.4 

4.1 

15.3 

18 

1.32 

831.0 

-1 

11.2 

-59 

-0.1 

NM 

1.3 

3.2 

3.4 

56 
14 

0.26 

7480.0 

4 
17 

22680.0 
1571.0 

4 

810.0 

-7 

2607.0 

6 

10.8 

12.0 

12.8 

2.05 

557.6 

11 
14 
3 

40.1 

18 

112.0 

13 

7.2 

7.1 

26.3 

22 

1.33 

232.2 

15 

617.5 
13647.0 

15.4 
230.0 

66 

33.6 

51 

6.6 

4.6 

21.9 

12 

3.04 

4666.0 

3 

-25' 

795.0 

-13 

4.9 

6.8 

55.2 

14 

1.41 

247.3 

4 
10 
27 
12 

744.3 

8 

20.7 

2 

62.8 

8 

8.4 

8.5 

15.7 

11 

1.80 

2206.2 

6151.9 

2 

22.1 
25.8 

87 

32.5 

-64 

1.0 

0.6 

2.8 

62 

0.34 

350.3 

1020.1 
2247.9 

65 

61 

77.0 

152 

7.4 

5.8 

9.3 

21 

2.11 

782.9 

12 

113.1 

15 

336.0 

14 

14.4 

14.1 

26.5 

28 

1.97 

52567.0 


-802.5 


NM 


4256.7 


-59 


NM 


26.0 


20.0 


20 


2.25 
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CANY 


(AlAklfK 
I  Mil 


i.i  Group 

.  Reynolds  Tobacco  Holdings  RJR 

versal 

rusT 

rm;mj.!.M'. 


15302.0 

45273.0 

1345.0 

-15 

3940.0 

786.6" 

20 

2057.5 

437.6- 

-3 

1296.5 

>  ROM 
% 


18 
15 
3 


QIJARIIk  fWjM 

J  VII  % 


% 


MAMMN-. 


2490.0 
-3451.0 

43 
NM 

7113.0 

-3310.0 
89.8 

i 
NM 

16.3 
NM 
4.4 

38.9 
NM 
18.0 

NM 

11 
NM 

4.34 
-40.71 

34.4 

21 

4.61 

124.0 

5 

363.9 

-2 

28.3 

28.9 

-1.65 

USTRY  GROUP  COMPOSITE 

HOUSEHOLD  PRODUCTS 

USTRY  COMPOSITE 

gate-Palmolive 

i 

iberly-Clark  KMB 

■cter  &  Gamble  PG«" 

PERSONAL  PRODUCTS 


22696.5 


10 


64231.9 


2852.9 


15 


7160.0 


18713.6 

10 
6 

52745.8 
7330.8 

8 

2581.9 

14 

10 

6371.8 

2523.8 

7 

365.4 

1049.2 

353.2 

6 

998.1 

5 

35.8 

19 

98.9 

3641.6 

4 

10645.9 

4 

419.7 

-5 

1234.7 

12195.0 

13 

33771.0 

9 

1761.0 

20 

3989.0 

13  12.6 

11  13.8 

11  14.5 

16  10.1 
-6  11.5 

17  14.4 


12.0 


34.5 


23 


3.02 


34.4 

23 

3.32 

13.9 

184.9 

22 
17 

2.40 

9.0 

51.1 

1.35 

12.7 

13.6 

24.7 

31.3 

17 
25 

3.15 
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SI 

X 
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USTRY  COMPOSITE 
lerto-CulverACV" 

3982.9 
751.6 

9 
8 

11486.1 
2194.6 

8 
8 

271.0 
45.7 

24 
16 

788.2 
126.1 

32 

16 

6.8 
6.1 

6.0 

35.7 
15.3 

27 
23 

1.83 
2.70 

>n  Products  AVP 

1629.4 

11 

4766.8 

9 

133.1 

47 
5 

403.5 

18 

8.2 

6.2 
5.9 

319.2 
20.3 

27 
29 

2.49 

B 

ee  Lauder  EL161 

1351.7 

9 

3814.1 

9 

77.0 

213.8 

117 

5.7 

L31 

1! 

Skin  Enterprises  NUS 

250.2 

-1 

710.5 

0 

15.1 

-5 

44.7 

-5 

6.1 

6.3 

15.5 
13.8 

20 

16 

0.78 

K 

ERGY 

:tor  COMPOSITE 

166396.1 

22 

495673.0 

J4 

9655.5 

181 

32294.2 

177 

5.8 

2.5 

2.44 

M 
St 

a 
:: 

'■t 

14 
II 
1 

5 

lUSTRY  GROUP  COMPOSITE 

ENERGY  EQUIPMENT  It  SERVICES 

lUSTRY  COMPOSITE 

166396.1 
13228.2 

22 

17 

495673.0 
37199.4 

34 
11 

9655.5 
208.4 

181 
-72 

32294.2 
1054.3 

177 
-26 

5.8 
1.6 

2.5 
6.7 

13.8 
-16.0 

16 
NM 

2.44 
-133 

ker  Hughes  8HI 

1338.4 

7 

3853.3 

6 

-59.5 

NM 

73.5 

-68 

NM 

7.1 

2.0 

NM 

0.20 

oper  Cameron  CAM 

429.1" 

12 

1191.1 

3 

24.0 

16 

53.2 

-15 

5.6 

5.4 

4.6 

46 

031 

IC  Technologies  FTI 

560.1 

7 

1669.7 

12 

20.3 

21 

52.4 

32 

3.6 

3.2 

21.2 

17 

U5 

lliburton  HAL 

4148.0 

39 

10807.0 

17 

92.0 

-2 

193.0 

NM 

2.2 

3.2 

1.7 

NM 

0.13 

y  Energy  Services  KEG 

243.4 

21 

695.1 

29 

6.3 

NM 

11.2 

NM 

2.6 

NM 
0.5 

0.7 
2.6 

85 
68 

0.10 

iverick  Tube  MVK 

226.8 

93 

641.1 

95 

8.7 

NM 

10.0 

189 

3.8 

0.24 

bors  Industries  NBR 

473.5 

34 

1355.9 

25 

50.3 

87 

127.4 

35 

10.6 

7.6 

6.4 

36 

L01 

tional-Oilwell  NOI 

498.6 

36 

1474.6 

31 

22.7 

28 

62.2 

11 

4.6 

4.8 

7.3 

20 

034 

•ble  NE 

254.6 

5 

747.6 

1 

53.0 

8 

136.1 

-14 

20.8 

20.3 

8.8 

24 

1.42 

1 

4 

1 

7 

hlumberger  SIB 

3508.1 

4 

10309.9 

5 

-55.3 

NM 

235.0 

-54 

NM 

5.0 

-47.5 

NM 
35 

-4.64 

lith  International  Sll 

924.8 

19 

2611.3 

9 

35.0 

77 

86.6 

15 

3.8 

2.5 

8.8 

1.05 

insoceanRiG 

622.9 

-10 

1842.8 

-8 

11.0 

-96 

13.7 

-97 

1.8 

36.7 

-38.6 

NM 

-8.67 

1  OIL  I  GAS 

1 
5 

5USTRY  COMPOSITE 
nerada  Hess  AHC 

153167.9 
3230.0 

23 
19 

458473.6 
10683.0 

36 
28 

9447.0 

146.0 

253 

NM 

31239.9 
398.0 

206 
157 

6.2 
4.5 

2.1 

NM 

18.0 
0.6 

12 

NM 

3.42 
0.27 

0 

tadarko  Petroleum  APC 

1340.0 

43 

3844.0 

41 

276.0 

45 

950.0 

83 

20.6 

20.3 

16.3 

17.1 

9 

11 

27 

9 

435 

( 

lache  APA 

1110.0 

69 

3129.5 

70 

277.0 

89 

833.6 

123 

25.0 

22.3 

6.23 

■bland  ASM  « 

2132.0 

4 

5753.0 

3 

61.0 

49 

91.0 

18 

2.9 

2.0 

4.2 
21.3 

L37 

irlington  Resources  BR 

1059.0 

62 

3246.0 

52 

267.0 

238 

873.0 

194 

25.2 

12.1 

5.11 

levronTexaco  CVX 

28349.0 

19 

84630.0 

27 

1975.0 

NM 

5691.0 

NM 

7.0 

NM 

19.3 

11 

6.36 

mocoPhillipsCOP 
xon  Mobil  XOM 
trr-McGee  KMG 

22525.0 

73 

68251.0 

126 

1249.0 

NM 

3607.0 

NM 

5.5 

NM 

12.6 
21.8 

9 
14 

NM 

6.41 

59841.0 

11 

180786.0 

22 

3650.0 

39 

14310.0 

95 

6.1 

4.9 

2.68 

1006.1 

4 

3158.3 

18 

29.1 

NM 

203.1 

NM 

2.9 

NM 
1.0 
3.5 

-5.3 

-L45 

arathon  Oil  MRO 
urphy  Oil  MUR 

9149.0 

26 

26718.0 

36 

280.0 

278 

813.0 

158 
377 

3.1 
5.6 

18.7 

15.6 

9 
19 
21 

9 

3.24 

1296.5 

23 

3896.4 

37 

73.1 

100 

246.9 

3.16 

)ble  Energy  NBL 
:cidental  Petroleum  OXY  * 

235.4 

31 

728.2 

47 

32.1 

NM 

91.5 

NM 

13.6 

NM 

11.6 
21.8 

130 

2319.0 

18 

6956.0 

30 

446.0 

-6 

1213.0 

44 

19.2 

24.2 
15.2 

339 

•go  Producing  PPP 

277.9 

34 

884.3 

65 

67.7 

114 

240.0 

246 

24.3 

193 

10 

4.34 

emcor  PCO 
jnoco  SUN 
tocal  UCL 
ilero  Energy  VLO 

2878.2 

52 

7874.4 

64 

57.6 

NM 

133.9 
276.0 

NM 
NM 

2.0 

•.".' 

14.6 
20.8 
16.6 

10 
10 

13 

2.43 

4045.0 
1478.0 
9922.3 

22 

14 
22 
28 
60 

7 

11847.0 

34 

109.0 

NM 

2.7 

NM 
7.6 

0.4 

24.9 

115 

4.35 

4817.0 

28459.2 

1956.2 

30 
36 

152.0 
191.1 

54 
541 

538.0 
489.9 

130 
NM 
69 

10.3 

1.9 
0.8 

31.9 

16  0 

2.43 

11.6 

8 
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orld  Fuel  Services  INT 
TO  Energy  XTO 

NANCIALS 

.CTOR  COMPOSITE 

652.3 
322.1 

244919.6 

48 

5.5 

641 

16.2 

14.6 
20.1 

15.1 

15 
15 

15 

1.88 

856.1 
722973.3 

50 
7 

102.8 

104 

224.6 
109090.6 

73 

10 

1.57 

39109.9 

49 

2.82 
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DUSTRY  GROUP  COMPOSITE 

l)  COMMERCIAL  BANKS 
DUSTRY  COMPOSITE 
mSouth  Bancorporation  ASO 
ssociated  Banc-Corp  ASBC 
ank  of  America  BAC 

87803.4 

61751.2 
734.0" 
245.7 

3 
3 

260578.6 
182445.1 

4 
2 

178917 

12268.6 

157.4 

58.4 

2922.0 

27 

H 

49419.8 
35971.2 

17        20.4         165          18.3 

12          19.9          18.2           16.7             14 
3         21.4         20.8          19.8            13 
10        23.8         20.7           17.4 
22         23.3          19  3           21.2             11 
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3.47 
3.10 

-2 

-5 

2197.6 

-2 

1 

9 
31 

467.6 

173.0 

8084.0 

1.76 

750.2 

0 

3.03 

12527.0" 

8 

36756.0 

7 
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COMPANY  SYMBOL 


PROFITS 


CHANGE 

FROM 

2002 

% 


9  MONTHS 
2003 
SMIL 


CHANGE 
FROM 
2002 


MARGINS 

3RD 

QUARTER 

2003 

% 


3RD 

QUARTER 

2002 

% 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

9-30 


INDUSTRY  GROUP  COMPOSITE 

(A)  CAPITAL  MARKETS 

INDUSTRY  COMPOSITE 

Bank  of  New  York  BK 

Bear  Stearns  BSC '" 

E'Trade  Financial  ET 

Edwards  (A.G.)  AGE  ll0> 

Franklin  Resources  BEN  <3> 

Goldman  Sachs  Group  GS '» 

Janus  Capital  Group  JNS  • 

JPMorgan  Chase  JPM 

Legg  Mason  LM  |9> 

Lehman  Brothers  Holdings  LEH '" 

Mellon  Financial  MEL 

Merrill  Lynch  MER 

Morgan  Stanley  MWD  « 


82612.8 


247434.0 


13940.2 


81 


37824.8 


78 


16.9 


9.8 


14.8 


PRICE- 
EARNINGS 
RATIO 
10-30 


1? 

mon:- 

EARNi 
SHAF 


Bank  One  ONE 

517O.0 
379.4 

1610.7 

695.5" 

227.6 

-6 

15548.0 

-6 

874.0 

8 

2532.0 

4 

16.9 

14.8 

15.2 

15 

2.92 

Banknorth  Group  BNK 

0 
6 
-2 

1 

1185.3 

6 

90.3 

17 

259.2 

17 

23.8 

20.3 

13.6 

15 

2.11 

BB&T  BBT 

'4617.1 
2121.3 
490.0 

3 

115.9 

-65 

759.9 

-21 

7.2 

21.6 

14.2 

17 

2.21 

Charter  One  Financial  CF 

1 
-4 

159.1 
38.8 

11 
10 

472.7 
112.2 

9 
6 

22.9 
17.1 

20.3 
15.7 

19.1 

12 

2.68 
1.18 

Colonial  BancGroup  CNB 

13.1 

13 

Comerica  CMA 

800.0 

-12 
20 

2519.0 

904.1 

-9 
22 

157.0 

554 

503.0 

27 

19.6 

2.6 

13.9 

13 

4.04 

Commerce  Bancorp  CBH 

319.1" 
225.5" 
1666.1 

49.5 

31 

137.7 

32 

15.5 

14.1 

14.4 

19 

2.47 

Commerce  Bancshares  CBSH 

-3 
1 

689.0 
4895.2 
2389.3 

-1 
4 

51.0 
448.1 

1 
8 

148.7 

2 

22.6 
26.9 

21.6 

13.9 

16 

2.98 

Fifth  Third  Bancorp  FITB 

1304.8 

8 

25.3 

20.2 

20 

2.95 

First  Tennessee  National  FTN 

801.8 
3583.0 

23 
-3 

31 

118.3 

675.0 

69.3 

24  ' 

13 

10 

355.7 

30 

14.8 

14.6 

25.6 

13 

3.52 
2.00 

FleetBoston  Financial  FBF 

10539.0 
956.9 

-8 
-1 

1823.0 
186.8 

49 

1 

18.8 

16.1 

12.1 

20 

Hibernia  HIB 

345.5 

8 

20.0 

19.7 

14.6 

14 

1.60 
1.55 

Huntington  Bancshares  HBAN 

606.1 

1434.0 

795.7 

2094.7 

423.8 

297.8" 

1624.0 

681.2 

888.6 

-3 
-6 
35 
2 
10 
-12 

1793.3 
4308.0 
2173.4 
7063.7 
1183.6 

-12 
-7 

104.2 
227.0 

18 
-7 

292.3 
669.0 

15 
-8 

17.2 
15.8 
19.7 

14.1 

16.3 

14 

KeyCorp  KEY 

16.0 

13.1 

13 

2.15 

M&T  Bank  MTB 

24 
8 
4 

156.5 

42 

407.0 
1492.5 

20 
23 

18.7 

9.6 

19 

4.92 

National  City  NCC 

379.3 
85.8 
94.3 

1 

3 

-12 

18.1 
20.2 
31.7 

18.1 

20.5 

11 

3.04 

National  Commerce  Financial  NCF 

221.4 
294.0 

-7 
-5 

21.5 
31.7 

11.3 
27.9 

19 
15 

1.49 

North  Fork  Bancorporation  NFB 

947.5 

-3 

2.59 

PNC  Financial  Services  Group  PNC 

5 

9 

-8 

4579.0 
2000.5 
2746.2 

-6 
6 
-3 

281.0 
130.9 
164.7 

-1 

53 

5 

727.0 
364.6 
488.1 

-21 

17.3 

18.5 

15.1 

15 

3.54 

Popular  BPOP 

34 
5 

19.2 
18.5 

13.7 

16.7 

14 

3.30 

Regions  Financial  RF 

16.2 

14.7 

13 

2.87 

SouthTrust  SOTR 

767.7 

1752.2 

613.4 

274.6" 

3696.7 

-8 
-4 
6 
-5 
-7 

2361.3 
5288.8 
1810.5 
841.4 
11567.9 

-5 
-6 

7 
-2 

1 

178.6 

9 

524.7 

9 

23.3 

19.8 

15.8 

16 
14 

2.00 

SunTrust  Banks  STI 

331.6 

-3 

989.8 

0 

18.9 

18.9 

14.4 

4.72 

Synovus  Financial  SNV 

100.0 

36.0 

984.9 

8 
-39 

286.3 
156.4 

10 
-10 

16.3 

15.9 

18.0 

21 

1.29 

TCF  Financial  TCB 

13.1 
26.6 

20.4 

23.2 

17 

14 

3.02 

U.S.  Bancorp  USB 

14 

2849.7 

15 

21.6 

19.0 

1.91 

Union  Planters  UPC 

609.5 
649.0 

-9 
3 

1835.3 
1923.3 

-7 

132.2 

-3 

399.4 

2 

21.7 

20.2 

17.0 

12 

2.69 

UnionBanCal  UB 

2 

155.0 

12 

435.3 

14 

23.9 

21.9 

15.8 

14 

3.82 

Wachovia  WB 

6330.0 
8003.0 

9 

17984.0 

1 

1088.0 

19 

3147.0 

17 

17.2 

15.8 

12.3 

15 

3.01 

Wells  Fargo  WFC 

14 

23028.0 

10 

1561.0 

8 

4578.0 

8 

19.5 

20.5 

18.7 

16 

3.56 

Westcorp  WES 

338.7 

4 

1011.7 

12 
5 

29.3 

35 

84.5 

40 

8.7 

6.7 

12.1 

15 

2.53 

Zions  Bancorporation  ZION 

539.6 

22 

1439.7 
78133.5 

64.2 

-2 

244.0 

5 

11.9 

14.8 

13.2 

17 

3.61 

(B)  THRIFTS  &  MORTGAGE  FINANCE 

INDUSTRY  COMPOSITE 

26052.3 

1 

8 

5623.1 

76 

13448.6 

33 

21.6 

12.4 

25.3 

11 

5.26 

Astoria  Financial  AF 

281.1" 
3920.2 
13275.7 

292.2 

-17 
-2 
0 
77 

890.4 

11269.6 

40287.0 

775.1 

-15 

45 

2 

57 

41.6 
1100.1 

-33 

381 

148.9 
1809.2 

-21 

208 

14.8 
28.1 

18.4 

13.8 

13, 

2.58 

Countrywide  Financial  CFC 

5.7 

27.5 

7 

14.99 

Fannie  Mae  FNM 

2480.9 

150 

5523.3 

51 

18.7 

7.5 

47.1 

11 

6.46 

Flagstar  Bancorp  FBC 

90.8 

241 

217.7 

177 

31.1 

16.1 

40.4 

6 

3.94 

Golden  West  Financial  GDW 

967.6 
419.6" 

2 

-4 

2866.4 

3 

282.9 
104.2 

16 

815.4 

15 

29.2 

25.8 

18.9 

15 

6.86 

GreenPoint  Financial  GPT 

1323.9 

1 

-18 

360.9 

-2 

24.8 

28.8 

26.5 

8 

3.83 

MGIC  Investment  MTG 

445.6" 

256.9 

302.5 

14 

54 

9 

1328.1 

15 

105.1 

-31 

390.0 

-21 

23.6 

38.8 

14.3 

10 

5.31 

New  Century  Financial  NCEN 

653.4 
881.5 

56 
11 

64.9 

26 

171.4 

37 

25.3 

31.0 

47.4 

6 

6.02 

PMI  Group    ' 

60.1 

-33 

219.2 

-14 

19.9 

32.3 

12.3 

11 

3.36 

Radian  Group  RDN  t 

333.7 

27 

932.6 
1844.7 

18 

114.0 

7 

330.4 

3 

34.2 

40.4 

14.0 

11 

4.63 

Sovereign  Bancorp  SOV 

601.8 
4729.0 
226.2" 

-5 

-1 

109.2 

17 

289.3 

16 

18.2 

14.7 

12.1 

16 

1.34 

Washington  Mutual  WM 
Webster  Financial  WBS 

1 
3 

14409.0 
671.8 

3 

4 

1028.0 
41.3 

5 
2 

3051.0 
121.9 

4 
1 

21.7 
18.3 

20.9 
18.4 

19.6 
14.6 

10 
13 

4.32 
3.48 

2.35 


47254.3 

4 
27 

142834.0 

1 

6724.9 

134 

17844.9 

42 

14.2 

6.3 

12.4 

19 

2.19 

1638.0 

4649.0 

8 

260.0 

229 

850.0 

6 

15.9 

6.1 

11.6 

25 

1.27 

1842.3 

16 
12 
11 
19 

5530.4 
1495.7 

3 

5 

313.4 

91 

868.1 

26 

17.0 

10.4 

16.5 

10 

7.71 

527.1 

61.4 
37.5 

197 
41 

95.6 

24 

11.6 

4.4 

7.4 

29 
27 

0.35 

633.4 

1700.5 
2019.0 

-3 
6 
0 

-17 
3 

86.6 

202 

5.9 

4.7 

7.1 

1.46 

722.0" 

152.1 

677.0 

54.9 

1628.0 

122 

393.1 

25 

21.1 

11.3 

11.7 

24 

1.97 

5715.0 

-3 
2 

17794.0 
733.3 

30 

NM 

2034.0 

26 

11.8 

8.9 

12.4 

19 

4.95 

256.6 

144.6 

193 

21.4 

NM 

10.5 

18 

0.80 

10396.0 

-1 

33692.0 

NM 

4855.0 

137 

15.7 

0.4 

10.1 

17 

2.15 

472.7 

21 

1308.1 

7 

3 

-5 

-3 

59.4 

480.0 

153.0 

1039.0 

1269.0 

30 

166.5 

18 
55 
-2 

12.6 
10.8 
13.4 

11.8 

16.2 

27 

3.07 

4463.0 
1143.0 

10 

-1 

13033.0 
3381.0 

147 
-18 

1218.0 
493.0 

4.8 
16.1 

14.7 
18.0 

13 
20 

5.32 
1.52 

6860.0 

0 
9 

21080.0 

50 

2745.0 

39 
23 

15.1 

10.1 

13.3 

17 

3.37 

8929.0 

25841.0 

4 

108 

2773.0 

14.2 

7.5 

14.8 

17 

3.19 

90  I  BusinessWeek  I  November  17.  2003 


YOU  WANT  TECHNOLOGY  THAT  EMBRACES 
YOUR  VISION.  AND  YOUR  BUDGET. 


FIDELITY 

VORKPLACE 

SERVICES 


HR/Payroll 
Defined  Benefit 
Defined  Contribution 
Health  and  Welfare 
Stock  Plans 


In  planning  your  company's  future,  you  look  for  the  provider  with  the  most 
advanced  HR  technology  money  can  buy.  Fidelity  offers  a  platform  so  intelli- 
gently designed,  it  can  share  upgrades  across  all  client  companies.  This  delivers 
economies  of  scale  that  fulfill  both  your  bottom  line  and  your  big  picture. 
For  details,  visit  fidelity.com/workplace  or  call  Joe  Dattilo  at  866.733.1033. 


ZOMPREHENSIVE  HR/BENEFITS  OUTSOURCING 


Fidelity 


Investments 


jrvices  Company  LLC 


CORPORATE SCOREBOARD 


COMPANY  SYMBOL 


SALES 

3RD 

QUARTER 

2003 

SMIL 


CHANGE  CHANGE 

FROM  9  MONTHS          FROM 

2002  2003              2002 

%  SMIL                 % 


PROFITS 

3RD 

QUARTER 

2003 

SMIL. 


CHANGE 

FROM 

2002 

% 


CHANGE 
9  MONTHS  FROM 

2003  2002 

SMIL  % 


MARGINS 

3RD  3RD 

QUARTER  QUARTER 

2003  2002 

%  % 


RETURN  ON 
COMMON 

EQUITY  PRICE-  MON.'i 

!2  MONTHS  EARNINGS  EARWI 

ENDING  RATIO  FH 

9-30  10-30  SHAI 


Northern  Trust  NTRS 

645.9" 
259.7" 
412.7 

-2 

18 

7 

1947.4 

-5 

114.8 

18 

292.8 

-16 

17.8 

14.7 

12.9 

27 

1.7 

Price  (T.  Rowe)  Group  TROW 

717.7 

1153.0 

3 

66.3 

53 

158.8 

7 

25.5 

19.6 

16.2 

25 

1.6 

Raymond  James  Financial  RJF<3> 

0 

33.1 

51 

71.9 

17 

8.0 

5.7 

9.7 

23 

1.7 

Schwab  (Charles)  SCH 

1051.0" 
1287.0" 

13923.2 
6419.0 

3 
7 

3 
9 

2969.0 

-4 

124.0 

NM 

324.0 

74 

11.8 

NM 

5.9 

80 

0.1 

State  Street  STT 

(B)  CONSUMER  FINANCE 

INDUSTRY  COMPOSITE 
American  Express  AXP 

3790.0 

41221.6 
18798.0 

2 

2 
7 

202.0 

2264.2 
770.0 

11 

59 
12 

275.0 

6183.0 
2224.0 

-49 

29 

12 

15.7 

16.3 
12.0 

15.1 

10.5 
11.6 

14.3 

20.9 
19.4 

23 

17 

21 

2.2 
2.0 

2.2: 

AmeriCreditACF'6' 

288.2 

-16 

780.4 

-17 

33.3 

-56 

35.2 

-86 

11.6 

22.0 

-0.8 

NM 

-0.11 

Capital  One  Financial  COF 

2466.2 

-6 

7258.3 

1 

291.3 

13- 

887.2 

34 

11.8 

9.8 

20.0 

12 

4.8( 

MBNAKRB 

3002.0 

681.3 

6 
-20 

8545.8 

9 

658.8 

66 

1634.6 

33 

21.9 

14.1 

22.0 

15 

1.6< 

Providian  Financial  PVN 

2136.0 

-37 

85.3 

103 

129.1 

-7 

12.5 

4.9 

6.3 

23 

0.4 

SLM  SLM 

763.0 

-1 

2834.4 

13 

349.9 

NM 

1139.2 

134 

453 

NM 

57.8 

13 

3.01 

WFS  Financial  WFSl 

303.6 

21 

868.7 

28 

75.6 

224 

133.8 

109 

24.9 

9.3 

19.6 

12 

3.7C 

(C)  DIVERSIFIED  FINANCIAL  SERVICES 

INDUSTRY  COMPOSITE 
CIT  Group  CIT 

21435.3 
1141.9 

19398.0" 
317.9 
272.5 

9 
-7 

63378.4 
3477.4 

6 
-9 

4951.1 
147.8 

46 
10 

13796.9 
411.7 

260 

NM 

23.1 
12.9 

17.3 
11.0 

16.4 
10.5 

16 
13 

2.7! 

2,6) 

Citigroup  C 

10 

-2 

7 

57288.0 

7 

4691.0 

27 

13093.0 

19 

24.2 

21.0 

16.8 

16 

2.99 

GATXGMTt 

919.3 

-4 

22.7 

19 

49.3 

-16 

7.1 

5.9 

2.4 

57 

0.40 

Instinet  Group  INGP 

797.8 

1 

4.0 

NM 

-35.5 

NM 

1.5 

NM 

-14.8 

NM 

-0.45 

Moody's  MCO 

305.0 

23 

895.9 

19 

85.6 

26 

278.4 

27 

28.1 

27.3 

NM 

25 

2.28 

gj     JtQ&SSI 

INDUSTRY  GROUP  COMPOSITE 
ACE  ACE 

72281.9 
2667.0 

17 
42 

208148.9 
7524.0 

17 
49 

7318.0 
355.0 

68 

NM 

21517.0 
973.0 

50 
297 

10.1 
13.3 

7.0 

NM 

10.8 
9.3 

17 
13 

2.67 
2.79 

AFLAC  AFL 

2931.0 

8 

8600.0 

13 

237.0 

-1 

723.0 

14 

8.1 

8.9 

12.0 

21 

1.73 

Allstate  ALL 

8127.0 

12 

23887.0 

9 

692.0 

179 

1945.0 

91 

8.5 

3.4 

12.4 

12 

3.38 

Ambac  Financial  Group  ABK 

322.5" 

16 

938.1 

19 

159.7 

21 

460.2 

25 

49.5 

47.4 

12.8 

15 

4.79 

American  Financial  Group  AFG 

827.6 
18404.9" 

-15 

2458.9 

-15 

41.6 

55 

97.2 

20 

5.0 

2.8 

7.5 

11 

2.03 

American  International  Group  AIG 

20 

53539.2 

20 

2336.5 

27 

6566.9 

17 

12.7 

12.0 

9.5 

25 

2.47 

American  National  Insurance  ANAT 

666.1 

14 

1919.7 

11 

44.0 

40 

109.9 

38 

6.6 

5.4 

1.6 

46 

1.77 

Berkley  (W.R.)  BER 

916.4 

43 

2634.8 

50 

76.5 

89 

244.0 

138 

8.3 

6.3 

20.1 

9 

3.67 

Chubb  CB 

2917.1 

24 

8299.0 

26 

259.8 

NM 

736.5 

343 

8.9 

NM 

9.4 

15 

4.46 

Cincinnati  Financial  CINF 

836.2 
405.6 
230.6" 

14 
24 
26 

2341.7 
1213.0 

10 

103.6 

44 

244.7 

34 

12.4 

9.8 

5.2 

22 

1.86 

Commerce  Group  CGI 

30 

22.9 

81 

107.3 

215 

5.6 

3.9 

12.7 

12 

3.39 

Delphi  Financial  Group  DFG 

677.0 

18 

24.9 

95 

72.1 

39 

10.8 

7.0 

10.6 

13 

3.80 

Everest  Re  Group  RE 

1119.9 

80 

2893.8 

65 

100.3 

64 

304.2 

73 

9.0 

9.8 

11.9 

13 

6.66 

Fidelity  National  Financial  FNF 

2230.4 

74 

5673.6 

62 

277.3 

93 

665.6 

87 

12.4 

11.2 

22.8 

5 

6.36 

First  American  FAF 

1716.7" 

44 

4601.6 

38 

141.8 

111 

356.9 

135 

8.3 

5.6 

26.8 

5 

5.16 

Gallagher  (Arthur  J.)  AJG 

345.0 

35 
-2 

898.3 

18 

48.9 

110 

97.0 

6 

14.2 

9.1 

22.9 

20 

1.45 

Great  American  Financial  Resources  GFR 

237.9" 

694.4 

0 

19.9 

895 

35.2 

65 

8.4 

0.8 

5.0 

14 

1.11 

Harleysville  Group  HGIC 

2341 

5 

688.0 

11 

-34.7 
126.1 

NM 

-27.8 

NM 

NM 

6.8 

-1.7 

NM 

-0.36 

Jefferson-Pilot  J  P 

920.8 
2487.8 
906.8 

4 
14 
44 

2748.2 
7119.0 

4 

6 

375.3 

-2 

13.7 

13.4 

11.4 

15 

3.09 

John  Hancock  Financial  Services  JHF 

7 

190.8 

21 

733.9 

82 

7.7 

7.3 

10.4 

12 

2.87 

LandAmerica  Financial  Group  LFG 

2467.1 

36 

63.4 

59 

167.4 

102 

7.0 

6.3 

22.6 

4 
18 

12.62 

Lincoln  National  LNC 

12683" 

9 

3581.3 

4 

133.3 

NM 

317.6 

NM 

10.5 

NM 

6.5 

2.12 

Markel  MKL 

515.0 

6 

1520.1 

21 

-16.5 

NM 

78.8 

61 

NM 

1.8 

8.1 

23 

10.66 

Marsh  &  McLennan  MMC 

2837.0 

866.4 

11 
24 

8554.0 
2420.1 

10 
21 

357.0 
119.9 

19 
24 

1165.0 

11 

12.6 

11.7 

27.1 

17 

2.69 

Old  Republic  International  ORl 

345.9 

16 

13.8 

13.7 

12.6 

10 

3.61 

Progressive  PGR 

3077.9" 

712.5 

1780.0 

2246.0 

525.3 

27 

8713.3 

29 

319.8 

79 

897.6 

74 

10.4 

7.4 

22.9 

16 

4.75 

Reinsurance  Group  of  America  RGA 

30 

2080.4 

25 

42.2 
-28.9 

22 

119.0 

28 

5.9 

6.3 

10.7 

13 

3.10 

Safeco  SAFC 

-1 
-2 

24 

5413.3 
6531.0 
1552.6 

2 
-6 

NM 

173.0 
633.0 

-29 

NM 

NM 
10.6 

4.2 
3.0 

4.7 
14.1 

21 

1.67 

St.  Paul  SPC 

237.0 

243 

10 

3.65 

StanCorp  Financial  Group  SFG 

23 

42.4 

54 

111.8 

45 

8.1 

6.5 

11.1 

13 

4.97 

State  Auto  Financial  STFC 

265.1 

7 

781.6 

10 

15.6 

165 

44.9 

154 

5.9 

2.4 

12.5 

17 

1.61 

Stewart  Information  Services  STC 

629.7" 
724.5 

33 

5 

1635.3 

33 

42.1 

95 

103.0 

103 

6.7 

4.6 

24.3 

4 

8.20 

Torchmark  TMK 

2166.7 

5 

107.8 

-8 

318.1 

14 

14.9 

17.0 

13.3 

12 

3.63 

Transatlantic  Holdings  TRH 

937.6 

33 

2526.9 

31 

80.8 

32 

218.8 

25 

8.6 

8.7 

9.3 

19 

4.03 

Travelers  Property  Casualty  TAP.B 

3745.5 

5 

11097.2 

10 

426.1 

28 

1207.3 

20 

11.4 

9.3 

3.7 

40 

0.41 

Unitrin  UTR 

755.9 
1943.1 

27 
-17 

2192.3 
5566.3 

35 
21 

43.1 

NM 

79.2 

NM 

5.7 

NM 

4.3 

31 

1.12 

XL  Capital  XL 

109.1 

-42 

716.7 

289 

5.6 

8.0 

11.9 

11 

6.52 

INDUSTRY  GROUP  COMPOSITE  2221.4  -1  6811.7  3  -40.0 

Boston  Properties  BXP  332.5  9  979.6  14  57.0 

FelCor  Lodging  Trust  FCH  314.3  -6  949.2  -6  -122.4 

Forest  City  Enterprises  FCE.A""  252.1  6  744.7  6  6.6 

Host  Marriott  HMT  758.0  -3  2416.0  -2  -65.0 

Plum  Creek  Timber  PCL  290.0  -6  881.0  3  45.0 

Rouse  RSE  274.5  3  841.3  20  38.8 


NM 
0 
NM 
-48 
NM 
-36 
20 


328.9 
229.7 

-157.0 
34.1 

-115.0 
136.0 
201.1 


-32 

45 
NM 

-1 
NM 
-24 

39 


NM 
17.1 
NM 
2.6 
NM 
15.5 
14.1 


5.6 
18.7 
NM 
5.3 
NM 
22.6 
12.1 


3.0 
20.4 
-29.3 

6.0 
-11.1 

8.9 

6.2 


66 

9 
NM 

51 
NM 

25 

53 


0.38 
5.06 

-6.19 
0.86 

-0.57 
1.03 
0.81 


92  I  BusinessWeek  I  November  17.  2003 


AMSUI 


Notebook      LCD  Monitor  Mobile  Pr 


wise 
vie 

VISUNGTFTI 


Wiseview ™  is  in  front  of  the  biggest  names  in  LCD  TVs. 

iess  leaders  all  over  the  world  are  turning  to  San  i 
TFT-LCDs.  With  the  most  vivid  viewint  SAMS 

wisevie  its  for  one  out  of  four  every 

300Llt  th  <o  a|  www  QirrtQi innTFT!  C^l 

WWW.! 


SAMSUNG  DIGI 


u 


CORPORATE SCOREBOARD 


COMPANY  SYMBOL 


HEALTH  CARE 

SECTOR  COMPOSITE 


SALES 

3RD 

QUARTER 
2003 
SMIL 


165651.9 


ALTH  CARE  EQUIPMENT  &  SERVICES 


111012.0 


INDUSTRY  GROUP  COMPOSITE 

(A)  HEALTH  CARE  EQUIPMENT  &  SUPPLIES 

INDUSTRY  COMPOSITE 

Applied  Biosystems  Group  ABI  ">> 

Bard  (C.R.)  BCR 

Bausch  &  Lomb  BOL 

Baxter  International  BAX 

BiometBMET"' 

Boston  Scientific  BSX 

Dentsply  International  XRAY 

Fisher  Scientific  International  FSH 

Guidant  GOT 

Invacare IVC 

Medtronic  MDT<8> 

St.  Jude  Medical  STJ 

Steris  STE  «9> 

Stryker  SYK 

Varian  Medical  Systems  VAR  l3> 

Zimmer  Holdings  ZMH 

(B)  HEALTH  CARE  PROVIDERS  &  SERVICES 

INDUSTRY  COMPOSITE 

AdvancePCS  AOVP  <5> 

Aetna  AET 

Amerigroup  AGP 

Anthem  ATH 

Apria  Healthcare  Group  AHG 

Cardinal  Health  CAH  m 

Caremark  Rx  CMX 

Cigna  Cl 

Community  Health  Systems  CYH 

Covance  CVD 

Coventry  Health  Care  CVH 

D&K  Healthcare  Resources  DKHR  "■■ 

Express  Scripts  ESRX 

HCA  HCA 

Health  Management  Associates  HMA<31 

Humana  HUM 

IMS  Health  RX 

Laboratory  Corp.  of  America  Holdings  LM 

LifePoint  Hospitals  LPNT 

Lincare  Holdings  LNCR 

Manor  Care  HCR 

McKesson  MCK  <9» 

Medco  Health  Solutions  MHS 

Owens  &  Minor  OM! 

Oxford  Health  Plans  OHP 

Patterson  Dental  PDCO'8' 

Priority  Healthcare  PHCC 

Quest  Diagnostics  DGX 

Renal  Care  Group  RCI 

Select  Medical  SEM 

Sierra  Health  Services  SIE 

Triad  Hospitals  TRi 

UnitedHealth  Group  UNH 

Universal  Health  Services  UHS 

WellChoice  WC 

WellPoint  Health  Networks  WLP 


MACEUTICALS  &  BIOTECHNOLOGY 


CHANGE 

FROM 

2002 

% 


15 


INDUSTRY  GROUP  COMPOSITE 

(A)  BIOTECHNOLOGY 

INDUSTRY  COMPOSITE 
Amgen  AMGN 
Biogen  BGEN 
Chiron  CHlRt 


54639.9 


9  MONTHS 
2003 
SMIL. 


478862.7 


326191.7 


CHANGE 

FROM 

2002 

% 


14 


12 


PROFITS 

3RD 

QUARTER 

2003 

SMIL 


14117.7 
5062.7 


12 


IMMSIMC  RETURN  ON 

MARGIN5  COMMON 

CHANGE                               CHANGE           3RD  3RD              EQUITY  PRICE-  MONTHS' 

FROM            9  MONTHS          FROM          QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

2002              2003             2002            2003  2002            ENDING          RATIO  PER 

%                SMIL.              %                %  %                9-30             10-30  SHARE 


33 


51 


37070.3 
14132.8 


-1  8.5 

25  4.6 


7.4 


3.4 


16.9 


17.5 


152671.0 


16 


9055.0 


25 


22937.5 


-13 


16.6 


16.1 


16.6 


25 


23 


11660.1 

14 
-3 

34216.0 

14 

1623.9 

6 

4316.9 

7 

13.9 

14.9 

20.0 

34 

1.40 

382.7 

1225.0 

0 

33.4 

-2 

169.6 

40 

8.7 

8.6 

14.9 

24 

0.95 

361.8 

12 

1051.9 

12 

51.5 

73 

147.9 
77.1 

36 
92 

14.2 

9.2 

19.4 
10.4 

21 

24 

3.70 

508.8 

9 

1469.4 

10 

32.3 

244 

6.3 

2.0 

2.04 

2219.0 

9 
17 

6379.0 
1101.6 

9 

278.0 

-12 

.    544.0 

-30 

12.5 

15.6 

26.0 

21 

1.33 

370.3 

16 

76.5 

16 

226.8 

20 

20.7 

20.8 

23.4 

31 

1.15 

876.0 

21 

2537.0 

21 

124.0 

-23 

335.0 

123.8 

59.8 

25 

14.2 

22.3 

17.1 

65 

1.04 

400.4 

9 

1214.6 

10 

41.3 

16 
-7 

17 
-14 

10.3 

9.8 

16.1 

21 

2.07 

890.0 

7 

2587.9 

7 

27.7 

3.1 

3.6 

44.9 

27 

1.48 

937.8 

15 

2758.4 

20 

147.4 

-17 

226.4 

-58 

15.7 

21.9 

12.1 

49 

1.04 

327.4 

17 

904.2 

12 

20.0 

4 

47.7 

1 

6.1 

6.8 

11.9 

20 

2.07 

2064.2 

20 

6124.5 

20 

450.4 

18 

1365.2 

37 

21.8 

22.4 

20.4 

33 

1.37 

477.5 

18 

1413.9 

20 

84.6 

18 

246.5 
63.6 

21 
28 

17.7 

17.7 

21.9 

33 

1.72 

257.4 

11 
19 

790.4 

13 

20.4 

11 

7.9 

7.9 

14.1 

17 

1.20 

885.4 

2624.0 

20 

107.8 

49 

319.4 

33 

12.2 

9.7 

21.8 

39 

2.09 

303.3 

16 

834.9 

20 

43.6 

29 

109.9 

37 

14.4 

12.9 

23.2 
43.8 

36 
38 

1.84 

398.2 

18 

1199.4 

20 

85.0 

31 

254.2 

37 

21.3 

19.3 

1.65 

16.6 
17.1 

17 
26 

99351.8 
3692.4 

12 
5 

291975.7 
11111.5 

12 
12 

3438.9 
51.3 

88 
22 

9815.9 
145.6 

35 
29 

3.5 
1.4 

2.1 
1.2 

2.37 
1.96 

4469.1" 

-8 
38 

13401.6 
1198.0 

-12 

41 

215.9 

119 

684.3 

132 

4.8 

2.0 

10.2 

11 

4.97 

412.8 

18.2 

46 

49.9 

41 

4.4 

4.2 

20.4 

15 

2.80 

4261.8 

19 

12476.5 

34 

196.5 

15 

565.5 

50 

4.6 

4.8 

12.6 

13 

5.18 

346.3 

11 

1024.7 

11 

28.9 

9 

86.1 

14 

8.3 

8.5 

38.1 

13 

2.29 

15388.7 

18 

44948.6 

14 

330.4 

15 

1086.5 

23 

2.1 

2.2 

20.4 

18 

3.23 

2256.8 

32 
-6 

6624.6 
14307.0 

34 
-2 

76.8 
195.0 

-6 

NM 

208.4 
330.0 

-4 

NM 

3.4 

4.1 

4.8 

NM 

150.6 
8.9 

8 

3.13 

4773.0 

18 

2.66 

723.0 

31 

2039.6 

26 

31.7 

57 

95.8 

34 

4.4 

3.6 

9.5 

19 

1.23 

239.9 

4 

725.2 

7 

19.5 

27 

55.7 

38 

8.1 

6.7 

14.1 

22 

1.16 

1150.0 

29 

3311.8 

26 

67.5 

68 

180.5 

71 

5.9 

4.5 

28.2 

15 

3.66 

478.5 

-10 

1637.1 

-12 

1.5 

-49 

9.9 

-37 

0.3 

0.5 

7.3 

15 

0.86 

3248.6 

2 

9806.8 

10 

64.5 

21 

183.2 
1015.0 

25 

2.0 

1.7 

20.4 

18     ' 

3.02 

5471.0 

11 

16211.0 

10 

306.0 

53 

9 

5.6 

4.1 

14.9 

21 

1.78 

657.6 

11 

1951.2 

10 

69.8 

16 

223.8 

14 

10.6 

10.1 

17.3 

19 

1.13 

3111.8" 

10 

9073.4 

8 

62.1 

19 

162.6 

13 

2.0 

1.8 

9.1 

20 

0.99 

346.0 

13 

997.7 

11 

69.2 

-6 

71.4 

-61 

20.0 

24.1 

240.4 

46 

0.51 

752.0 

15 
25 

2207.9 
669.8 

19 

83.1 

45 

243.4 

21 

11.1 

8.7 

16.6 

18 

2.05 

227.3 

24 

16.2 

28 

49.2 

106 

7.1 

7.0 

17.3 

15 

1.71 

296.3 

21 

844.6 

19 

60.4 

25 

170.2 

21 

20.4 

19.8 

28.0 

18 

2.07 

761.3 

4 

2242.4 

3 

31.0 

-16 

81.1 

-25 

4.1 

5.1 

10.9 

29 

1.14 

16810.1 

23 
6 

48220.6 

20 

156.5 

22 

493.7 
307.5 

32 
21 

0.9 

0.9 

13.0 

14 

2.13 

8524.0 

25262.6 

3 

100.3 

11 

1.2 

1.1 

5.9 

22 

1.54 

1063.5 

7 

3136.0 

7 

12.8 

20 

39.3 

19 

1.2 

1.1 

13.4 

14 

1.43 

1371.6" 

8 

4077.7 

11 

111.0 

366 

256.4 

73 

8.1 

1.9 

51.8 

10 

3.85 

433.3 

12 

1301.7 

14 

29.4 

17 

93.1 

20 

6.8 

6.5 

18.1 

36 

1.76 

362.9 

19 

1064.9 

23 

12.2 

4 

36.8 

15 

3.4 

3.8 

14.8 

19 

1.10 

1221.2 

15 

3534.0 
743.0 

15 

120.0 

39 

328.5 

37 

9.8 

8.2 

17.2 

17 

3.92 

253.8 

10 

13 

26.5 

13 

74.1 

10 

10.5 

10.1 

15.7 

19 

1.99 

353.5 

27 

992.0 

19 

18.6 

99 

51.7 

61 

5.3 

3.4 

16.7 

26 

1.26 

389.2 

18 

1111.7 

17 

22.2 

79 

58.1 

93 

5.7 

3.7 

38.9 

10 

2.29 

982.0 

10 

2890.3 

10 

10.4 

-68 

95.7 

-10 

1.1 

3.6 

6.3 

17 

1.75 

7238.0** 

16 

21300.0 

16 

476.0 

35 

1318.0 

35 
16 

6.6 

5.7 

35.8 

19 

2.73 

896.3" 

10 
10 

2694.1 

11 

49.1 

18 

152.8 

5.5 

5.1 

19.2 

15 

3.11 

1339.3** 

4005.9 

5 

52.1 

-80 

148.6 

-62 

3.9 

20.8 

9.5 

NA 

NA 

5049.0" 

12 

14830.2 

16 

246.2 

19 

663.7 

29 

4.9 

4.6 

16.8 

16 

5.60 

27 


1.47 


4317.6 

42 

11594.7 

44 

751.1 

NM 

2512.0 

NM 

17.4 

NM 

9.9 

47 

1.32 

2207.4 

47 

6009.7 

60 

612.1 

NM 

1712.6 

NM 

27.7 

NM 

11.1 

38 

1.62 

341.8 

19 

988.1 

17 

55.2 

31 

176.6 

12 

16.2 

14.6 

12.3 

28 

1.43 

514.4 

53 

1131.8 

35 

-20.2 

NM 

102.4 

-10 

NM 

24.6 

7.5 

61 

0.89 
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FLEXIBLE  ENOUGH  TO  DEAL  WITH  A  FLUCTUATING 

ECONOMY,   POLITICAL  UNREST,   AND  THE 

FICKLE  NATURE  OF  15-YEAR  OLD  GIRLS. 


Pink  is  hot.  Pink  is  not.  Plaids  are  the  rage.  Plaids  are 
so  over.  How  are  retailers  supposed  to  cope  with  the 
ever-faster-changing  tastes  of  today's  teenagers? 
Easy.  They  call  Menlo  Worldwide.  Why?  We  have  the 
full  scope  of  technologies  and  services  necessary  to 
meet  the  intense  demands  of  such  a  dynamic 
marketplace.  We're  constantly  finding  more  efficient 
ways  to  transport  supplies,  manage  inventories,  and 


distribute  products  around  the  world.  (In  a  real 
fashion  emergency,  we  can  even  overnight  product 
to  the  other  side  of  the  globe.)  We  offer  unparalleled 
expertise  in  air  and  ocean  forwarding,  3rd  and  4th 
party  logistics,  supply  chain  technologies  and 
integrated  customs  and  trade  solutions.  Look  us  up 
at  menloworldwide.com,  where  it's  all  spelled  out 
in  stunning  blue,  gray  and  orange  (at  least  for  today). 


FORWARDING  LOGISTICS        VECTOR  SCM 


MENLO 


EXPEDITE!       TECHNOLOGIES      TRADE  SERVICES 


TE SCOREBOARD 


COMPANY  SYMBOL 


Genentech  DNA 
Genzyme  General  GENZ 

(B)  PHARMACEUTICALS 

INDUSTRY  COMPOSITE 
Abbott  Laboratories  ABT 1 
Allergan  AGN 
Alpharma  ALO 
Bristol-Myers  Squibb  BMY 
Forest  Laboratories  FRX  l9> 
Johnson  &  Johnson  JNJ 
King  Pharmaceuticals  KG 
Lilly  (Eli)  LLY 
Merck  MRK 

Mylan  Laboratories  MYL  <9> 
Pfizer  PFE 

Schering-Plough  SGP 
Wyeth  WYE 

INDUSTRIALS 

SECTOR  COMPOSITE 


AlliantTechsystemsATK'9' 

566.6 

Aviall  AVL 

249.4 

Boeing  BA 

12242.0 

GOODS 


INDUSTRY  GROUP  COMPOSITE 

(A)  AEROSPACE  &  DEFENSE 

INDUSTRY  COMPOSITE 

Alliant  Techs 

Aviall  AVL 

Boeing  BA 

GenCorpGY"' 

General  Dynamics  GD 

Goodrich  GR 

Honeywell  International  HON 

L-3  Communications  Holdings  LLL 

Lockheed  Martin  LMT 

Northrop  Grumman  NOC 

Precision  Castparts  PCP  l9> 

Raytheon  RTN 

United  Defense  Industries  UDl 

United  Technologies  UTX 

(B)  BUILDING  PRODUCTS 

INDUSTRY  COMPOSITE 
American  Standard  ASD 
Lennox  International  Lll 
NCI  Building  Systems  NCS  <2> 
Universal  Forest  Products  UFPI 
USG  USG 
York  International  YRK 

(C)  CONSTRUCTION  &  ENGINEERING 
INDUSTRY  COMPOSITE 

Emcor  Group  EME 

Fluor  FLR 

Jacobs  Engineering  Group  JEC (3> 

Shaw  Group  SGR  <4' 

URS  URS  « 

(D)  ELECTRICAL  EQUIPMENT 
INDUSTRY  COMPOSITE 
Acuity  Brands  AYi 
Ametek  AME 

Cooper  Industries  CBE 
General  Cable  BGC 
Genlyte  Group  GLYT 
HubbellMUB.B 
Smith  (A.O.)  AOS 
Thomas  &  Berts  TNB 

(E)  INDUSTRIAL  CONGLOMERATES 
INDUSTRY  COMPOSITE 

Allete  ALE 
Carlisle  CSL 
General  Electric  GE 
Teleflex  TFX 


SALtS 

3RD 

QUARTER 
2003 

SMIL 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 

SMIL. 

CHANGE 

FROM 

2002 

% 

riuiri  i  a 

3RD 

QUARTER 
2003 
SMIL 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 

SMIL 

CHANGE 

FROM 

2002 

% 

MARGINS 

3RD 

QUARTER 

2003 

% 

3RD 

QUARTER 

2002 

% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

9-30 

PRICE 

EARNINGS 

RATIO 

10-30 

12 

MONTHS  , 

EARNING 

PER 

SHART 

817.0 

26 

2366.4 

29 

199.6 

124 

483.5 

NM 

24.4 

13.7 

9.2 

74 

1.10 

437.0 

60 

1098.7 

40 

-95.7 

NM 

37.0 

-72 
-26 

NM 
16.5 

19.6 
22.8 

2.9 
17.9 

MM 
25 

0.37    , 
1.49 

50322.3 

20 

141076.2 

14 

8303.9 

-13 

20425.4 

4845.9 

12 

14150.0 

10 

27 

6 

761.2 

76.0 

1.8 

6 
NM 

NM 

1808.8 

38.3 

6.5 

-17 
NM 

NM 

15.7 

17.1 
0.6 

16.6 
NM 

NM 

20.5 
12.1 
-6.1 

28 

96 

NM 

1.55 
0.78 
-1.26 

443.3 

26 

1276.0 

309.7 

-3 

945.3 

5337.0 

18 

15100.0 

13 
29 

14 

884.0 
184.5 
2072.0 
106.1 
714.4 

161 
29 
20 
26 

4 

2523.0 

545.0 

.   5352.0 

63.9 

1813.6 

52 

50 

3 

-70 

-8 

16.6 
29.8 
19.8 
25.0 
22.8 

7.5 
26.9 
19.0 
26.7 
24.6 

30.1 
28.1 
27.6 
1.6 
26.9 

17 
26 
22 
95 
28 

1.49 
1.92 

619.2" 

16 

1846.0 

10455.0 

15 

30608.0 

2.24    ! 

424.2 

34 

1138.8 
9117.0 

33 
12 

0.14     1 

3139.4 

13 

2.36 

5762.0 

6 

16858.8 

10 

1865.0 

6 

5194.4 

4 

32.4 

32.6 

37.4 

13 

3.26 

360.1 

13 

1045.2 

19 

91.3 

34 

249.0 

26 

25.4 

21.4 

20.7 

22 

1.14 

12504.0 

56 

31022.0 

35 

2239.0 

-1 

1025.0 

90.0 

1715.9 

34858.9 

-84 
-95 
-40 

9 

17.9 

NM 
NM 

5.5 

28.4 
17.7 
38.7 

5.1 

5.3 
4.9 
35.1 

12.6 

54 
55 
18 

26 

0.57 

2041.0 

-16 

6452.0 
11517.2 

-17 
7 

6 

-265.0 
-426.4 

12776.1 

NM 
NM 

15 

0.27 

4081.6 

13 

2.47 

231577.8 

7 

674266.8 

1.43 

152994.1 

8 

446142.4 

7 

9573.4 

-1 

25117.4 

-9 

6.3 

6.8 

13.6 

24 

1.60 

53877.7 

13 

156591.0 

10 
13 

2174.4 
36.6 

-16 
28 

5181.6 
104.8 

-35 
37 

4.0 
6.5 

5.4 
5.6 

7.7 
25.3 

35 
15 

1.34 
3.58 

566.6 

10 

1745.0 

249.4 

12 

751.8 

29 

8.2 

18 

11.4 

-41 

3.3 
2.1 

3.1 
2.9 

-3.9 
2.4 

NM 
NM 

-0.46 
0.21 

12242.0 

-4 

37287.0 

-8 

256.0 

-31 

-414.0 

NM 

283.0 

6 

869.0 

6 
19 

-3.0 
255.0 

NM 
-8 

10.0 
718.0 

-41 
-8 

NM 
5.8 

3.0 
8.5 

5.9 
18.3 

18 
17 

0.52 
4.93 

4427.0 

35 

11783.0 

1063.9 

24 

3252.6 

23 

3 

32 

34.0 

344.0 

76.1 

-25 
-17 
23 

15.9 
937.0 
179.2 

-90 
-25 
46 

3.2 
6.0 
6.0 

5.3 
7.4 
5.9 

2.8 
-5.4 
11.0 

NM 

NM 

18 

0.24 

-0.69 

2.56 

5768.0 

4 

16916.0 
3580.5 

1264.6 

20 

8078.0 

23 

22846.0 

22 
54 
-14 

217.0 

224.0 

29.1 

-28 

59 

-30 

709.0 
605.0 
102.5 

-19 
28 
-23 

2.7 
3.4 
6.1 

4.6 
3.3 
8.1 

5.8 

5.5 

12.6 

58 
18 
16 

0.81 
4.94 
2.63 

6619.0 

57 

19112.0 
1466.2 

476.3 

-8 

4378.0 

7 

13008.0 

8 

21.0 

-91 

318.0 

-47 

0.5 

5.6 

5.2 

23 

1.15 

507.9 

-4 

1527.9 

27 

37.4 

-17 

111.8 

22 

7.4 

8.5 

333.8 

12 

2.93 

7954.0" 

9 

22446.0 

7 
5 

639.0 
218.2 

4 
-7 

1773.0 
534.8 

4 
-8 

8.0 
3.8 

8.4 
4.3 

22.5 
21.6 

19     i 
17 

4.59 
2.66 

5818.0 

7 

16546.5 

2234.4 

8 

6450.0 

9 

122.5 

7 

320.2 

8 

5.5 

5.5 

67.0 

18 

5.37 

839.1 

3 

2308.1 

-1 
-8 
11 

27.7 
6.8 
12.2 

0 

-46 

15 

60.5 
12.7 
33.9 

12 

-38 

6 

3.3 
2.9 
2.3 

3.4 
4.9 
2.4 

11.7 

7.6 

12.9 

15 
17 
14 

1.10 
1.29 
2.10 

236.3 

-8 

643.3 
1444.4 

536.3 

18 

963.0 

7 

2739.0 

5 

39.0 

-11 

92.0 

-22 

4.1 

4.9 

18.2 

6 

2.61 

1009.0 

7 

2961.7 

5 

10.0 

-62 

15.6 

-74 

1.0 

2.8 

5.1 

43 

0.94 

5885.1 

-10 

17859.6 
3363.0 

-2 

18 

110.4 
6.5 

-24 
-67 

286.9 
18.0 

-24 
-57 

1.9 
0.6 

2.2 
1.9 

10.8 
7.6 

18 
15 

1.82 
2.54 

1157.6 

10 

2120.8 

-13 

6441.2 

-14 

44.1 

-4 

128.0 

2 

2.1 

1.9 

17.0 

17 

2.16 

1063.2 

-12 

3396.9 

-4 

33.5 

16 

97.9 

17 

3.2 

2.4 

15.2 

20 

2.27 

765.4 

-39 

2309.9 

-15 

9.2 

-71 

4.4 

-94 

1.2 

2.5 

3.2 

25 

0.54 

778.0 

33 

2348.6 

39 

17.1 

-7 

38.6 

-21 

2.2 

3.1 

6.1 

16 

1.39 

3657.8 

5 

10732.4 

4 

176.8 

29 

483.5 

19 

4.8 
2.7 
8.2 
6.7 
0.5 
5.8 
7.5 

3.9 
3.0 
8.3 
6.3 

NM 
4.4 
7.0 

10.9 
11.7 
18.2 
10.5 
-2.4 
13.3 
13.7 

22 
18 
19 
22 

NM 
14 
24 

1.64 

533.7 

4 

1544.1 
812.2 

4 
3 

1 

14.3 
21.9 
70.6 
2.1 
15.8 
34.4 

-7 
3 
12 

NM 
44 
11 

37.3 
63.5 
199.6 
5.2 
34.4 
80.4 

-8 
2 

7 

NM 

13 

-1 

1.15 

267.8 

4 

2.52 

1048.7 

5 

3017.4 

2.44 

382.5 

10 

1133.1 
764.8 

3 
5 

14 

-0.07 

272.8 

10 

3.32 

457.3 

3 

1326.1 

1.78 

356.4 

1 

1161.9 

5 

6.0 

-40 

39.6 

-1 

1.7 

2.8 

9.3 

18 

1.71 

338.7 

3 

972.8 

-4 

11.8 

NM 

23.5 

NM 

3.5 

NM 

5.5 

28 

0.64 

41537.8 

3 

121980.2 

2 

4813.5 

0 

13278.0 

-5 

11.6 

11.9 

19.8 

21 

1.53 

390.4 

2 

1201.6 
1579.6 

9 
5 

39.7 
24.5 

3 
23 

115.5 
70.2 

9 
22 

10.2 

4.5 

10.1 
4.0 

9.4 
13.9 

19 
21 

1.56 

549.5 

10 

2.77 

33188.0" 

3 

96814.0 

1 

4021.0 

-2 

11029.0 

-8 

12.1 

12.7 

19.6 

20 

1.41 

550.9 

8 

1675.0 

7 

18.2 

-31 

79.3 

-12 

3.3 

5.2 

11.3 

16 

2.87 
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In  complete  control. 

Greater  control  of  your  information  means 
greater  control  of  your  business.  And  no 
information  management  solution  keeps  you 
on  track  like  LEGATO.  Easy  to  implement 
and  deploy,  LEGATO's  content  and  email 
management  software  improves  business 
productivity  and  reduces  TCO  -  putting 
you  on  the  road  to  success. 
Problem  Solved. 


■  LEGATO 


the  leader  in  open  software  solutions  for  Information  Management:''        a  division  of  EMC 


32003  LEGATO  Systems.  Inc.  LEGATO  and  the  LEGATO  logo  ore  registered  trademarks  of  LEGATO  Systems.  Inc  All  other  trademarks  are  the  property  of  their  respective  owners. 


www.LEGATO.com 


CORPORATE SCOREBOARD 


COMPANY  SYMBOL 


Textron  TXT 

3MMMM 

IT)  MACHINERY 

INDUSTRY  COMPOSITE 

AGCO  AG 

Briggs  &  Stratton  BGG «" 

Caterpillar  CAT 

Crane  CR 

Cummins  CUM 

Danaher  DHR 

Deere  DE  l2> 

Donaldson  DCl  <5> 

Dover  DOV 

Eaton  ETN 

Federal  Signal  FSS 

Flowserve  FlS 

Harsco  HSC 

Illinois  Tool  Works  ITW 

Ingersoll-Rand  IR 

ITT  Industries  ITT 

JLG  Industries      , 

Joy  Global  JOYG12' 

Kennametal  KMT  "•' 

Lincoln  Electric  Holdings  LECO 

Mueller  Industries  MLI 

Nacco  Industries  NC 

Navistar  International  NAV  '2| 

Oshkosh  Truck  OSK  <3> 

Paccar  PCAR 

PallPLL'51 

Parker  Hannifin  PH  <6> 

Pentair  PNR 

Reliance  Steel  &  Aluminum  RS 

SPX  SPW 

Stewart  &  Stevenson  Services  SVC (,1) 

Terex  TEX 

Timken  TKR 

(G)  TRADING  COMPANIES  k  DISTRIBUTORS 

INDUSTRY  COMPOSITE 

Applied  Industrial  Technologies  AIT 

Fastenal  FAST 

Grainger  (W.W.)  GWW 

Hughes  Supply  HUG  <"> 

Huttig  Building  Products  HBP 

Watsco  WSO 

31 

INDUSTRY  GROUP  COMPOSITE 

ABM  Industries  ABM  <2> 

Allied  Waste  Industries  AW 

Apollo  Group  APOL'41 

Avery  Dennison  AVY 

Banta  BN 

Block  (H&R)  HRB  'a> 

Brink's  BCO 

Career  Education  CECO 

CDICDI 

Cendant  CD 

Cintas  CTAS  <" 

Deluxe  DLX 

Dun  &  Bradstreet  DNB 

Equifax  EFX 

HON  Industries  HNI 

Hudson  Highland  Group  HHGP 

IKON  Office  Solutions  IKN  "> 

Kelly  Services  KELYA 

Labor  Ready  LRW 

Manpower  MAN 


SALES 

3RD  CHANGE 

QUARTER  FROM 

2003  2002 

SMIL  % 


CHANGE 
9  MONTHS  FROM 

2003  2002 

SMIL  % 


PROFITS 

3RD 

QUARTER 
2003 

SMIL 


MARGINS 

CHANGE                             CHANGE          3RD  3RD 

FROM           9  MONTHS         FROM         QUARTER  QUARTER 

2002              2003             2002            2003  2002 

%                   SMIL                  %                  %  % 


RETURN  ON 
COMMON 

EQUITY  PRICE-  M0I 

12  MONTHS  EARNINGS  EARI.'I 

ENDING           RATIO  Pi 

9-30            10-30  SH 


2243.0" 

-10 

4616.0 

11 

38977.3 

10 

800.3 

16 

331.4 

40 

5545.0 

9 

425.3 

10 

1634.0 

-1 

1309.5 

14 

4401.6" 

11 

330.3 

9 

1153.7 

9 

2026.0 

11 

287.8 
565.1 
530.2 

2531.9 

2519.5 

1375.2 
242.2 
300.1 
444.6 
256.9 
251.1" 
656.1 

1894.0 
508.1 

2058.5 
471.4 

1586.9 
685.0 
490.6 

1241.9 
312.9 
872.3 
938.0 

3240.4 
361.1 
258.3 
1200.7 
815.1 
256.6 
348.6 

28633.8 
569.1" 

1393.5 
371.3 

1204.1 
351.6 
494.8 

1005.2" 
315.7 
264.4 

5062.0 
677.7 
314.9 
332.3 
309.8 
500.1 
272.2 

1195.7 

1097.3 
254.5 

3203.2 


10 

-4 

4 

5 

14 

11 

-3 

-1 

10 

4 

10 

5 

19 

7 

3 

10 

0 

9 

8 

1 

10 
35 
49 

3 
-2 

9 
0 
5 
10 
7 

9 
11 
1 

32 
9 
0 

15 
6 

60 

-8 

32 
2 

-2 

11 
7 

12 
1 

-1 
4 
1 

11 


7196.0 
13514.0 

-5 
11 

113155.4 
2460.2 

10 
18 

1400.0 

15 

16298.0 

1207.7 

4560.0 

3805.1 

11595.2 

917.2 
3305.8 
5978.0 

890.8 
1743.2 
1554.5 
7409.7 
7210.3 
4109.8 

599.3 

838.1 
1367.6 

771.1 

731.3 
1913.5 
5336.0 
1499.7 
5987.5 
1281.4 
4894.4 
2041.5 
1397.7 
3628.5 

897.0 
2759.0 
2766.3 

9277.2 
1101.8 
743.3 
3512.6 
2295.5 
677.5 
946.5 

83259.4 

1684.1 

4032.3 

1030.6 

3531.5 

1024.8 

3371.8 

2905.4 

817.3 

803.9 

3736.0 

2017.6 

941.6 

982.0 

928.4 

1298.9 

800.7 

3573.9 

3160.2 

642.5 

8895.3 


10 

5 

3 

15 

11 

10 

5 

10 

16 

7 

5 

5 

12 

10 

-2 

-5 

14 

2 

-1 

6 

13 

9 

13 

26 

2 

5 

7 

3 

1 

50 

45 

2 

0 
8 
0 
3 

1 

4 

9 
11 
1 


32 
9 

1030.6 
3531.5 

32 
15 

0 

1024.8 

1 

817.3 

48 

803.9 

-11 

13736.0 

34 

2017.6 

11 

941.6 

-4 

982.0 

7 

928.4 

14 

1298.9 

4 

800.7 

-1 

3573.9 

-4 

3160.2 

5 

47.0 

-37 

200.0 

-22 

2.1 

3.0 

8.7 

22 

2.2 

663.0 

22 
21 

1784.0 
5036.1 

22 

14.4 

13.2 

30.6 

27 

2.8 

1958.1 

27 

5.0 

4.6 

11.2 

26 

2.0 

0 

14 


16.5 

4.0 

222.0 

28.1 

24.0 

138.6 

247.5 

27.1 

75.3 

107.0 

9.9 

10.6 

23.4 

269.8 

153.3 

102.5 

7.5 

6.5 

8.8 

14.1 

19.7 

11.7 

19.0 

26.0 

132.5 

54.6 

56.7 

38.4 

12.4 

74.9 

3.2 

13.7 

-1.3 

122.0 
4.8 
23.3 
56.8 
18.7 
5.2 
13.2 

1345.4 
10.6 
50.6 
70.4 
64.8 
16.0 
10.6 
11.1 
26.9 
6.0 
M6.0 
63.3 
58.2 
28.8 
52.8 
34.4 

-226.3 

32.4 

1.5 

10.3 

43.8 


70 

NM 

4 

37 

-45 

19- 

68 

9 

29 

15 

-20 

14 

-5 

10 

95 

-15 

-11 

NM 

-19 

-23 

-24 

46 

NM 

51 

3 

508 

-7 

3 

24 


6.0 

NM 

486.0 
63.3 

94 
3 

58.2 

10 

5 

24 
22 
-5 

1 
63 
12 


-11 
-17 
43 
6 
-18 
NM 
-46 
90 
IM 
H 
3 
10 
-17 
■  6 
27 
NM 
-18 
-77 
22 


44.6 

79.9 

750.0 

70.6 

7.0 

366.9 

572.4 

72.5 

207.1 

272.0 

26.4 

32.0 

61.3 

753.3 

397.5 

281.3 

13.8 

3.4 

13.6 

40.5 

33.2 

24.2 

-91.0 

64.3 

367.4 

126.3 

154.4 

110.1 

24.3 


316.5 
16.9 
64.2 

165.2 

37.9 

1.8 

30.5 

4219.2 

23.6 

105.9 

190.3 

202.9 

34.5 

637.5 

12.2 

65.8 

17.5 

1177.0 

187.6 

153.1 

101.0 

147.2 

70.5 

-285.4 

83.5 

3.3 

12.4 

87.8 


106 

31 

52 

4 

-79 

21 

128 

8 

20 

27 

-20 

-12 

-5 

7 

66 

-1 

32 

NM 

-65 

-16 

-47 

42 

NM 

26 

47 

135 

52 


-3 

165.7 

-21 

-30 

1.2 

-88 

21 

-24.2 

NM 

NM 

14.0 

-7 

3 
56 

11 
-4 

5 
64 

11 

10 

-28 

-35 

48 

3 

-21 

32 

78 

30 

IM 

96 

3 

-5 

28 

5 

12 

NM 

-29 

-71 

48 

20 


-78 

80          1 

NM         ; 

96          ! 

2.1 
1.2 
4.0 
6.6 
1.5 

10.6 
5.6 
8.2 
6.5 
5.3 
3.5 
1.9 
4.4 

10.7 
6.1 
7.5 
3.1 
2.2 
2.0 
5.5 
7.9 
1.8 
1.0 
5.1 
6.4 

11.6 
3.6 
5.6 
2.5 
6.0 
1.0 
1.6 
NM 

3.8 
1.3 
9.0 
4.7 
2.3 
2.0 
3.8 

4.7 
1.9 
3.6 

19.0 
5.4 
4.5 
2.1 
1.1 
8.5 
2.3 
9.6 
9.3 
8.5 
8.7 

17.0 
6.9 
NM 
2.7 
0.1 
4.1 
1.4 


10.1 

14.4 

3.7 
8.2 

16.9 
21.3 

1.4 
NM 
4.2 
5.3 
2.7 
10.1 
3.7 
8.2 
5.5 
5.1 
4.8 
1.6 
4.8 
10.2 
3.6 
9.7 
3.4 
NM 
2.7 
7.4 
11.4 
1.3 
NM 
3.6 
6.5 
2.1 
3.8 
5.9 
2.2 
6.3 
1.6 
1.8 
0.3 

3.7 
1.1 
8.0 
5.0 
2.4 
1.4 
3.6 

5.1 
2.3 
4.4 
175 
5.5 
5.6 
NM 
2.2 
7.2 
NM 
6.5 
9.3 
16.5 
11.6 
17.2 
6.1 
NM 
3.2 
0.6 
3.4 
1.4 


-4.4 

17.3 

16.8 

2.7 

5.9 

4.4 

6.9 

1.3 

9.7 

11.5 

9.7 

6.0 

11.5 

13.3 

12.8 

25.4 

5.7 

2.5 

2.2 

12.9 

5.3 

9.7 

NM 

14.6 

15.8 

11.0 

7.4 

11.6 

4.2 

14.0 

1.7 

-8.0 

5.2 

11.3 
6.6 
14.4 
13.0 
8.6 
2.6 
8.9 

12.9 

8.9 

8.5 

24.1 

20.5 

7.1 

37.4 

5.6 

14.1 

8.2 

14.6 

14.7 

NM 

737.9 

57.3 

14.3 

NM 

7.1 

1.8 

10.8 

10.8 


1.1 

2.2 

5.6 

50 

0.40 
0.99 

8.5 

7.2 

14.1 

56 

2.3 

NM 

8.2 

27 

1.20 

9.6 

6.5 

14.6 

15 

1.37 

9.3 

9.3 

14.7 

29 

1.46 

18.5 

16.5 

NM 

11 

3.55 

8.7 

11.6 

737.9 

22 

2.16 

17 
24 
85 
37 
26 
23 
27 
32 
22 
18 
23 
19 
23 
20 
17 
36 
98 
84 
17 
28 
12 
NM 
21 
19 
29 
31 
15 
34 
15 
79 
17 
22 

23 
21 
41 
19 
16 
29 
17 

25 
21 
32 
49 
20 
28 
14 
50 
56 
27 
15 
?9 
11 
11 
16 
24 
NA 
11 
84 
30 
29 


-0.5 
3.' 
3.0 
0.3 
1.; 
3.1 
2.6 
2.1 
1.2 
4.6 
O.J 
0.8 
2.0 
3.1! 
3.0! 
4.01 
0.3 
0.1 
0.4^ 
1.4( 
1.1! 
6.9! 


2.7! 

o.8; 

3.1! 
0.2! 

1.3: 

0.76 

1.64 
1.08 
1.07 
2.47 
2.46 
0.10 
1.23 

1.12 
0.71 
0.36 
1.30 
2.59 
1.36 
3.29 
0.40 
0.99 
1.20 
1.37 
1.46 
3.55 
2.16 
1.46 
1.69 

NA 
0.75 
0.30 
0.37 
1.64 
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Today  we're  the  source  of  many  energies.  In 
the  U.S.,  we  are  the  largest  producer  of  natural 
gas,  the  cleanest  burning  fossil  fuel.  We're  one 
of  the  largest  providers  of  solar  energy  in  the 
world.  And  we're  investing  in  cleaner,  sustainable 
energy  sources  for  the  future,  like  hydrogen. 

It's  a  start. 


bp 


beyond  petroleum 


bp.com 


CORPORATE  SCOREBOARD 


■■HI 

COMPANY  SYMBOL 


Miller  (Herman)  MLHR'7' 

Pitney  Bowes  PBl 

Robert  Half  International  RHI 

School  Specialty  SCHS  '8> 

Spherion  SFN 

SteelcaseSCS<10> 

United  Rentals  URI 

United  Stationers  USTR 

Valassis  Communications  VCI 

Viad  VVI 

Volt  Information  Sciences  VOL |2) 

Waste  Management  WMI 

West  WSTC 


PWfHMM| 


INDUSTRY  GROUP  COMPOSITE 

(A)  AIR  FREIGHT  &  LOGISTICS 

INDUSTRY  COMPOSITE 

CNF  CNF 

FedEx  FDX  m 

Hunt  (J.B.)  Transport  Services  JBHT 

Robinson  (C.H.)  Worldwide  CHRW 

Ryder  System  R 

United  Parcel  Service  UPS 

(B)  AIRLINES 
INDUSTRY  COMPOSITE 
AirTran  Holdings  AAI 
Alaska  Air  Group  ALK 
America  West  Holdings  AWA 
AMR  AMR 

ATA  Holdings  ATAH 
Continental  Airlines  CAL 
Delta  Air  Lines  DAL 
ExpressJet  Holdings  XJT 
JetBlue  Airways  JBLU 
Northwest  Airlines  NWAC 
Southwest  Airlines  LUV 
US  Airways  Group  UAIR 

(C)  MARINE 

INDUSTRY  COMPOSITE 
Alexander  &  Baldwin  ALEX 

(D)  ROAD  &  RAIL 

INDUSTRY  COMPOSITE 

Arkansas  Best  ABFS 

Burlington  Northern  Santa  Fe  BNI 

CSX  CSX 

Dollar  Thrifty  Automotive  Group  DTG 

Landstar  System  LSTR 

Norfolk  Southern  NSC 

Roadway  ROAD 

Swift  Transportation  SWFT 

U.S.  Xpress  Enterprises  XPRSA 

Union  Pacific  UNP 

Werner  Enterprises  WERN 

Yellow  YELL 

INFORMATION  TECHNOLOGY 

SECTOR  COMPOSITE 


SALES 

3RD 

QUARTER 

2003 

SMIL 

324.5 
1137.1 
501.1 
304.4 
528.0 
612.1 
805.1 
979.4 
230.1 
368.8 
415.2 
2975.0 
263.6 

49950.0 

18040.0 
1306.4 
5687.0 
621.6 
919.3 
1193.6 
8312.0 


168387.4 


41046.4 


INDUSTRY  GROUP  COMPOSITE 

(A)  INTERNET  SOFTWARE  *  SERVICES 

INDUSTRY  COMPOSITE 
EarthLink  ELNK 
VeriSign  VRSN 
Yahoo  YHOO 

(B)  IT  SERVICES 

INDUSTRY  COMPOSITE 

Accenture  ACN |4> 

Acxiom  ACXM  ro 

Affiliated  Computer  Services  ACS '" 
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CHANGE  CHANGE 

FROM  9  MONTHS  FROM 

2002  2003  2002 

%  SMIL               % 


32 


956.8 

3361.8 

1457.3 

559.0 

1514.5 

S05.5 

L25.0 

)05.1 

578.2 

>23.0 

1171.1 

06.0 

717.3 

144865.0 

53413.9 
3749.5 

17062.0 
1792.7 
2671.3 
3585.4 

24553.0 


-5 
3 

1805.5 
2125.0 

5 

2905.1 

7 

678.2 

-11 

1223.0 

12 

1171.1 

3 

8606.0 

493970.5 
122637.3 


4.8 

NM 

27.1 

13 

-1.9 

NM 

-3.2 

NM 

PROFITS 

3RD 

QUARTER 

2003 

SMIL 

6.2 
118.5 

4.8 
27.1 
-1.9 
-3.2 
31.9 
23.3 
26.7 
23.3 

2.1 
10.0 
24.4 

1857.3 

995.9 
26.8 

128.0 
32.7 
28.9 
40.5 

739.0 


18829.7 
237.3 

5 
30 

53238.4 
679.2 

2 

27 

190.8 
19.6 

702.2 

13 

1831.5 

8 

40.7 

592.3 
4605.0 

14 

2 

22 

1691.3 

13049.0 

1149.5 

11 
-1 

32.9 
1.0 

387.7 

19 

7.7 

2365.0 

9 

6622.0 

4 

133.0 

3443.0 
343.6 
273.6 

1 
27 
66 

9905.0 
970.5 
735.4 

-1 
21 
64 

-164.0 
27.8 
29.0 

2556.0 

0 

7103.0 

-1 
7 

-5 

12 

47.0 

1553.0 
1771.0 

12 
1 

4420.0 
5082.0 

904.8 

106.0 
-90.0 

316.7 

8 

21.7 

316.7 

12763.6 
402.9 

8 

3 
7 

4 

904.8 

37307.9 
1140.3 
6921.0 

12 

4 
10 

21.7 

648.9 
17.0 

2395.0 

4 
-4 

5 

203.0 

1882.0 

-8 

5840.0 

-103.0 

370.5 

10 

925.0 

21.4 

406.8 

5 

1162.6 

4 

11.8 

1598.0 
751.6 

0 
10 
16 

4792.0 
2247.2 
1760.1 

2 

16 

137.0 
-3.4 

623.9 

14 

24.6 

238.3 

8 

690.9 

9 

2.7 

2956.0 
368.0 
770.7 

4 
10 

13 

8586.0 
1077.5 
2165.3 

3 
9 
14 

300.0 
20.5 
17.4 

9763.5 
4748.6 


CHANGE 

FROM 

2002 

% 

-37 
-19 

IM 

13 

IM 

IM 

22 

23 

■18 


79 

NM 

16 
-41 
-19 
95 
11 
20 
28 


226 


NM 

NM 

29 
139 
NM 

41 


35 
35 

-31 
-7 
6 

NM 

1 

-15 

9 

NM 

50 
146 
-23 

22 
138 

NM 

29 


972.3 

9 

2817.7 

7 

38.1 

NM 

347.4 

2 

1053.4 

4 

3.5 

NM 

268.1 

-11 

803.2 

-15 
44 

-30.7 
65.3 

NM 

356.8 

43 

961.2 

126 

24301.5 

8 

72106.2 

6 

1501.2 

7 

3462.3 

12 
2 

10069.8 
717.2 

3 
5 
19 

120.5 

216 

241.1 

11.2 

-28 

1036.6 

17 

3032.4 

86.8 

25 

CHANGE 
9  MONTHS  FROM 

2003  2002 

SMIL 


-3 

23.3 

-28 

10 

2.1 

86 

3 

210.0 

-9 

7.9 
351.3 
1.5 
13.7 
-9.4 
-0.4 
46.6 
57.2 
80.2 
86.2 
-2.1 
493.0 
65.3 

5522.4 


51.2 
51.2 

1956.5 

31.4 

551.0 

66.0 

28.3 

35.6 

359.0 

11.1 

52.6 

5.0 

723.0 

52.2 

41.4 

22599.1 
14457.0 


NM 

-16 

-83 

36 

NM 

NM 

-53 

-3 

-19 

-5 

IM 

16 

16 

95J 


58 
58 

-16 

20 

-1 

-80 

-44 

2 

8 

20 

21 

766 

-19 

19 

323 

NM 


RETURN  ON 

COMMON  13 

3RD             EQUITY  PRICE-  MONT 

QUARTER      QUARTER       12  MONTHS  EARNINGS  EARN 

2003            2002             ENDING  RATIO  f'  ■ 

9-30  10-30  SHAI 


MARGINS 

3RD 


86.2 

-5 

6.3 

-2.1 

NM 

0.5 

493.0 

-16 

7.1 

2909.9 

14 

63.1 

-28 

555.0 

8 

69.0 

86 

84.7 

18 

96.1 

20 

2042.0 

17 

% 

1.9 
10.4 
1.0 
8.9 
NM 
NM 
4.0 
2.4 
11.6 
6.3 
0.5 
7.1 
9.2 

3.7 

5.5 
2.1 
2.3 
5.3 
3.1 
3.4 
8.9 


604.7 

NM 

1.0 

78.8 

NM 

8.3 

29.6 

NM 

5.8 

50.6 

NM 

5.6 

-1117.0 

NM 

0.0 

40.0 

NM 

2.0 

-9.0 

NM 

5.6 

-446.0 

NM 

NM 

80.3 

30 

8.1 

84.4 

112 

10.6 

-122.0 

NM 

1.8 

376.0 

89 

6.8 

1559.0 

NM 

NM 

6.9 
6.9 


5.8 


11.6 


% 

2.8 
13.2 
NM 
8.0 
0.7 
NM 
5.2 
2.0 
15.3 
7.8 
0.3 
8.0 
6.8 

0.3 

5.0 
3.7 
2.9 
2.9 
3.0 
2.8 
7.5 


0.6 
2.0 


NM 
NM 
8.0 
7.4 
NM 
5.4 
NM 

5.5 
5.5 


38.6 

26 

-0.7 

NM 

12.0 

16 

-69.8 

NM 

-2.5 

NM 

NM 

9.6 


10.3 
38.6 
-0.7 
12.0 
69.8 
-2.5 
-11.7 

9.1 

153.2 

12.4 

1.1 
13.0 
12.3 

9.1 

20.0 
11.7 
10.9 
13.2 
22.3 
10.4 
26.6 

-37.3 
72.2 
-2.0 

-1.1 
NM 
NM 

-18.6 
NM 
NM 
15.6 
NM 
8.6 

197.9 

8.4 
8.4 


6.0 
13.3 


22 
18 
24 

NM 
21 
21 

38 

24 
23 
28 
25 
31 
15 
23 

NM 
16 
NM 
NM 
NM 
NM 
NM 
NM 
9 

42 
NM 
38 
NA 

t 

20 
20 


77 
33 


0.2 

1.5 

-0.0 

1.7! 

-4.7i 

-0.2 

-2.2. 

1.7 

1.4 

1.0! 

0.1! 

1.2! 

1.1; 

1.05 

2.76 
1,52 
2.64 
1.04 
1.27 
2.03 
3.12 

-1.69 

1.11 

-0.52 

-0.36 

-10.47 

-2.43 

-1.81 

-6.69 

1.65 

1.41 

-7.16 

0.51 

NA 

1.57 
1.57 


5.1 

7.6 

8.0 

17 

1.88 

4.2 

4.9 
8.3 
6.2 
6.3 

12.0 

19 

1.81 

8.5 

9.1 

14 

2.02 

NM 

3.2 

33 

0.95 

5.8 

4.8 

28 

0.95 

2.9 

3.6 

40.7 

23 

3.09 

8.6 

7.9 
0.9 
3.0 

7.1 

16 

1.25 

NM 

8.3 

26 

1.95 

3.9 

8.5 

29 

0.81 

1.1 

0.5 

3.4 

33 

0.39 

10.1 

13.6 

9.7 

15 

4.20 

5.6 

5.0 

10.1 

22 

0.85 

2.3 

1.1 

13.8 

18 

1.87 

0.30 
0.70 


-137.1 

NM 

3.9 

NM 

NM 

-3.5 

NM 

-0.17 

-72.9 

NM 

1.0 

-15.6 

NM 

-0.73 

-227.0 

NM 

NM 

NM 

-19.3 
7.7 

NM 
NM 

-1.12 
0.34 

162.9 

168 

18.3 

11.6 

4448.5 
371.4 

-7 
128 
NM 

6.2 
3.5 
4.7 

6.2 
1.2 
6.6 

15.3 
62.7 

25 
23 

1.05 
1.05 
0.18 

-1.3 

3.4 

88 

250.2 

25 

8.4 

7.9 

13.0 

21 

2.32 

experience  -  independence  ■  discipline 


INVESTMENT  MANAGEMENT  EXCELLENCE 


Proven  performance.  Low  cost. 

That's  the  T.  Rowe  Price  difference. 


Mutual  fund  fees  and  expenses  have  been 
getting  more  and  more  attention  lately.  At 
T.  Rowe  Price,  we  believe  that  you  shouldn't 
have  to  choose  between  low  expenses  and 
strong  performance.  We  offer  funds  with  both. 

The  following  T.  Rowe  Price  funds  have  posted 
impressive  returns  for  the  1-,  5-,  and  10-year  or 
since-inception  periods.  We've  accomplished 
this  performance  while  still  keeping  expenses 
low— 39%  below  their  peer  averages."  All  funds 
are  subject  to  market  risks,  and  past  performance 
can't  guarantee  future  results.  International 
and  bond  funds  carry  special  risks,  including 
currency  and  interest  rate  risk,  respectively. 
When  assessing  performance,  investors  should 
consider  both  short-  and  long-term  returns. 


Just  a  few  of  our  low-cost,  proven  performers: 


Average  annual  total 
returns  as  of  9/30/03 


10  year 
or  since 
1  year       5  year     inception 


Blue  Chip  Growth  Fund         25.23%       1.91%       10.41% 


Equity  Income  Fund 


21.67%       5.14%       10.91% 


Equity  Index  500  Fund  24.06%       0.75%         9.76% 


Global  Stock  Fund 


Growth  Stock  Fund 


24.33%       2.06%         5.54%" 


27.13%       4.23%       10.73% 


All  T.  Rowe  Price  retail  funds  have  expense 
ratios  below  their  Lipper  averages,  so  we  can 
help  find  a  low  cost  fund  that's  right  for  you.T 
Visit  our  Web  site  or  call  our  Investment 
Guidance  Specialists. 


Short-Term  Bond  Fund  4.69%       5.63%         5.11% 


Spectrum  Income  Fund  14.63%       6.39%         7.32% 


Value  Fund 


24.65%       6.68%       13.44%" 


TROWEPRICE.COM/MUTUALFUNDS 


1-800-541 -2352 


T.RoweRice 


-Ik 


INVEST    WITH    CONFIDENCE 

Global  Stock  Fund  inception  date  1 2/29/95.  Value  Fund  inception  dale  9/30/94. 

for  moie  inloimalion.  including  risks,  lees  and  expenses,  request  a  fund  profile  or  prospectus;  read  it  carefully  before  investing.  For  updated  performance  information  please  visit  our  Web 
site  or  lonl.icl  a  I  Rowe  Price  representative.  Average  annual  lolal  relurn  liqures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return 
and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase. 

I  9/30/03  Ihe  lunds'  total  expense  ratios  versus  their  retail  lipper  category  averages  are  0.96%  and  0.76%  lor  Blue  Chip  Growth  and  Growth  Stock,  respectively,  versus  1. 80S  lor 
the  large-cap  growlh  lunds  category  0  78%  lor  Fquily  Income  versus  I  59%  lor  Ihe  equity  income  lunds  category  0 .35%  lor  Equity  Index  500  versus  0.85%  for  Ihe  S&P  500  lunds 

,iv   I  l\%  loi  Global  Stock  versus  2.01%  lor  the  global  lunds  category.  0.55%  lor  Shorl-Ferm  Bond  versus  0  99    lor  Ihe  short  investment-grade  debt  lunds  category  O 
Spectrum  Income  versus  1 .42%  loi  the  general  bond  funds  category  and  0  94%  lor  Value  versus  1 .62%  lor  Ihe  multi-cap  value  lunds  category.  "All  lunds.  including  separate  share  classes 
more  than  six  months  old  as  ol  9/30/03  are  included  in  this  Study   Source  lor  data  I  ipper  Inc.!  1.  Rowe  Price  Investment  Services,  Inc..  Distributor.  MPLOW068023 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 

3RD 

QUARTER 

2003 

SMIL 


CHANGE 

FROM 

2002 

% 


CHANGE 
9  MONTHS  FROM 

2003  2002 

SMIL  % 


PROFITS 

3RD 

QUARTER 

2003 

SMIL. 


MARGINS 

CHANGE                               CHANGE           3RD  3RD 

FROM           9  MONTHS         FROM         QUARTER  QUARTER 

2002              2003             2002            2003  2002 

%                SMIL.              %                %  % 


RETURN  ON 

COMMON 

EQUITY  PRICE-  MONl 

12  MONTHS  EARNINGS  EARN! 

ENDING  RATIO  P  [ 

9-30  10-30  SH* 


Alliance  Data  Systems  ADS 

255.7 

17 

743.4 

17 

18.6 

138 

42.9 

175 

7.3 

3.6 

7.9 

40 

L>  1 

American  Management  Systems  AMSY 

248.1 

0 

707.1 

-6 

8.6 

4 

-31.7 

NM 

3.5 

3.4 

-6.0 

NM 

-c;| 

Anteon  International  ANT 

279.1 

30 

.    761.8 

25 

10.9 

34 

30.3 

70 

3.9 

3.8 

23.3 

32 

1  1 

Automatic  Data  Processing  ADP  "■■ 

2631.8" 

9 

8275.1 

10 

194.9 

-7 

740.9 

-13 

7.4 

8.7 

18.7 

22 

if 

BISYS  Group  BSG  ,6> 

237.4 
235.7 

4 

735.3 

7 

4.8 

-71 

71.1 

-18 

2.0 

7.4 

12.9 

17 
30 

0.1 

CACI  International  CAI  <« 

25 

686.4 

22 

13.0 

38 

37.7 

38 

5.5 

5.0 

11.0 

I  1 

CeridianCEN 

309.5 

7 

921.9 

5 

30.3 

39 

82.4 

27 

9.8 

7.6 

9.1 

28 

0.1 

Certegy  CEY 

255.8 

1 

743.4 

0 

26.3 

20 

61.5 

1 

10.3 

8.6 

37.9 

24 

i.: 

Concord  EFSCE 

588.5 
570.7 

14 

1678.4 

18 

92.6 

-2 

256.4 

21 

15.7 

18.3 

16.6 

15 

0.7 

Convergys  CVG 

2 

1694.3 

-2 

45.5 

-18 

123.2 

-29 

8.0 

9.9 

8.7 

24 

O.i 

DST  Systems  DST 

569.7 

-1 

1806.5 

2 

52.9 

4" 

157.3 

-4 

9.3 

8.8 

13.2 

22 

1.7 

Electronic  Data  Systems  EDS 

5239.0 

-2 

15796.0 

-1 

-1.0 

NM 

90.0 

-88 

NM 

1.9 

4.8 

31 

0.7 

First  Data  FDC 

2139.6" 

10 

6262.8 

12 

360.9 

5 

1007.3 

14 

16.9 

17.6 

31.8 

20 

1J 

Flserv  FISV 

796.1 

25 

2242.2 

18 

80.4 

22 

233.0 

18 

10.1 

10.4 

14.3 

23 

1.5 

Iron  Mountain  IRM 

381.8 

15 

1092.8 

12 

14.8 

-6 

56.2 

17 

3.9 

4.7 

7.3 

44 

o.a 

MPS  Group  MPS 

278.8 

-4 

829.5 

-5 

6.0 

13 

14.8 

29 

2.1 

1.8 

-1.2 

NM 

-0.0 

Paychex  PAYX  (7» 

713.5 

24 

2081.3 

27 

80.3 

6 

223.2 

5 

11.3 

13.2 

26.9 

48 

0.7 

Sabre  Holdings  TSG 

526.8 
373.7 

2 

1577.8 

-2 

25.5 

-56 

97.1 

-54 

4.8 

11.2 

5.7 

32 

0.6 

Safeguard  Scientifics  SFE 

-16 

1163.7 

-7 

18.2 

NM 

-0.4 

NM 

4.9 

NM 

-11.7 

NM 

-0.2 

SunGard  Data  Systems  SDS 

742.4 

13 

2151.0 

14 

92.4 

18 

258.3 

12 

12.4 

11.8 

13.7 

23 

i.; 

Titan  TTN 

471.9 

34 

1287.4 

27 

15.0 

NM 

28.0 

NM 

3.2 

NM 

10.4 

50 

0.4 

Total  System  Services  TSS 

266.1 

11 

775.2 

9 

35.5 

8 

101.6 

12 

13.3 

13.7 

19.9 

40 

0.6 

Unisys  UIS 

1449.7 

9 

4273.6 

5 

56.2 

-5 

147.2 

10 

3.9 

4.4 

22.0 

21 

0.7 

(C)  SOFTWARE 

INDUSTRY  COMPOSITE 
Adobe  Systems  ADBE" 

15772.6 
319.1 

7 
12 

47713.3 
936.2 

7 
8 

3209.3 
64.5 

37 
37 

10145.5 
183.0 

29 
21 

20.3 
20.2 

15.9 
16.6 

13.4 
25.8 

34 
47 

0.6 
0.9 

BEA  Systems  BEAS<"> 

245.0 

8 

731.7 
1024.4 

7 
10 

25.9 

28 

85.4 

146 

10.6 

9.0 

13.3 

53 

0.2 

BMC  Software  BMC  <9> 

333.8 

15 

-13.2 

NM 
NM 

1.3 

-90 

NM 

3.5 

1.0 

NM 

0.0 

Cadence  Design  Systems  CDN 

268.5 

-18 

800.8 

-21 

-15.0 

-42.0 

NM 

NM 

2.5 

3.2 

90 

0.1 

Computer  Associates  International  CA 

833.0 

8 

2447.0 

6 

-87.0 

NM 

-184.0 

NM 

NM 

NM 

-5.3 

NM 

-0.3 

Compuware  CPWR  <91 

302.8 

-15 

946.4 

-15 

-8.5 

NM 

15.5 

NM 

NM 

9.5 

3.0 

52 

0.1 

Electronic  Arts  ERTS<9> 

530.0 

17 

1346.5 

7 

76.6 

52 

104.2 

-1 

14.5 

11.1 

17.1 

42 

2.3 

Intuit  intu  ® 

245.1 

31 

1437.9 

25 

-24.7 

NM 

323.7 

106 

NM 

NM 

13.4 

39 

1.2 

Microsoft  MSFP6> 

8215.0 

5 

24115.0 

8 

2614.0 

28 

7329.0 

16 

31.8 

26.3 

14.8 

29 

0.9 

Novell  NOVL<2> 

282.8 

0 

818.7 

-2 

-12.4 

NM 

-52.9 

NM 

NM 

3.5 

-14.1 

NM 

-0.3 

Oracle  ORCL"> 

2072.0 

2 

7211.0 

2 

440.0 

28 

1869.0 

24 

21.2 

16.9 

37.0 

27 

0.4 

PeopleSoft  PSFT 

624.1 

32 

1581.8 

10 

-7.3 

NM 

67.7 

-46 

NM 

9.5 

4.0 

55 

0.3 
-0.1 

Siebel  Systems  SEBL 

321.4 

-10 

987.5 

-20 

-59.3 

NM 

-44.9 

NM 

NM 

NM 

-4.2 

NM 

Symantec  SYMC 19) 

428.7 

32 

1209.8 
860.5 

27 

44 

83.4 

60 

210.4 

86 

19.5 

16.0 

13.3 

39 

1.7 

Synopsys  SNPS l2> 

300.4 

27 

48.5 

NM 

105.1 
175.1 

NM 
64 

16.1 
18.6 

NM 
9.9 

0.6 

NM 

-0.0 

Veritas  Software  VRTS 

4503 

23 

1258.2 

14 

83.8 

131 

3.8 

NM 

0.3 

20    SEMICONDUCTORS  &  ! 

INDUSTRY  GROUP  COMPOSITE 
Advanced  Micro  Devices  AMD 

18684  7 
953.8 

13 
88 

51837.7 
2313.6 

7 

15 

2153.9 
-31.2 

NM 

NM 

1560.6 
-317.7 

NM 

NM 

11.5 
NM 

NM 
NM 

-13 
-51.4 

NM 
NM 

-0.1 
-3.J 

Agere  Systems  AGRA  «> 

504.0 

3 

1403.0 

-5 

22.0 

NM 

-223.0 

NM 

4.4 

NM 

-73.3 

NM 

-O.2I 

Amkor  Technology  AMKR 

423.8 

8 

1144.9 

11 

15.8 

NM 

-75.0 

NM 

3.7 

NM 

NM 

NM 

-1.61 

Analog  Devices  ADI l2) 

520.4 

17 

1489.8 

19 

79.0 

151 

210.3 

198 

15.2 

7.1 

7.7 

69 

o.el 

Applied  Materials  amai 

1094.9 

-25 

3256.3 

-10 

-36.8 

NM 

-164.6 

NM 

NM 

7.9 

-0.2 

NM 

-o.ol 

Atmel  ATML 

335.2 

12 

950.1 

7 

-31.8 

NM 

-129.0 

NM 

NM 

NM 

-15.6 

NM 

-0.3I 

Broadcom  BRCM 

425.6 

47 

1131.0 

44 

-6.3 

NM 

-965.9 

NM 

NM 

NM 

NM 

NM 

-9.7I 

Fairchild  Semiconductor  Intl.  PCS 

330.7 

-8 

1032.1 

-2 

-5.4 

NM 

-86.8 
3468.0 

NM 
68 

NM 

1.2 

-7.3 

NM 

-0.7| 

Intel  INTC 

7833.0 

20 

21400.0 

9 

1657.0 
16.7 

142 

21.2 

10.5 

12.1 
-8.1 

48 
NM 

o.el 

International  Rectifier  IRF  ,6» 

234.1 

10 

676.9 

14 

53 

37.4 

-5 

7.1 

5.2 

-1.3I 

KLA-Tencor  KLAC  «6' 

318.0 

-15 

930.6 

-16 

36.8 

-28 

93.5 

-29 

11.6 

13.7 

5.3 

91 

0.6| 

LSI  Logic  LSI 

450.2 

-8 

1230.2 

-8 

-31.7 

NM 

-316.2 

NM 

NM 

NM 

-17.2 

NM 

-0.9l 

Maxim  Integrated  Products  MXIM  <6> 

310.2 

8 

891.4 

8 

87.4 

19 

246.7 

18 

28.2 

25.6 

14.8 

52 

0.9l 

Micron  Technology  MU <4> 

888.5 
424.8 

19 

2406.2 

11 

-123.2 

NM 

-957.3 

NM 

NM 

NM 

-25.7 

NM 

-2.il 

National  Semiconductor  NSM  (7> 

1 

1254.4 

4 

31.6 

NM 

-9.2 

NM 

7.4 

0.3 

-0.2 

NM 

-o.ol 

NVIDIA  NVDA™ 

459.8 

8 

1333.7 

-12 

24.2 

360 

94.8 

-42 

5.3 

1.2 

4.6 

75 

0.2I 

Teradyne  TER 

329.2 
2533.0 

0 

995.3 

12 

13 

-53.5 
447.0 

NM 

-182.5 

NM 

NM 

NM 

-64.8 

NM 

-3.2I 

Texas  Instruments  txn 

13 

7064.0 

138 

685.0 

180 

17.6 

8.4 

0.8 

NM 

o.ol 

Xilinx  XLNX  <9> 

315.5 

14 

934.3 

11 

56.4 

'  46 

152.1 

33 

17.9 

13.9 

7.0 

75 

0.41 
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INDUSTRY  GROUP  COMPOSITE 

(A)  COMMUNICATIONS  EQUIPMENT 

INDUSTRY  COMPOSITE 
AudiovoxVOXXi" 


108656.4 


319495.5 


2860.9 


NM 


6581.5 


NM 


2.6 


3.7 


Oil 


17497.5 

2 

50749.7 

-6 

1359.7 

NM 

2784.6 

NM 

7.8 

NM 

4.1 

NM 

0.11 

265.8 

-12 

863.7 

10 

0.6 

-75 

3.9 

395 

0.2 

0.9 

-4.0 

NM 

-0.5 
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What  is  Altria? 

Altria  Group,  Inc.  is  a  parent  company 
whose  roots  are  firmly  planted  in  success, 
through  years  of  strong  financial 
performance  and  global  reach. 
A  parent  company  whose  branches 
are  blue  chip  operating 
companies:  Kraft  Foods, 
Philip  Morris  International 
and  Philip  Morris  USA. 

From  these  branches  grow 
many  brands  each  worth 

a  billion  dollars  or  more, 
like  Marlboro,  Nabisco  and 
Oscar  Mayer.  Along  with  hundreds 
of  other  household  names  such 
as  Altoids,  Parliament,  Post  and  Ritz. 
Altria  Group,  Inc.  is  the  parent  company  of  a  family 
of  operating  companies,  that  makes  the  world's 
best-known  brands. 
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Kraft  Foods 

Philip  Morris  International 

Philip  Morris  USA 

altria.com      NYSE:  MO 
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SMIL 
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SMIL. 

CHANGE 

FROM 

2002 

% 
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2003 
SMIL 

CHANGE 
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MARGINS 

3RD 

QUARTER 

2003 

% 
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QUARTER 

2002 

% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

9-30 

PRICE- 
EARNINGS 
RATIO 
10-30 

12 

MONT 

EARN 
Pll 

shS 

Avaya  AV  <3> 

1118.0 
4702.0 
772.0" 

-3 

-3 

1 

3271.0 
14033.0 
•  2270.0 

1677.8 

-10 

66.0 

NM 

33.0 

NM 

5.9 

NM 

-44.0 

NM 

-0.2 

Cisco  Systems  CSCO<5> 

-3 
-7 
17 

982.0 

27 

2960.0 

37 

20.9 

16.0 

12.8 

42 

0.5 

Corning  GLW  t 

33.0 
26.0 

NM 
31 

NM 

-194.0 

49.3 

-506.0 

NM 

4.3 

NM 

-25.8 

NM 

-1.1 

Harris  HRS  <6> 

559.2 
2027.0 

24 
-11 

-29 

NM 

4.6 
4.9 
1.7 

4.4 

5.4 

38 

NM 

0.9 

-0.3 

Lucent  Technologies  LU l3> 

6395.0 

-27 

99.0 

NM 
1.7 

NM 
4.8 

Motorola  MOT 

6829.0 

5 

19035.0 

-3 

116.0 

5 

404.0 

NM 

55 

0.2 

Scientific-Atlanta  SFA  <6> 

395.6 

27 

1182.4 

2 

42.7 

288 

116.9 

199 

10.8 

3.5 

8.4 

34 

0.8 

-0.7 

Tellabs  TLAB 

244.5 

-15 

701.1 

-30 

-64.8 

NM 

-218.4 

NM 

NM 

NM 

-14.0 

NM 

UTStarcom  UTSI 

584.4 

120 

1320.7 

94 

59.1 

92 

135.9 

84 

10.1 

11.6 

21.4 

23 

1.3 

(B)  COMPUTERS  &  PERIPHERALS 

63523.1 

1715.0 

9778.0 

570.2 

8 
19 
16 

8 

INDUSTRY  COMPOSITE 
Apple  Computer  AAPL l3) 

188494.4 

4735.0 

29045.0 

1461.3 

16 
8 

3013.8 
41.0 

NM 
NM 

8369.6 
74.0 

131 
174 

4.7 
2.4 

0.5 

NM 

9.5 
1.6 

46 

NM 

0.5 
0.1 

Dell  DELL"" 

18 
3 

621.0 
48.3 

24 
10 

1822.0 

29 

6.4 

5.9 

43.3 

40 

0.9 

Diebold  DBD 

115.5 
276.0 

5 

NM 

8.5 

8.3 

12.7 

30 

1.8 

EMC  EMC 

1510.8 
883.1 

17348.0 
287.8 

21522.0 

20 
-21 

4374.3 
2527.2 

11 
-19 

159.1 

648 

10.5 

1.7 

2.8 

NM 

0.]^ 

Gateway  GTW 

-136.1 

NM 

-403.5 
1677.0 

NM 

NM 

NM 

-62.5 

NM 

-1.4 

Hewlett-Packard  HPQW 

5 
9 

53208.0 
829.1 

38 

297.0 

NM 

NM 

1.7 

NM 

5.6 

32 

O.G; 

Imation  IMN 

4 

16.7 

2 

57.1 

9 

5.8 

6.2 

9.8 

16 

2.1 

International  Business  Machines  IBM 

9 
11 

63218.0 
3385.2 

10 
7 

1785.0 
104.1 

5 
16 

4897.0 
300.4 

43 
20 

8.3 
9.0 

8.5 
8.6 

24.9 
28.2 

23 
23 
52 

3.8 
3.1 
0.2 
0.3< 

Lexmark  International  LXK 

1157.1 
1065.5 
1355.0 

Maxtor  MXO 

30 
-2 

2915.3 

6 

29.9 

NM 
-56 

63.5 

NM 

2.8 

NM 

10.0 

NCR  NCR 

3955.0 

-1 

18.0 

-22.0 

NM 

1.3 

3.0 

2.7 

NM 

Network  Appliance  NTAP18' 

260.5 
281.4 

1740.0 
520.3 

2536.0 

26 
99 
10 
4 
-8 

730.6 

690.5 

4913.0 

1527.5 

8308.0 

20 
91 
4 

27.1 

67 

71.6 

131 

10.4 

7.8 

8.6 

98 

0.21 

SanDisk  SNDK 

50.6 
198.0 

346 
80 

116.8 
532.0 

602 
407 

18.0 

8.0 

16.6 

46 

1.7 

Seagate  Technology  STX  <6> 

11.4 

7.0 

47.2 

15 

1.51 

Storage  Technology  STK 

5 
-10 

31.0 

-286.0 

4.1 

5.0 

30 
NM 
-74 
-77 

NM 
NM 

77.6 

-1321.0 

-7.6 

43.2 

-4710.7 

58 

NM 
NM 
NM 

6.0 
NM 
1.5 
0.7 

4.8 
NM 
5.0 
3.8 

NM 

10.8 

19 

1.2 

Sun  Microsystems  SUNW  <6> 

-58.5 
-6.6 
47.5 

NM 
NM 
53 

-1.1 

-0.41 

0.21 

-1.4j 

Unova  UNA 

Western  Digital  WOC  <61 

278.0 
714.2 

23903.8 
1502.0 

-13 
23 

6 
8 

821.7 
1849.7 

-13 

19 

(C)  ELECTRONIC  EQUIPMENT  &  INSTRUMENTS 

INDUSTRY  COMPOSITE 

68842.3 

4 

-1629.5 

NM 

NM 

-18.5 

NM 

Agilent  Technologies  A  <21 

4381.0 

3 

-1545.0 
-3.0 

-1803.0 

NM 

NM 

NM 

-74.9 

NM 

-4.3: 

Agilysys  AGYS l91 

292.7 

12 

833.6 

2 

NM 

-28.6 

NM 

NM 

NM 

-8.9 
33.8 

NM 

-0.9( 

Amphenol  APH 

314.8 

17 

897.5 

13 

28.2 

37 
-3 

71.0 

23 

9.0 
1.7 

7.7 

27 

2.1! 

Anixter  International  AXE 

653.4 
2095.2 

4 
16 

1960.4 
6198.5 
6935.5 

5 

11.3 

28.8 

-12 
NM 
NM 

1.9 

5.9 

23 

1.0! 

Arrow  Electronics  ARW 

13 

-6.2 

NM 
NM 

-0.3 
1.7 

NM 
NM 

NM 

0.6 

NM 

0.0! 

AvnetAVT'6' 

2407.7 

11 

6 

-11.4 

NM 

-3.1 

N.M 

-0.4; 

AVXAVX'9' 

267.3 
555.5 

-10 

1 

785.1 
1590.8 

-9 
1 

-77.0 
0.4 

NM 
NM 

-107.0 
-6.9 

NM 
NM 

NM 
0.1 

0.3 

-7.8 

NM 

-0.6; 

Bell  Microproducts  BELM 

NM 

-3.3 

NM 
23 

-0.2! 

2.1: 

Benchmark  Electronics  BHE 

455.4 
1222.8 

6 
6 

1352.8 
3315.7 

16 
3 

12.9 

35 

42.0 

81 

2.8 

2.2 

8.6 

CDW  CDWC 

44.6 

-19 

130.6 

-6 

3.6 

4.8 

17.6 

29 

2.0' 

CellStarCLST"i 

442.4 

-13 

1371.2 

-19 

1.4 

-76 

-4.9 

NM 

0.3 

1.2 

-27.6 

NM 

-3.K 

GTSI GTSI 

273.1 

-1 

641.7 

-2 

3.5 

10 

2.9 

-36 

1.3 

1.1 

10.5 

13 

0.8! 

Jabil  Circuit  JBL4' 

1296.0 

31 

3661.2 

38 

20.1 

996 

34.7 

32 

1.5 

0.2 

2.7 

NM 

0.2 

MolexMOLX'6' 

496.8 

6 

1416.0 

6 

1 

32.1 

7 

58.8 
28.2 

-24 

6.5 

6.4 

4.5 

66 

0.4( 

PerkinElmerPKI 

367.1 

0 

1102.7 

14.1 

45 

NM 

3.9 

2.7 

2.2 

79 

NM 

0.2- 
-0.2} 

Sanmina-SCI  SANM  <3» 

2732.0 

276.5 

2813.9 

5 

7824.5 

3 

-85.7 

NM 

-129.6 

NM 

NM 

NM 

-4.1 

ScanSource  SCSC  (6> 

6 

-4 

756.9 
7913.3 

7 
-6 

6.1 
-175.3 

1 
NM 

16.8 
-3034.0 

2 

2.2 

2.3 

14.3 

24 

1.7S 

Solectron  SLR  <4> 

NM 

NM 

NM 

NM 

NM 

-3.7! 

Tech  Data  TECD <»> 

4178.8 

5 

12103.7 

0 

17.2 

-51 

-264.3 

NM 

0.4 

0.9 

-16.2 

NM 

-4.1S 
1.0C 

Thermo  Electron  TMO 

497.1 
533.2 

-4 
13 

1513.7 
1603.4 

0 

39.0 

0 

123.5 

-19 

7.8 

7.5 

7.4 

21 

Vishay  Intertechnology  VSH 

18 

6.8 

-48 

16.5 

-47 

1.3 

2.8 

-4.4 

NM 

-0.6i 

Waters  WAT 

230.4 

7 

683.1 

8 

36.4 

-7 

112.5 

0 

15.8 

18.1 

27.0 

27 

1.11 

(D)  OFFICE  ELECTRONICS 

138.0 
138.0 

2 

INDUSTRY  COMPOSITE 

3732.0 

-2 

11409.0 

-2 

117.0 
117.0 

18 
18 

3.1 

2.6 

3.8 
3.8 

96 

0.11 

Xerox  XRX 

3732.0 

-2 

11409.0 

-2 

2 

3.1 
0.7 

2.6 

96 

0.11 
0.37 

MATERIALS 

SECTOR  COMPOSITE 

90758.7 

6 

266089.1 

7 

645.0 

-78 

5233.0 

-24 

3.4 

3.2 

85 

13 

INDUSTRY  GROUP  COMPOSITE 

(A)  CHEMICALS 

INDUSTRY  COMPOSITE 

90758.7 
34523.3 

6 
9 

266089.1 
105440.7 

7 

11 

645.0 
-194.5 

-78 

NM 

5233.0 
2834.0 

-24 
-31 

0.7 

NM 

3.4 
4.9 

3.2 

6.5 

85 

54 

0.37 
0.62 

Air  Products  &  Chemicals  APD  <31 

1642.3 

17 

4850.3 

19 

131.3 

-9 

271.5 
55.8 

-34 

8.0 

10.3 

10.6 

25 

1.79 

Airgas  ARG  "> 

460.5 
276.6 

2 

1364.4 

3 

19.1 

0 

33 

4.2 

4.3 

11.2 

20 

0.99 

Albemarle  ALB 

2 

811.6 

7 

9.9 

-52 

55.7 

-4 

3.6 

7.5 

12.0 

16 

1.72 

Arch  Chemicals  ARJ 

256.2 

10 

789.0 

9 

2.1 

24 

17.2 

61 

0.8 

0.7 

4.0 

34 

0.64 

Cabot  CBT<3> 

451.0 

3 

1387.0 

18 

23.0 

0 

39.0 

-42 

5.1 

5.2 

6.6 

27 

1.04 
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reachout 


on  the  wireless  service  America  trusts 


Business  moves  fast.  To  keep  up,  voice, 
data  and  text  messages  have  to  move 
faster.  Where  do  you  turn?  To  the  wireless 
service  trusted  by  more  of  the  Fortune  500: 
attwireless.com.  1-866-reachout 


AT&T  Wireless 


- 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MIBPIKK  RFTURNON 

MARGINS  COMMON 


3RD 

QUARTER 

2003 

SMIL 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 
SMIL. 

CHANGE 

FROM 

2002 

% 

3RD 

QUARTER 

2003 

SMIL. 

CHANGE 

FROM 

2002 

% 

9  MONTHS 
2003 
SMIL. 

CHANGE 

FROM 

2002 

% 

3RD 

QUARTER 

2003 

% 

3RD 

QUARTER 

2002 

% 

EQUITY 

12  MONTHS 

ENDING 

9-30 

PRICE- 
EARNINGS 
RATIO 
10-30 

■ 

1 "  I 

s  9 

Crompton   •■ 

559.2 

10 

1624.1 

1 

-34.5 

NM 

-60.6 

NM 

NM 

NM 

-18.1 

NM 

-ol 

Cytec  Industries  CYT 

367.7 

10 

1109.9 

11 

22.1 

-30 

76.4 

28 

6.0 

9.5 

13.4 

15 

.  1 

Dow  Chemical  DOW 

7977.0" 

13 

•24300.0 

18 

332.0 

159 

810.0 

100 

4.2 

1.8 

0.0 

NM 

-ol 

DuPont  OD 

6142.0 

12 

20519.0 

12 

-873.0 

NM 

366.0 

-75 

NM 

8.6 

7.4 

57 

ol 

Eastman  Chemical  EMN 

1444.0" 

5 

4366.0 

9 

-336.0 

NM 

-283.0 

NM 

NM 

1.7 

-30.0 

NM 

-3.1 

Ecolab  ECL 

982.8 
915.4 

10 

2805.4 

11 
-6 

87.4 
59.8 

21 

NM 

209.9 
172.8 

31 
50 

8.9 

6.5 

8.1 
0.3 

21.2 
19.1 

28 
16 

0.1 

Engelhard  EC 

7 

2675.2 

1.1 

Ferro  FOE 

397.0 

2 

1215.0 

5 

-0.8 

NM 

14.6 

-45 

NM 

2.6 

4.8 

44 

0.1 

FMC  FMC 

470.5 

-1 

1414.5 

2 

-3.4 

NM 

20.2 

-64 

NM 

5.9 

6.5 

31 

0.1 

Fuller  (H.B.)FUL<» 

322.1 

3 

941.2 

2 

12.3 

34 

25.3 

42 

3.8 

2.9 

7.5 

20 

1.1 

Grace  (W.R.)  GRA 

521.0 

9 

1469.2 

8 

-9.9 

NM 

-5.7 

NM 

NM 

2.9 

NM 

NM 

-0.1 

Great  Lakes  Chemical  GLK 

375.3 

4 

1126.0 

5 

-15.9 

NM 

1.9 

-95 

NM 

3.8 

1.1 

NM 

0.1 

Hercules  HPC 

463.0 

5 

1388.0 

8 

19.0 

NM 

62.0 

NM 

4.1 

NM 

NM 

16 

O.J 

IMC  Global  IGL 

495.7 

1 

1586.5 

1 

-28.1 

NM 

-37.7 

NM 

NM 

1.7 

-12.5 

NM 

-O.J 

International  Flavors  &  Fragrances  IFF 

480.9 

4 

1429.7 

3 
3 

51.1 
24.3 

3 
-33 

134.5 
79.7 

-2 
-21 

10.6 
4.8 

10.7 
7.1 

25.9 
11.2 

18 
15 

1.J 

Lubrizol  LZ 

509.9 

0 

1532.8 

2(1 

Lyondell  Chemical  LYO 

954.0 

12 

2856.0 
6581.0 

20 
8 

-44.0 
142.0 

NM 
-4 

-225.0 
378.0 

NM 
NM 

NM 
6.4 

NM 
7.2 

-30.5 
18.7 

NM 
21 

-1.J 

PPG  Industries  PPG 

2206.0 

7 

2.1 

Praxair  PX 

1414.0 

9 

4152.0 
4774.0 

8 
11 

150.0 
100.0 

15 
30 

430.0 
179.0 

5 
-28 

10.6 
6.3 

10.1 
5.3 

19.8 
4.4 

20 
59 

3.4 

Rohm  &  Haas  ROH 

1591.0 

9 

0.9 

RPM  International  RPM  m 

590.1 

9 

1613.2 

7 

47.7 

8 

9.2 

-89 

8.1 

8.1 

4.3 

44 

0.3 

Schulman  (A.)  SHLM  "> 

267.0 

5 

833.6 

14 

0.6 

-95 

7.6 

-72 

0.2 

4.2 

3.9 

37 

0.5 

Sigma-Aldrich  SIAL 

314.2 

3 

976.0 

7 
6 

46.8 
-173.0 

16 
NM 

143.7 
-228.0 

14 

NM 

14.9 
NM 

13.2 

NM 

20.8 
NM 

19 
NM 

2.8 
-2.3 

Solutia  SO! 

578.0 

1 

1785.0 

Spartech  SEH  «> 

238.9 

1 

703.1 

6 

8.1 

-29 

24.8 

-2 

3.4 

4.8 

10.8 

20 

1.1 

ValsparVAL'2' 

598.2 

4 

1628.9 

4 

40.1 

5 

87.9 

3 

6.7 

6.6 

14.5 

20 

2.3 

Wellman  WLM 

262.1 

2 

833.4 

9 

-4.6 

NM 

1.4 

-94 

NM 

1.8 

0.4 

NM 

0.0 

(B)  CONSTRUCTION  MATERIALS 

INDUSTRY  COMPOSITE 

1205.9 

8 

3199.9 

4 

79.4 

-2 

123.1 

-36 

6.6 

7.3 

6.3 

33 

1.2 

Texas  Industries  TXI  <7> 

376.0" 

3 

1036.5 

-3 

-14.6 

NM 

-39.4 

NM 

NM 

1.1 

-6.0 

NM 

-2.0 

Vulcan  Materials  VMC 

829.9 

11 

2163.5 

8 

94.1 

22 

162.5 

2 

11.3 

10.3 

11.3 

23 

1.9 

(C)  CONTAINERS  J.  PACKAGING 

INDUSTRY  COMPOSITE 

13543.3 

7 

38588.6 

7 

253.0 
19.1 

-51 

7 

949.7 
59.7 

-3 
23 

1.9 
6.8 

4.0 
7.4 

2.8 
10.9 

90 
17 

0.2 

AptarGroup  ATR 

281.3 

17 

834.5 

21 

2.i: 

Ball  BLL 

1359.3 

31 

3783.5 

28 

68.8 

38 

174.6 

37 

5.1 

4.8 

30.1 

16 

3.6 

Bemis  BMS 

662.0 

10 

1970.7 

13 

34.7 

-20 

109.0 

-11 

5.2 

7.2 

14.3 

16 

2.8 

Caraustar  Industries  CSAR 

253.0 

7 

752.8 
5039.0 

10 
-4 

-1.1 
6.0 

NM 
-92 

-18.1 
22.0 

NM 
-73 

NM 
0.3 

NM 
3.8 

-14.0 
NM 

NM 
NM 

-1.13 

Crown  Holdings  CCK 

1853.0 

-2 

-1.5^ 

GreifGEF'2' 

451.7 

4 

1261.7 

5 

3.0 

-63 

-2.7 

NM 

0.7 

1.8 

1.7 

76 

0.42 

Owens-Illinois  01 

1588.5 

8 

4554.5 

6 

28.9 

-70 

80.3 

NM 

1.8 

6.7 

7.8 

16 

0.76 

Packaging  Corp.  of  America  PKG 

444.6 

-2 

1304.3 

-1 

-32.3 

NM 

-14.5 

NM 

NM 

3.2 

-0.3 

NM 

-0.02 

Pactiv  PTV 

793.0 

9 

2320.0 

10 

61.0 

3 

164.0 

2 

7.7 

8.1 

21.1 

16 

1.3S 

Rock-Tenn  RKT  <3> 

385.C 

7 

1085.8 

7 
10 

9.6 
66.1 

263 
0 

24.5 
193.5 

39 

0 

2.5 
7.3 

0.7 
8.0 

6.9 
-36.3 

19 
NM 

0.8! 

Sealed  Air  SEE 

908.7 

10 

2597.1 

-4.63 

Silgan  Holdings  SLGN 

761.0 

19 

1760.6 

16 

26.8 

2 

44.5 

-7 

3.5 

4.1 

44.0 

11 

2.76 

Smurfit-Stone  Container  SSCC 

1944.0 

0 

5809.0 

4 

-45.0 

NM 

-81.0 

NM 

NM 

1.0 

-3.2 

NM 

-0.29 

Sonoco  Products  SON 

688.1 

0 

2028.1 

1 

10.4 

-61 
NM 

59.1 
135.0 

-38 
193 

1.5 
NM 

3.9 
1.3 

10.3 
7.5 

22 

19 

0.97 
2.85 

Temple-Inland  TIN 

1170.0 

1 

3487.0 

4 

-3.0 

(D)  METALS  &  MINING 

INDUSTRY  COMPOSITE 

18949.4 

8 

54794.8 

10 
-4 

-92.0 
-277.5 
283.0 

NM 
NM 
40 

513.5 

-396.5 

709.0 

-49 

NM 

14 

NM 
NM 
5.3 

2.9 
NM 
3.9 

-0.5 

NM 
5.3 

NM 
NM 
47 

-0.10 

-8.20 

0.68 

AK  Steel  Holding  AKS 

1064.5 

-5 

3088.3 

Alcoa  AA 

5322.0 

3 

15941.0 

5 

Allegheny  Technologies  ATI 

482.6 

3 

1453.0 

0 

-28.8 

NM 

-80.6 

NM 

NM 

NM 

-34.8 

NM 

-1.49 

Arch  Coal  ACl 

364.6 

-9 

1094.0 

-4 

11.0 

574 

NM 

-3.6 
-23.8 

NM 
NM 

3.0 
NM 

0.4 
3.0 

-1.1 
NM 

NM 
NM 

-0.13 
-8.82 

Cleveland-Cliffs  CLF 

229.3 

14 

591.9 

43 

-4.8 

Commercial  Metals  CMC  (*> 

804.7 

18 

2246.8 

17 

10.7 

19 

16.7 

-48 

1.3 

1.3 

3.7 

38 

0.66 

Commonwealth  Industries  CMIN 

248.1 

-2 

675.2 
1668.5 

-7 
2 

2.9 
-5.9 

-52 

NM 

-5.5 
8.1 

NM 
7 

1.2 

NM 

2.4 

NM 

0.9 
3.7 

NM 
NM 

0.05 

Consol  Energy  CNX 

552.2" 

1 

0.15 

Freeport-McMoRan  Copper  &  Gold  FCX 

668.8 

24 
-12 

1802.9 
1141.1 

35 
-6 
-3 

86.7 

-3.8 

2.8 

22 

NM 
NM 

203.4 

-15.6 

5.0 

116 

NM 
NM 

13.0 
NM 
1.1 

13.2 
NM 

NM 

NM 
-3.4 
37.6 

25 
NM 
NA 

1.52 

Massey  Energy  MEE 

373.1" 

-0.35 

Metals  USA  MLT 

245.1 

3 

713.7 

NA 

Newmont  Mining  NEM 

897.0 

25 

2392.7 

29 
31 

114.4 
16.0 

451 
-59 

357.1 
42.2 

375 
-65 

12.8 
1.0 

2.9 
3.2 

7.2 
3.7 

40 
50 

1.07 

Nucor  NUE 

1604.0 

31 

4604.7 

1.09 

Peabody  Energy  BTU 

701.9" 

-2 

2076.5 

1 

21.5 

-26 

19.3 

-75 

3.1 

4.1 

4.4 

37 

0.90 

Phelps  Dodge  PD 

1031.1 

10 

2971.3 
744.4 

5 
3 

-0.3 
13.6 

NM 
-44 

-38.9 
29.8 

NM 
-26 

NM 
5.2 

NM 
9.1 

-9.8 
10.4 

NM 
14 

-3.13 

QuanexNX<2> 

260.3 

-2 

2.80 

Ryerson  Tull  RT 

551.4 

3 

1641.9 

3 

-3.2 

NM 

-6.6 

NM 

NM 

0.5 

-3.1 

NM 

-0.50 
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Rational  software.  Through  market-leading  tools  and  proven  best  practices,  Rational  offers  the 
expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
(("business  on  demand  software 
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FROM 
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FROM 

9  MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

FAR 

2003 

2002 

2003 

2002 

2003 

2002 

2003 

2002 

2003 

2002 

ENDING 

RATIO 

SMIL 

% 

SMIL 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

9-30 

10-30 

5 

Steel  Dynamics  STLD 

254.0 

6 

708.1 

14 

9.2 

-68 

30.4 

-37 

3.6 

12.1 

11.0 

15 

1 

United  States  Steel  X 

2503.0 

293.6 

31 
-19 

6712.0 

32 

-349.0 

NM 

-379.0 

NM 

NM 

5.6 

-19.6 

NM 

-3. 

USEC  USU 

•     902.2 

-3 

3.4 

183 

9.8 

-22 

1.2 

0.3 

-0.7 

NM 

-0 

Worthington  Industries  WOR  "> 

498.0 

-5 

1624.6 

12 

5.9 

-78 

32.9 

292 

1.2 

5.2 

8.5 

23 

0. 

(E)  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

22536.8 

0 

64065.0 

-2 

599.0 

114 

812.6 

36 

2.7 

1.2 

2.0 

91 

0. 

Boise  Cascade  BCC 

2110.6 

9 

5892.8 

5 

32.9 

286 

10.2 

99 

1.6 

0.4 

0.3 

NM 

0.1 

Georgia-Pacific  GP 

5278.0 

-14 

14893.0 

-18 

189.0 

186 

195.0 

343 

3.6 

1.1 

-0.8 

NM 

-0. 

International  Paper  IP 

6373.0 

0 

18712.0 

0 

122.0 

-16 

264.0 

-38 

1.9 

2.3 

1.7 

NM 

0. 

Louisiana-Pacific  LPX 

674.8 

62 

1566.4 

27 

109.9 

517 

120.8 

376 

16.3 

4.3 

6.7 

27 

O.i 

MeadWestvaco  MWV 

1999.0 

-1 

5608.0 

5 

27.0 

59 

-52.0 

NM 

1.4 

0.8 

-0.2 

NM 

-0. 

Potlatch  PCH 

400.3 

23 

1103.2 

12 

22.2 

NM 
-48 

20.1 

NM 

5.5 

NM 

0.2 

NM 

0. 

Rayonier  RYN 

267.6 

-9 

829.4 

0 

8.1 

48.0 

14 

3.0 

5.3 

8.0 

29 

1.. 

Wausau-Mosinee  Paper  WMO 

249.5 

-1 

732.2 

2 

6.0 

-21 

10.5 

-37 

2.4 

3.0 

4.7 

37 

0. 

Weyerhaeuser  WY 

5184.0 

6 

14728.0 

7 

82.0 

531 

196.0 

70 

1.6 

0.3 

4.7 

42 

1.' 

TELECOMMUNICATION  SERVICES 

SECTOR  COMPOSITE  61087.5 

INDUSTRY  GROUP  COMPOSITE  61087.5 

(A)  DIVERSIFIED  TELECOMMUNICATION  SERVICES 


INDUSTRY  COMPOSITE 

Alltel  AT 

AT&TT 

BellSouth  BLS 

Century  Tel  CTL 

IDT  IDT.C  <5> 

Level  3  Communications  LVLT 

SBC  Communications  SBC ' 

Sprint  FON  Group  FON 

Verizon  Communications  VZ 

(B)  WIRELESS  TELECOMMUNICATION  SERVICES 

INDUSTRY  COMPOSITE 
AT&T  Wireless  Services  AWE 
Crown  Castle  International  CCI 
Nextel  Communications  NXTL 
Nextel  Partners  NXTP 
Nil  Holdings  NIHD 
Sprint  PCS  Group  PCS 
Western  Wireless  WWCA 

UTILITIES 

SECTOR  COMPOSITE 


49322.7 

2050.2 

8649.0 

5728.0 

603.8 

485.7 

874.0 

10239.0 

3538.0 

17155.0 

11764.8 


-2 
10 
-8 

5 
15 
13 
-17 
-3 
-7 

0 


180231.3 

180231.3 

147392.0 

5966.2 

26430.0 

16893.0 

1774.4 

1391.4 

3038.0 

30776.0 

10649.0 

50474.0 

32839.2 


lb 


28 
12 
39 

-4 
-8 

1 


4398.0 
4398.0 

4061.1 
242.8 
458.0 
936.0 
91.0 
8.3 

-250.0 
1216.0 

-432.0 
1791.0 


-25 

-25 

-47 

11 

-13 

46 

41 

NM 

NM 

-29 

NM 

-59 


15380.7 

15380.7 

14635.4 

694.6 

1523.0 

2802.0 

262.3 

-13.4 

-596.0 

5059.0 

-63.0 

4967.0 


4374.0 

8 

12480.0 

8 

235.6 

4 
27 

676.5 

0 

2887.0 

7814.0 

22 

280.9 

55 

723.0 

52 

246.0 

31 

675.0 

18 

3340.0 

6 

9383.0 

4 

401.3 

31 

1087.7 

23 

336.9 

NM 

745.2 

156.0 

NM 

526.0 

-99.7 

NM 

-247.5 

348.0 

-9 

897.0 

-22.0 

NM 

-180.1 

38.0 
-65.0 
-18.5 

NM 
NM 
NM 

89.0 

-339.0 

-0.2 

84 


23 

15 
-3 
38 
76 

NM 
NM 
-1 
NM 
112 


NM 
NM 
NM 
NM 


7.2 

7.2 

8.2 
11.8 
5.3 
16.3 
15.1 
1.7 
NM 
11.9 
NM 
10.4 


9.6 

9.6 

15.3 
11.7 
5.6 
11.8 
12.3 
NM 
NM 
16.2 
12.7 
25.8 


14.8 

14.8 

14.9 
14.0 

6.7 
17.3 

9.4 
-2.0 

NM 
19.6 

1.4 
20.7 


INDUSTRY  GROUP  COMPOSITE 

(A)  ELECTRIC  UTILITIES 


66957.9 


66957.9 


195169.2 


195169.2 


21 


21 


4482.2 


4482.2 


80 


80 


11902.8 


11902.8 


24 
24 


6.7 


6.7 


4.2 
4.2 


7.3 
7.3 


16 


14 
15 
17 
14 
17 
NM 
NM 
11 
72 
13 


22 


22 


1.1 

1 

1.: 
3.1 
1. 
LI 

2. 

-o.; 
-l 

2.; 

o.; 

2.6 


2.9 

NM 

14.4 

44 

0. 

3.6 

NM 

1.8 

52 

0. 

NM 

NM 

-14.8 

NM 

-1. 

12.1 

16.8 

46.1 

11 

2. 

NM 

NM 

NM 

NM 

-0. 

15.4 

NM 

NM 

NA 

I» 

NM 

NM 

NM 

NM 

-0. 

NM 

NM 

NM 

NM 

-o.< 

1.3 


1.3 


INDUSTRY  COMPOSITE 

49933.6 

10 

139524.6 

16 

3822.0 

25 

9203.4 

11 

7.7 

6.7 

9.2 

19 

1.8 

Alliant  Energy  LNT 

759.6 

15 

2301.6 

30 

89.3 

85 

123.8 

223 

11.8 

7.3 

6.6 

18 

1.3 

Ameren  AEE 

1350.0 

16 

3546.0 

17 

278.0 

14 

476.0 

13 

20.6 

20.8 

10.1 

16 

2.7 

American  Electric  Power  AEP 

4100.0 

8 

11900.0 

14 

260.0 

-33 

704.0 

-1 

6.3 

10.3 

0.2 

NM 

-0.1 

CenterPoint  Energy  CNP 

2250.2 
1092.0 

17 
-2 

7241.3 
3293.9 

25 
10 

183.0 
112.8 

13 
-15 

347.5 
330.0 

-12 

8.1 

8.4 

23.4 

9 

1.1 

CINergyi.il: 

20 

10.3 

11.9 

12.3 

14 

2.5 

Consolidated  Edison  ED 

2789.0 

10 

7535.0 

17 

260.0 

-9 

486.0 
379.0 

-13 

9.3 

11.3 

9.5 

15 

2.7 

Dominion  Resources  D 

2857.0 

12 

9077.0 

21 

-256.0 

NM 

-63 

NM 

16.9 

6.4 

26 

2.3 

Duquesne  Light  Holdings  DQE 

246.0 

-11 

682.1 

-14 

30.2 

-1 

79.0 

62 

12.3 

11.1 

11.6 

21 

0.7 

Entergy  ETR 

2700.1 

9 

7091.8 

10 

371.7 

1 

841.2 

55 

13.8 

14.9 

10.6 

14 

3.9 

Exelon  EXC 

4441.0 

2 

12236.0 

9 

-102.0 

NM 

519.0 

-59 

NM 

12.6 

11.0 

23 

2.8 

FirstEnergy  FE 

3443.4 

0 

9540.3 

4 

160.7 

-46 

308.1 

-54 

4.7 

8.7 

3.4 

36 

0.9 

FPL  Group  FPL 

2974.0 

26 

7605.0 

22 

339.0 

120 

760.0 

32 

11.4 

6.5 

13.2 

13 

4.9 

Great  Plains  Energy  GXP 

661.3 

16 

1629.2 

19 

83.8 

20 

157.9 

51 

12.7 

12.3 

19.4 

12 

2.6 

Hawaiian  Electric  Industries  HE 

453.7 

5 

1327.1 

9 

31.0 

-9 

82.1 

-12 

6.8 

7.9 

10.1 

16 

2.8 

Northeast  Utilities  NU 

2054.3 
805.2 

45 

5200.3 

35 

45.4 

-9 

135.2 

35 

2.2 

3.5 

8.3 

13 

1.4 

NSTAR  NST 

8 

2216.6 

9 

67.4 

-9 

149.9 

31 

8.4 

9.9 

14.8 

13 

3.7( 

Pepco  Holdings  POM 

2120.0 

946.6 

29 
9 

5747.1 

112 

157.3 

•  37 
9 

169.6 

-8 

7.4 

7.0 

6.4 

16 

1.1! 

Pinnacle  West  Capital  PNW 

2308.0 

17 

109.5 

184.6 

-17 

11.6 

11.6 

6.2 

20 

1.8 

PPL  PPL 

1456.0 

-2 

4281.0 

3 

173.0 

25 

492.0 

67 

11.9 

9.2 

19.5 

12 

3.4( 

Progress  Energy  PGN 

2440.8 

6 

6569.5 

8 

337.7 

115 

684.8 

70 

13.8 

6.8 

11.5 

12 

3.5! 

Puget  Energy  PSD 

515.6 

12 

1749.4 

1 

11.0 

29 

78.2 

18 

2.1 

1.9 

7.9 

17 

1.3; 

Southern  SO 

3337.0 

3 

8749.0 

8 

619.0 

4 

1349.0 

17 

18.6 

18.3 

16.4 

14 

2.01 

Teco  Energy  TE 

940.7 

30 

2322.1 

16 

-19.2 

NM 

-146.6 

NM 

NM 

15.2 

-4.5 

NM 

-0.6! 
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WebSphere,  software 


ous 


IBM  WebSphere,  the  market  leader  in  portals,  gathers  information  from  multiple  sources  into  one  personalized 
view,  so  employees,  partners  and  customers  see  what  they  need,  when  they  need  it.  On  demand.  WebSphere 
is  open,  so  it  works  with  current  IT  investments.  Combined  with  Lotus  dynamic  interaction,  everything 
from  customer  loyalty  to  ROI  starts  looking  up.  For  a  portal  InfoKit,  visit  ibm.com/websphere/seeit/portals     ■ 
(®  business  on  demand  software 


2S!*«£^^  B-ness  »*■««.  Corporation  in  ft. 


Application  Integration.  Middleware  Markets"  (5/03)  G  2003  Gartner,  Inc.  C  2003  IBM  Corporation.  All  rights  reserved. 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


Texas  Genco  Holdings  TGN 
UIL  Holdings  UIL 
Unisource  Energy  UNS 
Wisconsin  Energy  WEC 
WPS  Resources  WPS 
Xcel  Energy  XEL 

(B)  GAS  UTILITIES 
INDUSTRY  COMPOSITE 
Kinder  Morgan  KMI  t 

New  Jersey  Resources  NJR  (3» 

NiSource 

Southern  Union  SUG  6 

(C)  MULTI-UTILITIES  &  UNREGULATED  POWER 

INDUSTRY  COMPOSITE 

AES  AES 

Avista  AVA 

Constellation  Energy  Group  CEG 

Duke  Energy  DUK 

Dynegy  DYN 

Energy  East  EAS 

MDU  Resources  Group  MDU 

National  Fuel  Gas  NFG  « 

Questar  STR 

Scana  SCG 

Vectren  VVC 


SALES 

3RD 

QUARTER 

2003 

SMIL 

657.4 
292.1 
302.8 
878.0 
1012.3 
2057.7 

1729.8 
247.0 
353.1 
898.3 
231.4 


CHANGE 
FROM 
2002 


25 
-9 
17 
1 
168 
-17 

2 
10 

-24 
-1 

132 


CHANGE 
9  MONTHS  FROM 

2003  2002 

SMIL  % 


1594.5 
817.9 
•  688.4 
3022.0 
3277.4 
5975.3 

8231.4 
817.7 

1875.6 

4564.0 

974.1 


26 

-5 

5 

11 

196 

-15 

28 
12 
31 
27 
45 


PROFITS 

3RD 

QUARTER 

2003 

SMIL. 

82.4 
17.0 
26.7 
31.0 
34.8 
287.5 

112.9 
95.6 
-3.6 
24.6 
-3.7 


CHANGE 
FROM 
2002 


NM 
-22 

17 
-40 

11 
NM 

21 
19 

NM. 
-2 
NM 


MARGINS 

CHANGE  3RD  3RD 

9  MONTHS         FROM         QUARTER      QUARTER 
2003  2002  2003  2002 

SMIL  %  % 


104.8 

26.5 

17.1 

172.0 
68.9 

123.9 

662.1 
300.9 

42.1 
288.5 

30.6 


NM 
-35 
-40 
85 
-16 
NM 


12.5 
5.8 
8.8 
3.5 
3.4 

14.0 


18  6.5 

25  38.7 

13  NM 

7  2.7 

109  NM 


0.6 
6.8 
8.8 
6.0 
8.3 
NM 

5.5 
35.7 
NM 
2.8 
NM 


RETURN  ON 

COMMON 

EQUITY  PRICE-  MON1 

12  MONTHS  EARNINGS  EAR» 

ENDING  RATIO  I " 

9-30  10-30  SH; 


2.1 
6.3 
4.5 
10.9 
11.6 
8.2 

11.0 

14.2 

15.0 

9.8 

5.3 


39 
18 
31 

16 
15 

NM 

15 
18 
16 
12 
23 


0.7i 

l)  I 
2  I 
2.9| 

-0.2 

1.91 
2.9| 
2.3J 
1.61 


15294.5 
2322.0 

31 
22 

47413.2 
6328.0 

38 

11 

547.3 
46.0 

NM 
NM 
408 

2037.3 
247.0 

155 

NM 

3.6 
2.0 

NM 
NM 

-0.1 

NM 

NM 
NM 

0.0^ 
-4.01 

224.4 

12 
105 
39 

754.7 

1 

4.4 

35.5 

18 

2.0 

0.4 

6.1 

19 

0.9; 

2604.4 

7205.5 
17112.0 

115 

196.2 

27 

366.6 

-22 

7.5 

12.1 

10.8 

14 

2.5* 

5539.0 

57 

49.0 
4.0 

-79 

698.0 

-36 

NM 

0.9 
0.3 

5.8 

5.0 

20 

0:8J 

1385.0 

7 

4327.0 

6 

NM 

-187.0 

NM 

-10.0 

NA 

N- 

903.1 

-4 

3613.5 

35 

2.1 

-92 

165.3 

21 

0.2 

2.7 

8.5 

15 

1.4( 

716.1 

17 

1732.1 

17 

65.5 

22 

136.7 

33 

9.1 

8.8 

12.8 

9 

2.4! 

297.2 

21 

1555.8 
1014.0 

45 
24 

58.1 

NM 

140.9 

67 

19.6 

2.0 

16.5 

10 

2.3 

273.5 

43 

28.7 

23 

119.2 

16 

10.5 

12.3 

15.8 

14 

2.2* 

751.0 

8 

2546.0 
1224.7 

18 
-7 

86.0 

8 

248.0 

377 

11.5 

11.5 

12.3 

13 

2.9 

278.8 

-8 

7.3 

-46 

67.1 

-6 

2.6 

4.5 

12.1 

15 

1.55 

Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&P6 

Abbott  Laboratories  15b 

Abercrombie  &  Fitch  5d 

ABM  Industries  17 

Accenture  19b 

ACE  12 

Acuity  Brands  16d 

Acxiom  19b 

Adobe  Systems  19c 

Advance  Auto  Parts  5d 

Advanced  Micro  20 

AdvancePCS  14b 

ADV04 

AES  24c 

Aetna  14b 

Affiliated  Computer  Svcs.  19b 

AFLAC  12 

AGCO  16f 

Agere  Systems  20 

Agilent  Technologies  21c 

Agilysys  21c 

Air  Products  &  Chemicals  22a 

Airgas  22a 

AirTran  Holdings  18b 

AK  Steel  Holding  22d 

Alaska  Air  Group  18b 

Albemarle  22a 

Alberto-Culver  8b 

Albertson's  6 

Alcoa  22d 

Alexander  &  Baldwin  18c 

Allegheny  Tech.  22d 

Allergan  15b 

Allete  16e 

Alliance  Data  Sys.  19b 

Alliant  Energy  24a 

Alliant  Techsystems  16a 

Allied  Waste  Inds.  17 

Allstate  12 

Alltel  23a 

Alpharma  15b 

Altria  Group  7c 

Amazon.com  5b 

Ambac  Financial  12 

Amerada  Hess  9b 

Ameren  24a 

America  West  Holdings  18b 


American  Axle  &  Mfg.  la 
American  Eagle  Outfitters  5d 
American  Electric  24a 
American  Express  lib 
American  Financial  Group  12 
American  Greetings  2a 
American  Intl.  Group  12 
American  Mgmt.  Systems  19b 
American  National  12 
American  Standard  16b 
AmeriCredit  lib 
Amerigroup  14b 
Ametek  16d 
Amgen  15a 
Amkor  Technology  20 
Amphenol  21c 
AMR  18b 

AmSouth  Bancorporation  10a 
Anadarko  Petroleum  9b 
Analog  Devices  20 
Andersons  5a 
Anheuser-Busch  7a 
Anixter  International  21c 
AnnTaylor  Stores  5d 
Anteon  Intl.  19b 
Anthem  14b 
Apache  9b 
Apollo  Group  17 
Apple  Computer  21b 
Applied  Biosystems  14a 
Applied  Industrial  Tech.  16g 
Applied  Materials  20 
Apria  Healthcare  Group  14b 
AptarGroup22c 
Arch  Chemicals  22a 
Arch  Coal  22d 
Archer  Daniels  7b 
Arctic  Cat  2b 
Argosy  Gaming  3 
Arkansas  Best 18d 
Arrow  Electronics  21c 
Asbury  Automotive  5d 
Ashland  9b 

Associated  Banc-Corp  10a 
Astoria  Financial  10b 
AT&T  23a 

AT&T  Wireless  23b 
ATA  Holdings  18b 


Atmel  20 
Audiovox  21a 
Autoliv  la 

Automatic  Data  19b 
AutoNation  5d 
AutoZone  5d 
Avaya  21a 
Avery  Dennison  17 
Aviatl  16a 
Avista  24c 
Avnet  21c 
Avon  Products  8b 
AVX21c 


Baker  Hughes  9a 

Ball  22c 

Bally  Total  Fitness  3 

Bank  of  America  10a 

Bank  of  New  York  11a 

Bank  One  10a 

Banknorth  Group  10a 

Banta  17 

Bard  (C.R.)  14a 

Barnes  &  Noble  5d 

Bausch  &  Lomb  14a 

Baxter  International  14a 

BB&T  10a 

BEA  Systems  19c 

Bear  Stearns  11a 

Bed  Bath  &  Beyond  5d 

Bell  Microproducts  21c 

BellSouth  23a 

Belo4 

Bemis22c 

Benchmark  Electronics  21c 

Berkley  (WR.)  12 

Best  Buy  5d 

Big  Lots  5c 

Biogen  15a 

Biomet  14a 

Bisys  Group  19b 

BJ's  Wholesale  Club  6 

Black  &  Decker  2a 

Block  (H&R)  17 

Blockbuster  5d 

Blyth  2a 

BMC  Software  19c 


Bob  Evans  Farms  3 
Boeing  16a 
Boise  Cascade  22e 
Borders  Group  5d 
BorgWarner  la 
Boston  Properties  13 
Boston  Scientific  14a 
Boyd  Gaming  3 
Briggs  &  Stratton  16f 
Brinker  International  3 
Brink's  17 

Bristol-Myers  Squibb  15b 
Broadcom  20 
Brown  Shoe  2c 
Brown-Forman  7a 
Brunswick  2b 
Building  Materials  5d 
Bunge7b 

Burlington  Coat  Factory  5d 
Burlington  Northern  Santa  Fe  18d 
Burlington  Resources  9b 


Cabot  22a 

CACI  International  19b 

Cadence  Design  Systems  19c 

Campbell  Soup  7b 

Capital  One  Financial  lib 

Caraustar  Industries  22c 

Cardinal  Health  14b 

Career  Education  17 

Caremark  Rx  14b 

Carlisle  16e 

CarMax  5d 

Carnival  3 

Casey's  General  Stores  6 

Caterpillar  16f 

CBRLGroup3 

CDI17 

CDW21c 

CellStar21c 

Cendant  17 

CenterPoint  Energy  24a 

Centex  2a 

Century  Tel  23a 

Ceridianl9b 

Certegy  19b 
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TtvofrStorage  Management  helps  optimize  your  storage  systems.  Underutilized  space  is  automatically 
identified.  Nonessential  data  is  easily  eliminated.  It's  an  integral,  affordable  complement  to  server 
consolidation,  and  it's  compatible  with  most  current  storage  systems.  For  more  on  this  award-winning 
software  and  to  download  Tivoli  Storage  Resource  Manager  trial  code,  visit  ibm.com/tivoli/seeit/tsrm 
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YOI  KANGAE,  YOI  SHINA!  that's  Toyota-speak 
for  "Good  thinking  means  good  products."  The 
slogan  is  emblazoned  on  a  giant  banner  hang- 
ing across  the  company's  Takaoka  assembly 
plant,  an  hour  outside  the  city  of  Nagoya.  Plen- 
ty of  good  thinking  has  gone  into  the  high-tech 
ballet  that' s  performed  here  17  hours  a  day.  Six 
separate  car  models— from  the  Corolla  compact 
to  the  new  youth-oriented  Scion  xB— glide  along  on  a  single  pro- 
duction line  in  any  of  a  half-dozen  colors.  Overhead,  car  doors 
flow  by  on  a  conveyor  belt  that  descends  to  floor  level  and  drops 


GLOBAL 
PUSH 

Toyota's  on  the 
offensive  around 
the  globe.  Here's  a  look 
at  its  worldwide 
operations: 


off  the  right  door  in  the  correct  c 
for    each   vehicle.    This    efficii 
means  Takaoka  workers  can  bui  | 
car  in  just  20  hours 

The  combination  of  speed  and 
ibility  is  world  class.  More  imporl 
a  similar  dance  is  happening  a 
Toyota  plants  worldwide,  with  si  Tovnta 
able  to  make  as  many  as  eight  di  ds  to 
ent  models  on  the  same  line.  Th  sum 
leading  to  a  monster  increase  in  fael 
ductivity  and  market  respons  fttscii 
ness— all  part  of  the  company's  ob  \ma 
sion  with  what  President  Fujio 
calls  "the  criticality  of  speed." 

Remember  when  Japan  was  gc 
to  take  over  the  world?  Corpo 
America  was  apoplectic  at  the  i 
that  every  Japanese  company  mi 
be  as  obsessive,  productive, 
well-managed  as  Toyota  Motor  G 
We  know  what  happened  next:  ( 
KB  a  |  of  the  longest  crashes  in  busir 

history  revealed  most  of  Japan  In< 
be  debt-addicted,  inefficient,  and  clueless.  Today,  13  years  a  it 
the  Nikkei  peaked,  Japan  is  still  struggling  to  avoid  perman  p 
decline.  World  domination?  Hardly. 

Except  in  one  corner.  In  autos,  the  Japanese  rule.  Andj)) 
Japan,  one  company— Toyota— combines  the  size,  finan  [5 
clout,  and  manufacturing  excellence  needed  to  dominate 
global  car  industry  in  a  way  no  company  ever  has.  Sure,  ToyithePri 
with  $146  billion  in  sales,  may  not  be  tops  in  every  category.  <  to  be  a 
is  bigger— for  now.  Nissan  Motor  Co.  makes  slightly  more  pi  fcr  ar 
it  per  vehicle  in  North  America,  and  its  U.S.  plants  are  more  Dthe  s 
ficient.  Both  Nissan  and  Honda  have  flexible  assembly  lines,  1  $m 
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sales:  1.94  million 

Toyota's  products  keep 
gaining  on  the  Big  Three's 
models,  while  Lexus  is  a 
luxury  leader.  Toyota 
employs  35,000  people 
and  runs  10  factories  in  the 
region,  and  has  11.2%  of 
the  U.S.  market. 


SALES:  97,000 

Builds  cars  in  Argentina, 
Brazil,  Colombia,  and 
Venezuela.  Regionwide 
revenues  fell  10%  last  year 
because  of  economic 
troubles  in  Argentina,  but 
sales  in  Brazil  grew  after 
the  launch  of  a  new  Corolla. 


oocm,;. 


SALES:  756,1 

Has  a  4.4%  market 
share,  led  by  the  Ya 
compact  and  a  new  | 
Avensiswithacleaiji 
diesel  engine.  Plan;  | 
boost  production  in 
Britain  and  France 
though,  is  strugglin , 
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jn  10  car  company  is  as  strong 
yota  in  so  many  areas. 

course,  the  carmaker  lias 
/s  moved  steadily  forward: 
vecutives  created  the  doc- 
ot'kaizen,  or  continuous  im- 
•ment.  "They  find  a  hole, 
:hey  plug  it,"  says  auto-in- 
y  consultant  Maryann  Kel- 
They  methodically  study 
lems,  and  they  solve  them." 
n  the  past  few  years,  Toyota 
ccelerated  these  gains,  rais- 
he  bar  for  the  entire  indus- 
!onsider: 

Toyota  is  closing  in  on 
sler  to  become  the  third- 


WAY  AHEAD  OF  THE  PACK 


or 


MARKET 
CAP* 

OPERATING               HOURS  PER 
PROFIT*                    VEHICLE" 

DEFECTS'" 

Toyota 

$110 

$12.7         21.83 

196 

Nissan 

54 

75         16.83 

258 

Honda 

40 

6  J         22.27 

215 

DaimlerChrysler   38 

5.7         28.04{ 

311 

GM 

24 

3.8         24.44 

264 

Ford 

22 

3.6         26.14 

287 

"Billions  •*  Average  assembly  time  (North  America)  "'Problems  per  100  vehicles  on  year  2000  models 
t  Chrysler  only  Data:  Bloomberg  Financial  Markets.  Harbour  &  Associates.  J.D.  Power  &  Associates.Toyo 
Keizai.  Dresdner  Kleinwort.  Bumham  Securities   Research  assistance  by  Susan  Zegel 

Si  carmaker  in  the  U.S.  Its  U.S.  share,  rising  steadily,  is 
above  11%. 

At  its  current  rate  of  expansion,  Toyota  could  pass  Ford  Mo- 
o.  in  mid-decade  as  die  world's  No.  2  auto  maker.  The  No.  1 
-still  occupied  by  General  Motors  Corp.,  with  15%  of  the 
il  market— would  be  the  next  target.  President  Cho's  goal  is 
of  global  sales  by  2010,  up  from  10%  today.  "They  dominate 
•ever  they  go,"  says  Nobuhiko  Kawamoto,  former  president 
Dnda  Motor  Co.  "They  try  to  take  over  everything." 
Toyota  has  broken  the  Japanese  curse  of  running  compa- 
simply  for  sales  gains,  not  profit.  Its  operating  margin  of 
iius  (vs.  2%  in  1993)  now  dwarfs  those  of  Detroit's  Big 
e.  Even  with  the  impact  of  the  strong  yen,  estimated  2003 
ts  of  $7.2  billion  will  be  double  1999's  level.  On  Nov.  5,  the 
Dany  reported  profits  of  $4.8  billion  on  sales  of  $75  billion 
le  six  months  ended  Sept.  30.  Results  like  that  have  given 
ta  a  market  capitalization  of  $110  billion— more  than  that 
vl,  Ford,  and  DaimlerChrysler  combined. 
The  company  has  not  only  rounded  out  its  product  line  in 
J.S.,  with  sport-utility  vehicles,  trucks,  and  a  hit  minivan, 
t  also  has  seized  the  psychological  advantage  in  the  market 
the  Prius,  an  eco-friendly  gasoline-electric  car.  "This  is  go- 
:o  be  a  real  paradigm  shift  for  the  industry,"  says  board 
lber  and  top  engineer  Hiroyuki  Watanabe.  In  October, 
l  the  second-generation  Prius  reached  U.  S.  showrooms, 
:rs  got  10,000  orders  before  the  car  was  even  available. 


■  Toyota  lias  launched  a 

joint  program  with  its  suppliers 

to  radically  cut  the  number  of 
steps  needed  to  make  cars  and 
car  parts.  In  the  past  year 
alone,  the  company  chopped 
$2.6  billion  out  of  its  $113  bil- 
lion in  manufacturing  costs 
without  any  plant  closures  or 
layoffs.  Toyota  expects  to  cut  an 
additional  $2  billion  out  of  its 
cost  base  this  year. 

■  Toyota  is  putting  the  fin- 
ishing touches  on  a  plan  to  cre- 
ate an  integrated,  flexible,  glob- 
al manufacturing  system.  In 
this  new  network,  plants  from 

Indonesia  to  Argentina  will  be  designed  both  to  customize  cars 
for  local  markets  and  to  shift  production  to  quickly  satisfy  any 
surges  in  demand  from  markets  worldwide.  By  tapping,  say,  its 
South  African  plant  to  meet  a  need  in  Europe,  Toyota  can  save  it- 
self the  $1  billion  normally  needed  to  build  a  new  factory. 

If  Cho  gets  this  transformation  right,  he'll  end  up  with  an  au- 
tomotive machine  that  makes  the  Americans  and  Germans 
quake.  Cost-cutting  and  process  redesign  will  chop  out  billions 
in  expenses.  That  will  keep  margins  strong  and  free  up  cash  to 
develop  new  models  and  technologies  such  as  the  Prius,  to  in- 
vest in  global  manufacturing,  and  to  invade  markets  such  as 
Europe  and  China.  New  models  and  new  plants  will  build 
share,  which  will  build  more  clout.  And  if  there's  a  hiccup- 
well,  there's  a  cash-and-securities  hoard  of  $30  billion.  "This  is 
a  company  that  does  not  fear  failure,"  says  Cho. 


Roadblocks? 


ba 


CAN  ANYTHING  STOP  TOYOTA?  There  are  some  potential  road- 
blocks. Toyota  doesn't  always  get  it  right:  Its  early  attempts  at  the 
youth  market,  minivans,  and  big  pickup  trucks  all  disappointed. 
It  remains  dependent  on  the  U.S.  business  for  some  70%  of  earn- 
ings. Its  Lexus  luxury  sedans  are  losing  ground  to  BMW,  though 
Lexus'  strong  SUV  sales  are  keeping  the  division  in  the  game.  The 
average  Toyota  owner  is  about  46,  a  number  the  company  must 
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iai  frica.  Last  year, 
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SALES:  268,000 

Builds  cars  in  Bangla- 
desh, India,  Pakistan, 
and  Turkey.  The  durable 
Qualis  SUV  is  a  big  hit 
in  India,  and  Toyota 
plans  to  start  building   . 
transmissions  there  in 
mid-2004. 


SALES:  58,000 

Playing  catch-up  with 
rivals  Volkswagen  and 
GM.lnApril.it  agreed 
with  FAW  to  make  the 
Land  Cruiser,  Corolla, 
and  Crown.  Share  today 
is  about  1.5%,  but  Toyota 
wants  10%  by  2010. 


Southeast  Asia 

SALES:  455,000 

Assembles  cars  in  seven 
countries  and  is 
expanding  its  factories 
in  Thailand  and 
Indonesia.  Plans  to  export 
trucks,  engines,  and 
components  from  the 
region  to  80  countries. 


Japan 


sales:  1.68  million 

Has  maintained  40%- 
plus  market  share  for  five 
years  running.  New 
models  this  year  include 
the  Sienta  compact 
minivan,  the  sportier 
Wish  minivan,  and  a 
revamped  Harrier  SUV. 
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A  SAN  ANTONIO 
PUNT  WILL  HELP 
TOYOTA  TAKE  ON 
DETROIT  IN  PICKUPS 


iv  T 


NINE-YEAR 
TOYOTA  VETERAN 
ASHLEY 


lower  or  risk  going  the  way  of  Buick.  And  most  of  Toyota's  big 
sellers  aren't  exactly  head-turners. 

Meanwhile,  Toyota's  rivals  are  hardly  sitting  still.  GM  is  fin- 
ishing up  a  $4.3  billion  revamp  of  Cadillac,  and  a  revival  is  in 
the  works:  Overall  GM  quality  is  on  an  upswing  too.  "Toyota  is 
a  good  competitor,  but  they're  not  unbeatable,"  says  GM  Chair- 
man G.  Richard  Wagoner  Jr.  Over  at  Nissan,  CEO  Carlos  Ghosn 
doubts  Toyota's  big  bet  on  hybrids  will  pay  off.  "There  will  be 
no  revolution,"  he  predicts.  And  Detroit's  Big  Three  are  praying 
that  a  strong  yen  will  batter  Toyota.  If  the  yen  sticks  at  110  to  the 
dollar  over  the  next  12  months,  Toyota  could  see  its  pretax  prof- 
its shrink  by  $900  million. 

A  strengthening  yen  might  have  hammered  Toyota  in  the 
1980s,  and  it  will  certainly  have  an  impact  next  year.  But  today, 
three  decades  after  starting  its  global  push,  Toyota  can't  be  ac- 
cused of  needing  a  cheap  yen  to  subsidize  exports.  Since  start- 
ing U.S.  production  in  1986,  Toyota  has  invested  nearly  $14  bil- 
lion there.  What's  more,  many  of  its  costs  are  now  set  in  dollars: 
Last  year,  Toyota's  purchases  of  parts  and  materials  from  500 
North  American  suppliers  came  to  $19  billion— more  than  the 
annual  sales  of  Cisco  Systems  Inc.  or  Oracle  Corp.  The  U.S.  in- 
vestment is  an  enormous  natural  hedge  against  the  yen.  "About 
60%  of  what  we  sold  here,  we  built  here,"  Toyota  Chairman  Hi- 
roshi  Okuda  said  in  a  Sept.  10  speech  in  Washington. 

Better  for  Toyota,  those  cars  are  also  among  the  industry's 
biggest  money-makers.  Take  SUVs:  Ten  years  ago,  Toyota  had 
a  puny  4%  share.  Today,  it  owns  nearly  12%  of  that  high-mar- 
gin segment  with  eight  models  ranging  from  the  $19,000 
RAV4  to  the  $65,000  Lexus  LX  470— and  makes  as  much  as 
$10,000  on  each  high-end  model  it  sells.  The  company  is 
steadily  robbing  Ford,  Chrysler,  and  GM  of  their  primacy  in  the 
cutthroat  U.S.  SUV  market  and  has  largely  sat  out  the  latest 
round  of  rebates :  Toyota's  average  incentive  per  car  this  fall  is 
just  $647,  compared  with  $3,812  at  GM  and  $3,665  at  Ford,  ac- 
cording to  market  watcher  Edmunds.com.  This  is  one  war  of 
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attrition  where  Detroit  is  clearly  outgun  jasta 

Toyota's  charge  into  SUVs  indicates  a 
willingness  to  play  tough  in  the  U.S.,  whi 
considers  vital  to  its  drive  for  a  global 
share.  "The  next  era  is  full-size  trucks 
luxury,  environmental,  and  youth  cars," 
diets  James  E.  Press,  chief  operating  offici  to 
Toyota  Motor  Sales  USA  Inc.  Toyota  is 
ready  intent  on  boosting  its  4.5%  ma 
share  in  pickups,  the  last  profit  refuge  of  p 
Big  Three.  Toyota  is  building  an  $800    Wo. 
lion  plant  in  San  Antonio,  Tex.,  that  wil  istas, 
low  it  to  more  than  double  its  Tundra  out  up 
to  some  250,000  trucks  a  year  by  2006,  ^  to 
rigs  powerful  and  roomy  enough  to  go  h 
to  head  with  Detroit' s  biggest  models 

Toyota  plans  to  extend  its  early  leac  I 
eco-cars  by  pushing  the  Prius  and  addir  id 
hybrid  Lexus  RX  330  SUV  next  summer. 
Lexus  will  get  as  much  as  35  miles  per 
Ion,  compared  with  roughly  21  mpg 
conventional  RX  330.  And  Toyota  is  vigorously  attacking 
youth  market  with  the  $14,500  Scion  xB  compact,  which 
prised  Toyota-bashers  with  its  angular,  rninimalist  design.  Si 
the  Scion's  U.S.  launch  in  California  in  June,  Toyota  has 
nearly  7,700  of  them,  30%  better  than  forecast.  Toyota  Vice-P 
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KAIZEN  IN  ACTION 


Toyota  stresses 
constant 
improvement, 
or  kaiz&L, 
in  everything 
it  does. 
Here's  how 
the  company 
revamped 
the  2004 
Sienna 
minivan  after 
the  previous 
generation  got 
disappointing 
reviews. 


■The  3.3-liter,  230  hp  engine  is 
bigger  and  more  powerful  than 
before,  but  it  gets  slightly  better 
gas  mileage. 


■  Nowhasfive-spee 
transmission  instead 
of  four. 


Data:  Toyota  Motor 


■  The  2004  is  n 
with  a  turning  di 
36.8feet-3.2fe 
than  the  previou 


HP. 


;:i 


fames  Farley  says  three  oul  offburbuy- 

the  brand  had  DO  intention  ofbuying  a 
,i  when  they  started  looking.  "That's  ex- 
vhy  we  started  the  Scion,"  lie  says 
B  Seion  is  evidenee  that  Toyota's  grow 
ish  cushion  gives  it  the  means  to  re 

its  lackluster  designs.  When  Cho  trav 
hrough  Germany  in  1994,  he  recalls 

asked:  Why  are  Toyota  cars  so  poorly 

?  Part  of  the  problem,  says  Cho,  is  that 
In  nany  Toyotas   were   designed   with 
ese  consumers  in  mind  and  then  ex 
d.  Some  worked;  some  flopped, 
ese  days,  design  teams  on  the  West 

of  the  U.S.,  in  southern  France,  and 
home  compete  for  projects.  That  has 
)ff"with  models  such  as  the  Yaris,  Toyota's  best-seller  in  Eu- 
where  the  company  now  has  a  4.4%  share,  compared  with 
lan  3%  a  decade  ago.  The  Yaris  was  designed  by  a  Greek, 
s  Kovos,  then  imported  successfully  to  Japan  because  of  its 
)pean"  look.  "Toyota  has  finally  recognized  that  buyers 

to  feel  like  they  have  some  level  of  style,"  says  Wesley 
ibfn,  a  consultant  with  auto  researcher  Iceology.  The  re 
ned  Solara  sports  coupe  is  getting  high  grades,  too:  A  V- 
eafl  line  flowing  up  from  the  grille  gives  it  a  more  muscular  sil 
il  te,  and  its  interior  is  20%  roomier  than  before. 
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FISCAL  YEAR  ENDING  IN  MARCH 

Data:  Toyota  Motor  Corp.,  Lehman  Brothers  Inc 


yotaMan 


'ING  TOYOTA  TO  THIS  NEW  LEVEL  of  global  vigor  is  Cho. 
[byota  Man  personified:  Self-effacing,  ever  smiling,  but  an 
.rive  whose  radar  seems  to  pick  up  every  problem  and  op- 
nity.  "Cho  understands  as  much  as  anyone  I've  ever  seen 


what's  actually  happening  on  the  factory 

floor,"  says  manufacturing  consultant 
Ronald  K.  Harbour,  whose  firm's  annual  re- 
port on  productivity  is  the  industry  bible. 

That  feel  for  the  factory  didn't  come  nat- 
urally. The  66-year-old  company  lifer  stud- 
ied law,  not  business,  at  the  prestigious  Uni- 
versity of  Tokyo  and  could  have  easily  ended 
up  as  a  faceless  bureaucrat  at  the  Ministry  of 
Finance.  But  Cho  learned  the  car  business— 
and  clearly  learned  it  well— at  the  knee  of 
Taichi  Ohno,  the  creator  of  the  legendary 
Toyota  Production  System,  a  series  of  in- 
house  precepts  on  efficient  manufacturing 
that  changed  the  industry.  Ohno,  a  brilliant 
but  notoriously  hot-headed  engineer,  lec- 
tured Cho  about  the  need  to  be  flexible  and  to  look  forward. 

That  advice  is  something  Cho  found  invaluable  when  he  was 
tapped  to  oversee  the  1988  launch  of  Toyota's  key  U.S.  plant  in 
Georgetown,  Ky.,  now  the  company's  biggest  U.S.  factory  and  the 
maker  of  the  Camry  sedan.  The  good-natured  and  unpretentious 
Cho  regularly  worked  the  plant  floor,  making  sure  to  shake  hands 
with  each  line  worker  at  Christmas  to  show  his  appreciation.  He 
spoke  at  Rotary  Club  meetings  and  stopped  to  make  small  talk 
with  the  folks  in  Georgetown. 

Given  Toyota's  booming  U.S.  sales  in  the  late  1990s,  few  in- 
side the  company  were  surprised  when  Cho  won  the  top  job. 
Yet  equally  few  had  any  clue  that  the  new  president  was  about 
to  unleash  so  many  powerful  changes.  Like  his  predecessor 
Okuda,  Cho  had  long  been  frustrated  by  Toyota's  glacial  deci- 
sion-making process  and  cultural  insularity.  Those  had  led  to 
missed  opportunities,  such  as  when  product  planners  at  head- 
quarters in  Japan  resisted  calls  from  their  U.S.  colleagues 
to  build  an  eight-cylinder  pickup  truck.  Cho  is  rectifying 
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■  At  $23,495, 
it's  $920  cheaper 
than  the  2003. 


■  Third-row 
seats  fold  flat 
into  the  floor. 
On  the  older 
model  they 
had  to  be 
removed  to 
maximize 
cargo  space. 


lew  model  is  longer 
Jer  than  the  2003, 
ore  headroom,  leg 
3nd  12%  more 
.pace. 

id*  Double 

■ 


Camry 

Bland?  Sure,  as  bland  as  the 
bread  and  butter  it  is  to  Toyota. 
This  reliable  family  sedan  has 
been  America's  top-selling  car 
in  five  of  the  past  six  years. 
$19,560-825,920 


Prius 

A  funky-looking  and  earth- 
friendly  gas-electric  hybrid  that 
gets  55  mpg— but  offers  the 
power  and  roominess  of  a  mid- 
size sedan. 

$20,510 


Scion  xB 

An  attempt  to  be  hip  and  edgy 
included  underground 
marketing  for  this  new  car  aimed 
at  young  people.  Sales  have 
been  double  Toyota's  forecasts. 

$14465 -$14,965 


Yaris 


The  snub-nosed  compact  is 

Toyota's  top-seller  in  Europe. 

Its  Euro-styling_has  made  it  a  hit 

in  Japan  too,  where  it's  known 

astheVitz. 

si  1,787-  $14,317 


Tundra 


This  full-size  pickup  has  built  a 
loyal  following  as  it  has  grown  in 
bulk  and  power.  A  Double  Cab 
model  due  in  November  will  up 
the  ante. 
$16,495 -$31,705* 


Lexus  RX  330 

The  first  Lexus  built  in  North 
America,  this  luxury  SUV  boasts 
a  smooth,  car-like  ride  and 
nimble  handling.  It  has  been 
Lexus'  U.S.  sales  leader. 
$35,700  -$37,500 
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DECIPHERING  TOYOTA-SPEAK 

A  handy  glossary  for  understanding  the  company's  vernacular 

Kaizen 

Continuous  improvement. 
Employees  are  given  cash 
rewards  for  ferreting  out 
glitches  in  production  and 
devising  solutions. 

PDCA 

Obeya 

Plan,  do,  check,  action.  Steps 
in  the  development  cycle 
aimed  at  quick  decision- 
making in  a  task  such  as 
designing  a  car. 

Literally,  "big  room."  Regular  face- 
to-face  brainstorming  sessions 
among  engineers,  designers, 
marketers,  and  suppliers  who 
develop  new  models. 

Pokayoke 

Mistake-proofing.  Use  of 
sensors  to  detect  missing 
parts  or  improper  assembly. 
Robots  alert  workers  to  errors 
by  flashing  lights. 

CCC21 

GBL 

Construction  of  Cost  Compet- 
itiveness for  the  21st  century.  A 
three-year  push  to  slash  costs  of 
170  components  that  account 
for  90%  of  parts  expenses. 

Global  Body  Line.  A  manufac- 
turing process  that  holds  auto 
frames  together  for  welding 
with  one  brace  instead  of  the 
50  braces  previously  required. 

that  deficiency  with  a  vengeance  with  the  San  Antonio  plant. 
Then  three  years  ago,  as  Ghosn— "le  cost  killer"— was  slash- 
ing billions  at  rival  Nissan  and  cutting  its  supplier  ranks  in  half, 
Cho  had  a  revelation:  If  Nissan  could  do  it,  Toyota  could  do  it 
better.  The  resulting  program,  called  Construction  of  Cost 
Competitiveness  for  the  21st  Century,  or  CCC21,  taps  into  the 
company's  strengths  across  the  board  to  build  cars  more  effi- 
ciently. If  s  also  turning  many  operations  inside  out. 

No  Detail  Too  Small 

TOYOTA  HAS  ALWAYS  VALUED  frugality.  It  still  turns  down  the 
heat  at  company-owned  employee  dormitories  during  working 
hours  and  labels  its  photocopy  machines  with  the  cost  per  copy 
to  discourage  overuse.  But  cost-cutting  was  often  a  piecemeal  af- 
fair. With  CCC21,  Cho  set  a  bold  target  of  slashing  prices  on  all 
key  components  for  new  models  by  30%,  which  meant  working 
with  suppliers  and  Toyota's  own  staff  to  ferret  out  excess.  "Pre- 
viously, we  tried  to  find  waste  here  and  there,"  says  Cho.  "But 
now  there  is  a  new  dimension  of  proposals  coming  in." 

In  implementing  CCC21,  no  detail  is  too  small.  For  instance, 
Toyota  designers  took  a  close  look  at  the  grip  handles  mounted 
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above  the  door  inside  most  car 
working  with  suppliers,  they  man 
to  cut  the  number  of  parts  in 
handles  to  five  from  34,  which  hi 
cut  procurement  costs  by  40% 
plus,  the  change  slashed  the 
needed  for  installation  by  75^ 
three  seconds.  "The  pressure  is  < 
cut  costs  at  every  stage,"  says  Tal 
Araki,  a  project  manager  at 
maker  Aisin  Seiki  Co. 

Just  as  Cho  believes  he  can  ge 
more  out  of  suppliers,  he  thinks 
ota  can  make  its  workers  vastly 
productive.  This  is  classic  kaizen 
these  days  it  has  gone  into  oven 
In  the  middle  of  the  Kentucky 
for  instance,  a  Kaizen  Team  of  pa 
larly  productive  employees  worl 
barracks-like  structure.  The  grcj 
sole  job  is  coming  up  with  wa 
save  time  and  money.  George 
employees,  for  instance,  recomm 
ed  removing  the  radiator  su 
base— the  lower  jaw  of  the  car— 
the  last  stage  of  assembly.  That 
workers  can  step  into  the  engine 
partment  to  install  parts  instea 
having  to  lean  over  the  front  end 
risk  straining  their  backs.  "We  us* 
have  to  duck  into  the  car  to  h 
something,"  explains  Darryl  As 
41,  a  soft-spoken  Kentucky  native 
joined  Toyota  nine  years  ago. 

In  Cambridge,  Ont.,  Cho  is  gi 
even  further:  He's  determinec 
show  the  world  that  Toyota  can  r 
its  own  highest  standards  of  e? 
lence  anywhere  in  its  system.  It 
once  company  doctrine  that  L^ji 
could  only  be  made  in  Japan, 
longer.  Production  of  the  RX  330  SUV  started  in  Cambridg 
Sept.  26.  If  the  Canadian  hands  can  deliver  the  same  qualit 
their  Japanese  counterparts,  Toyota  will  be  able  to  chop  s 
ping  costs  by  shifting  Lexus  production  to  the  market  where 
bulk  of  those  cars  are  sold. 

The  Japanese  bosses  put  the  Canadians  through  their  pa 
The  700  workers  on  the  RX  330  line  trained  for  12  weeks 
eluding  stints  in  Japan  for  200  of  them.  There,  the  Canad 
managed  to  beat  Japanese  teams  in  quality  assessment  c 
mock  Lexus  line.  Cambridge  has  taken  Toyota's  focus  on  pi 
yoke,  or  foolproofing  measures,  to  another  level.  The  plant 
introduced  "Circle  L"  stations  where  workers  must  double 
triple-check  parts  that  customers  have  complained  about— 
thing  from  glove  boxes  to  suspension  systems.  "We  know 
if  we  can  get  this  right,  we  may  get  to  build  other  Lexus  m 
els,"  says  Jason  Birt,  a  28-year-old  Lexus  line  worker. 

The  Cambridge  workers  are  aided  by  a  radical  piece  of  m 
ufacturing  technology  being  rolled  out  to  Toyota  plants  wo 
wide.  The  system,  called  the  Global  Body  Line,  holds  veh 
frames  in  place  while  they're  being  welded,  using  just  one  n 
ter  brace  instead  of  the  dozens  of  separate  braces  required 
standard  factory.  No  big  deal?  Perhaps,  but  the  system  is  hal 
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expensive  to  install.  Analysts  say  it  lets  Toyota  save  75%  of 
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WITH   558,183,741    PASSENGERS 
A  YEAR   RELYING  ON  AIRPORTS 

FOR  THEIR  SECURITY 
WHO  CAN  AIRPORTS  RELY  ON? 
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30  years  of  research  and  development  in  security  technology  like  biometric  identification,  we  are  ready  to  empower  the 

n's  airports  with  security  innovations  now  when  they  need  them  most.  Our  understanding  of  imaging  and  software  combined 

our  experience  designing  large-scale,  open  systems  like  IT  infrastructures,  network  communications  and  enterprise 

s|)utmg  provides  us  with  the  knowledge  and  resources  to  help  manage  this  complex  task  efficiently.  Which  is  good  news  for 

passengers  and  another  example  of  NEC  empowering  people  through  innovation,   www.necus.com   800-338-9549 
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cost  of  refitting  a  production  line  to  build  a  different  car,  and  if  s 
key  to  Toyota's  ability  to  make  multiple  models  on  a  single  line. 
Better  yet,  the  brace  increases  the  rigidity  of  the  car  early  in  pro- 
duction, which  boosts  the  accuracy  of  welds  and  makes  for  a 
more  stable  vehicle.  "The  end  results  are  improved  quality, 
shortened  welding  lines,  reduced  capital  investment,  and  less 
time  to  launch  new  vehicles,"  says  Atsushi  Niimi,  president  of 
Toyota  Motor  Manufacturing  North  America. 

Cho  and  his  managers  are  not  just  reengineering  how  Toyota 
makes  its  cars— they  want  to  revolutionize  how  it  creates  prod- 
ucts. With  the  rise  of  e-mail  and  teleconferencing,  teams  of  de- 
signers, engineers,  product  planners,  workers,  and  suppliers 
rarely  all  convened  in  the  same  place.  Under  Cho,  they're  again 


LUXURY  CARS 


required  to  work  face  to  face,  in  a  process  Toyota  calls  ob 
literally,  "big  room."  This  cuts  the  time  it  takes  to  get  a  car 
the  drawing  board  to  the  showroom.  It  took  only  19  mom 
develop  the  2003  Solara.  That's  better  than  22  months  fc 
latest  Sienna  minivan,  and  26  months  for  the  latest  Can 
well  below  the  industry  average  of  about  three  years. 

If  all  this  sounds  like  Toyota  is  riding  a  powerful  gr 
wave,  well,  it  is.  While  Cho  is  as  mild-mannered  and  mod 
they  come,  the  revolution  he  has  kicked  off  is  anything  bu 
yota  is  in  the  midst  of  a  transformative  makeover— and  i 
succeeds,  the  entire  global  auto  industry  is  in  for  one,  too 
-With  Kathleen  Kerwin  in  Detroit,  Christopher  Pa 
in  Los  Angeles,  and  Paul  Magnusson  in  Washii 


LEXUS:  STILL  LOOKING 
FOR  TRACTION  IN  EUROPE 


W 


hen  Dirk 
Lindemann 
was  looking 
for  a  new 
luxury 


sedan  last  summer,  he 
considered  Mercedes  and 
BMW  before  settling  on  a 
$40,000,  black  Audi  A4. 
Lexus,  though,  didn't  even 
enter  into  the  game.  "Lexus 
has  no  personality,"  says  the 
40-year-old  Berlin  advertising 
executive. 

That's  a  problem  for  Toyota 
Motor  Corp.  The  company's 
smooth-driving  Lexus  sedans 
sprinted  from  zero  to  luxury- 
market  leader  in  the  U.S. 
during  the  1990s,  overtaking  German  rivals 
Mercedes  and  BMW— as  well  as  Cadillac  and 
Lincoln— by  offering  better  quality  and  service 
at  a  lower  price.  But  Lexus  is  going  nowhere 
fast  in  Europe:  After  12  years  in  showrooms, 
last  year  it  registered  sales  of  just  21,156 
cars-down  11%  from  2001-compared  with 
more  than  234,000  in  the  U.S. 

Toyota  itself  is  fast  shedding  any  arriviste 
stigma  in  the  Old  World.  Since  it  began 
producing  cars  on  the  Continent  in  the  '90s, 
European  sales  are  up  nearly  60%,  to 
734,000.  Now  it  wants  to  crack  the  high-end 
with  a  renewed  push  for  Lexus.  The  goal  is  to 
triple  sales  of  the  six  Lexus  models  Toyota 
offers  there  by  2010,  to  at  least  65,000  cars. 
"The  potential  in  Europe  for  Lexus  is  every 
bit  as  great  as  in  the  U.S.,"  says  Stuart 
McCullough,  director  of  Lexus  Europe. 


To  make  Lexus  a  success,  though,  Toyota 
needs  to  establish  it  as  a  separate  brand. 
Until  now,  the  car  has  been  sold  in  Europe 
mainly  through  Toyota's  250  dealerships, 
along  with  the  far  less  lustrous  Yaris, 
Corolla,  and  Avensis  models.  So  Toyota  is 
trying  to  set  up  dealerships  that  offer  luxury- 
car  buyers  the  kind  of  white-glove  service 
they  demand.  "Lexus  has  to  establish  its 
own  heritage,  not  just  chase  BMW  and 
Mercedes,"  says  Tadashi  Arashima, 
president  and  chief  executive  of  Toyota 
Motor  Marketing  Europe. 

Will  image-conscious  Europeans  warm 
up  to  Lexus  if  the  cars  are  sold  in  tony 
showrooms?  In  Spain,  where  exclusive  Lexus 
dealerships  have  been  operating  since 
2000,  sales  are  up  9%  so  far  this  year, 
though  the  brand  sold  just  969  vehicles  in 


the  country.  "We've  been  able  1 
show  that  these  cars  can 
compete  with  the  big  German 
brands  in  quality  and  also  offe| 
a  lot  more  in  terms  of  price," 
says  Jorge  Merino,  head  of 
sales  at  Axel,  a  three-year-old 
Lexus  dealership  in  Madrid. 

One  big  selling  point  is 
Lexus'  six-year  warranty.  And 
the  carmaker  includes  three 
years  of  free  checkups, 
maintenance,  and  roadside 
assistance.  That  compares  wit 
a  standard  guarantee  of  two 
years  at  most  luxury  brands.  "I 
like  BMW  and  Mercedes,  but  I 
have  a  feeling  I  may  get  more 
for  my  money  with  Lexus,"  says 
Ignacio  Redondo,  a  legal  consultant  in 
Madrid  who  drives  a  Saab  900  but  is 
mulling  a  new  Lexus  for  the  first  time. 

Harder,  though,  will  be  conforming  to  the 
European  concept  of  luxury.  Americans  love 
comfort,  size,  and  dependability,  while 
Europeans  think  luxury  means  attention  to 
detail  and  brand  heritage.  "The  biggest 
selling  point  for  Lexus  is  that  it  doesn't  brea 
down,"  says  Philipp  Rosengarten,  analyst  at 
Global  Insight  Inc.'s  automotive  group. 
That's  not  enough  to  succeed  in  Europe. 
Instead,  Lexus  needs  to  create  a  desire  to 
own  the  car-and  even  with  plush 
dealerships  and  extended  warranties,  it  has 
kilometers  to  go  before  reaching  that  goal. 
-By  Gail  Edmondson  in  Frankfurt 
with  Paulo  Prada  in  Madri 
and  Karen  Nickel  Anhalt  in  Berli 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY: 

THE  AMERICAN  DREAM. 
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And  who  dreams  this  dream?  The  hardworking  and  trusted  American  homeowner. 
Through  strong,  disciplined  management  we  have  stayed  focused  on  the  homeowner  from  the 
beginning.  In  fact,  this  is  the  core  of  our  business.  We've  helped  put  more  than  50  million 
American  families  into  homes  of  their  own.  This  in  turn  has  given  us  16  years  o£ strong  financial 
performance.  We  expect  there  will  be  30  million  new  Americans  by  2010.  And  when  they 
dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we. 
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Finance  Governance 


Tossing  Out  the 
Rubber  Stamp 

Under  SEC  pressure,  mutual  funds  are 
making  waves  in  their  proxy  voting 


in 
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UTUAL-FUND 
moth  Van 

Group  Inc 
used  to  rubber- 
9   out   of  eve 
slates  of  directo 
up    for    electiol 
companies  in  which  it  held  stakes 
this  year  it  decided  there  was  no  sei   I 
supporting  directors  it  disagreed  wi 
it  ratified  only  29%  of  the  slates, 
holding  votes  from  at  least  one  nor 
in  an  eye-popping  71%  of  the  cases 
Thanks  to  new  Securities  &  Exch 
Commission   rules,  many  other 
families  may  soon  be  following 
guard's  lead.  Since  Aug.  6,  they  hav 
to  disclose  their  policies  for  voting 
ies;  most  are  posting  them  on  their 
sites.  In  one  case,  Davis  Selected  A  | 
ers  L.P.  posted  21  pages  detailing  h 
would  vote  on  75  different  issues 
starting  next  year,  funds  must  reves  bolder w 
actly  how  they  voted  in  the  prece  ipt 
proxy  season  by  Aug.  31  each  year. 
Vanguard  founder  John  C.  Bogle 
closure  is  the  first  step  in  bringing 
tual  funds  back  to  acting  like  respon 
corporate  citizens  and  behaving 
owners." 
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FAILING  AS  FIDUCIARIES 

A  BIG  REASON  for  the  SEC's  move: 
that  money  managers  are  failing  as  i  ti 
ciaries.  Instead  of  voting  in  the  best  ii  ianore 
ests  of  the  shareholders  they  repre;  brs 
they're  backing  company  managem  prl 
that  could  reward  them  with  new  b  I 
ness  such  as  handling  billions  of  40 
retirement  money,  the  SEC  believes,    itm 
The  trend  towards  more  activisn  egoin 
mutual  funds  promises  major  reper  fa  ti 
sions  for  company  boards.  Money  n  when 
agers  using  their  voting  power  more  net;] , 
gressively    would     add     clout     to  isJloi 
corporate-accountability  movement  Lfi 
has  been  led  by  labor-union  and  st  b. 
employee  pension  funds.  This  cc  fenm 
make  boards  more  receptive  to  sh;  that  j 
holder  proposals,  which  they  have  tr;  he  wa 
tionally  blown  off.  Ultimately,  execute  e 
may  find  it  harder  to  win  outlandish 
packages,  resist  calls  for  more  indepe 
ent  directors,  and  insulate  their  com  voted 


nies  from  takeovers.  "Institutions  are 
ally  taking  this  stuff  seriously,"  s 
Gregory  P.  Taxin,  chief  executive 
proxy  voting  consultant  Glass,  Lewi 
Co.  "The  outcome  will  be  more  vott 
against  management."  on 

Next  spring,  in  fact,  many  compan  nr 
might  avoid  even  calling  for  votes  on 
sues  they  may  not  win.  Already,  so 
companies  are  instead  starting  to  sue 
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Vote  of  No 
Confidence 

Vanguard  rejected  far 
more  directors  in 
company-backed  slates 
this  year: 


on       investors 

i!    (ilenn  Booraetn,  a 

.ml    principal    in 

•  of  proxy  voting, 
■"><1  hat  each  week  at 

me  company  asks 

im\  advance  exactly 

proposals  he  will 

before  they  print 

proxies.  "I  would 

)  look  at  results  in 

noi^and  say  we  voted 
)re  directors,  more 
irs,  and  more  com- 
tion  plans  because 
inies  got  the  mes- 
ne says. 

reholder  votes  against  manage- 
are  usually  non-binding,  but  they 
;  as  damaging  as  a  no-confidence 
)  a  political  leader.  And  an  SEC  pro- 
last  month  would  make  negative 
lolder  votes  even  more  of  a  problem 
inagement.  Under  the  rule,  a  large 
vote  against  a  company  director 
pave  the  way  for  shareholders  to 
late  their  own  directors  at  the  next 

4d  meeting.  Dissident  nominees 
:  get  equal  treatment  with  the  com- 
>  nominees  on  the  official  ballot. 
:hange  is  expected  to  be  approved 
end  of  the  year,  in  time  for  the  next 
| season, 
te  governments  also  are  pushing 

•  more  activist  voting  by  the  money 
gers  they  hire.  North  Carolina 
urer  Richard  Moore  is  drawing  up 


The  added  pressure 
for  greater  boardroom 
accountability  builds  on 

momentum   from    last 

spring.  During  the  2003 
proxy  season,  resolu- 
tions in  favor  of  expens- 
ing stock  options— usu- 
ally opposed  by 
management— obtained 
an  unprecedented  45% 
of  the  votes,  says  John  C. 
Wilcox,  vice-chairman 
of  proxy  solicitor 
Georgeson  Shareholder 
Communications.  Some 
150  proposals  made  by  shareholders— 
and  mostly  opposed  by  management- 
won  majority  votes.  That's  double  the 
number  of  two  years  earlier,  according  to 


the  Washington  based  Investor  RespOfl 
sibility  Research  Center. 

Of  course,  many  money  managers 
long  have  given  little  thought  to  how  they 
vote  their  proxies,  except  in  takeover  bat- 
tles—and that  won't  change  overnight. 
Companies  don't  disclose  how  their  indi- 
vidual directors  vote  at  board  meetings, 
so  it's  tough  for  the  managers  to  identify 
whom  to  target.  Some  fund  managers  are 
in  and  out  of  stocks  too  quickly  to  care. 
Others  argue  that  they  can  always  unload 
a  stock  if  corporate  officers  and  directors 
are  taking  advantage  of  shareholders. 
There's  no  doubt,  however,  that  more 
shareholders  and  their  money  managers 
are  rapidly  discovering  the  power  of  the 
ballot  box.  ■ 

-By  David  Henry 
in  New  York 


The  Virtually 
Cashless  Society 


The  use  of  debit  and  cash  cards  is  exploding  as 
borders  onho^TSe  laaMSStrf  companies  rush  into  new  markets  for  plastic 

is  it  owns  must  be  voted  on  cond- 
ition    and     governance     issues. 

e  going  to  arm  our  managers  with 
exility  to  say  'No'  to  corporate  prac- 

when  they  don't  want  to  upset  a 

less]  relationship"  with  a  compa- 

ys  Moore,  referring  to  the  potential 
I  lets  of  interest  on  401(k)s  and  other 
Mess. 

Vermont,  Treasurer  Jeb  Spaulding 

that  after  taking  office  early  this 

he  was  dismayed  when  he  checked 

5  how  his  money  managers  were 
h  %  shares  they  held  for  the  state  re- 

ent  systems.  Fidelity  Investments 

/oted  with  management  at  Intel 

against  a  shareholder  resolution 

}  g  the  company  to  count  the  cost  of 

options  as  an  expense,  he  says.  At 

ami'  time,  Delaware  Investments 
other  Vermont  shares  for  the  res- 
Mi.  "We've  come  to  realize  that  we 

not  been  paying  attention,"  says 

[ding.  Now  he,  too,  is  drafting  spe- 

u'oxy  voting  orders  for  Vermont's 

ie  managers. 


DWARD  L.  FARRELL  III  IS  A 
card-carrying  American. 
The  37-year-old  Montclair 
(N.J.)  resident  and  father  of 
two  maxes  out  merchant-re- 
ward programs  using  what- 
ever plastic  he  can.  A  bank 
auditor,  Farrell  uses  his  ShopRite  card  to 
earn  grocery  discounts  and  rewards  at 
Continental  Airlines  Inc.  He  reloads  his 
Starbucks  Corp.  cash  card  with  his  Chase 
Manhattan  Bank  debit  card— which 
deducts  the  expense  from  his  bank  ac- 
count—to accumulate  even  more  miles. 
His  one  conundrum:  how  to  keep  his  cof- 
fee intake  under  control  now  that  he  can 
waltz  into  any  Starbucks,  "swipe  and 
leave,"  he  says.  "I'm  trying  to  limit  it  to 
once  a  day." 

These  days,  just  about  any  expense  can 
be  paid  for  with  some  type  of  card.  Live  in 
a  $S,000-a-month  Luxury  rental  in  Man- 
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Debit-card 
purchases 
could 
top  $1.0 
trillion  in 
five  years 


hattan?  Charge  it  automatically  to  your 
credit  card  each  month.  Stepping  into  a 
McDonald's  for  a  Happy  Meal?  A  swipe  of 
your  debit  card  covers  the  $1.99  charge. 

Slackening  growth  and  fierce  competi- 
tion, especially  for  customers  who  carry 
big  balances,  have  banks  and  credit-card 
companies  scrambling  into  untapped 
markets  for  plastic.  Visa, 
MasterCard,  and  American 
Express  want  customers  to 
make  regular  payments- 
such  as  for  rent,  gym  mem- 
berships, utilities,  and  day- 
care center  fees— with  a 
card  instead  of  a  check. 
And  they  want  consumers 
to  pull  out  their  debit  cards 
instead  of  small  bills  at 
convenience  stores,  gas  sta- 
tions, and  theaters. 

All  eyes  are  on  the  debit 
card.  Even  though  there  are  twice  as 
many  credit  cards  as  debit  cards,  debit 
cards  will  generate  16.5  billion  transac- 
tions (excluding  ATM  withdrawals)  in 
2003,  a  22%  jump  over  last  year  and  the 
first  time  debit  will  outpace  credit  trans- 
actions. Credit  cards  will  grow  8%,  the 
first  year  of  single-digit  growth  in  two 
decades.  By  2007,  debit-card  purchases 
could  top  $1  trillion,  forecasts  TheNilson 
Report,  a  payments  industry  newsletter. 
And  the  amount  spent  on  debit  cards  will 
increase  130%,  vs.  49%  for  credit  cards. 
Indeed,  debit  use  is  growing  so  fast  at 
Visa,  where  it  accounts  for  more  than  half 
the  transactions,  vs.  7%  a  decade  ago,  that 
it  no  longer  calls  itself  a  credit-card  com- 
pany but  a  "payments  company." 

MERCHANTS'  CHOICE 

WHY  THE  FAST  growth  in  debit-card 
business?  Consumers  save  time,  feel 
more  secure  carrying  fewer  dollars,  and 
track  their  spending  better.  Lost  or  stolen 
cards  are  quickly  replaced  by  the  bank. 
Merchants  avoid  credit  risk  and  the  costs 

4ate  payments,  postage,  employee 
theft,  and  check-clearing  fees.  More  im- 
portant,- customers— who  are  costlier  to 
acquire  than  to  retain— are  more  loyal.  In 
some  markets,  cable  giant  Cox  Commu- 
nications Inc.  persuaded  up  to  20%  of  its 
6.3  million  subscribers  to  pay  with  plastic 
and  found  that  renewals  jumped.  "There 
was  no  need  for  any  other  incentive  pro- 
grams," says  Warren  Jones,  director  of 
competitive  strategy  and  customer  reten- 
tion at  Cox. 

The  stage  is  set  for  some  fierce  debit- 
card  competition  ahead.  This  summer, 
Visa  U.SA.  and  MasterCard  Internation- 
al settled  a  class  action  filed  by  a  group  of 
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national  merchants  led  by 
Wal-Mart  Stores  Inc.  over 
steep  transaction  fees.  As 
part  of  the  settlement,  lucra- 
tive  debit-transaction   fees 
have  been  cut  by  a  third  al- 
ready and  after  January  will 
be  subject  to  market  forces. 
So  the  race  is  on  to  find  new 
customers  and  markets  to 
generate  income. 
Fast  food  is  fertile  ground.  McDonald's 
is  piloting  swipe-and-pay  machines  in 
cities  such  as  Chicago  and  Dallas.  Pizza 
Hut  and  KFC  are  also  testing  the  system. 
In  all,  according  to  credit-card  executives, 
the  quick-service  food  market  is  valued  at 
a  lucrative  $130  billion  a  year  or  more. 
Says  Fred  P.  Gore,  MasterCard  senior 
vice-president:  "We're  pretty  much  talk- 
ing to  everyone  in  the  top  40  to  50  chains 
in  the  U.S." 

As  for  paying  regular 
household  bills,  plastic 
is  rapidly  moving  in  to 
replace  paper  checks. 
There's  no  mystery  why: 
The  market  for  recur- 
ring payments,  such  as 
rent  and  insurance,  to- 
tals $800  billion  a  year 
and  is  expected  to  reach 
$1.1  trillion  by  2005.  For 
the  first  time,  electronic 
payments  will  outnum- 
ber the  roughly  40  bil- 
lion checks  written  for 
such  expenses  this  year, 
says  the  Federal  Re- 
serve, which  forecasts  a 
9%  decline  in  checks  processed  next  year. 
Even  American  Express,  traditionally  fo- 
cused on  corporate  travel  and  entertain- 
ment outlays,  is  targeting  such  everyday 
expenses:  Last  year,  two-thirds  of  its 
charge  volume  was  generated  to  pay  den- 
tists, cable,  and  other  similar  services— a 
flip-flop  of  the  business  that  has  been  its 
standard  since  1958. 

Cash  cards  that  are  loaded  up  with 
electronic  dollars  by  banks  or  merchants 
are  also  flourishing.  Already,  some  6.2 
million  prepaid  cards  are  in  circulation, 


A  MOUNTAIN  OF  DEBIT 


Annual  debit  purchases  are 
expected  to  more  than  double 
over  five  years 

TRILLIONS  OF  DOLLARS 
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and  that  number  is  expected  to  gr 
nearly  40  million  by  2007,  sayl 
Pelorus  Group.  By  yearend,  the  pr 
market  will  hit  $71.5  billion,  accord: 
The  Nilson  Report,  up  31%  since  last 
By  2007,  Americans  will  be  wj 
around  with  $349  billion  worth  of 
cards  in  their  pockets.  That  could 
the  form  of  a  Bloomingdale's  or  To 
Us  cash  card,  instead  of  a  gift  certi: 
Employers  are  expected  to  hanc 
these  cash  cards  as  employee  bonus 
even  pay.  And  even  traditional  trav 
checks  have  seen  their  day:  In  Nove 
American  Express  launched  the  Ti 
Funds  Card,  which  acts  as  a  worl 
ATM  card,  but  with  a  preset  balancl 
aspire  to  the  success  of  Starbucks'  rej 
able  cash  cards:  20  million  cust 
have  signed  up  for  one  since  2001 
they  now  account  for  20%  of  the  S 
company's  sales. 

THE  FRAPPUCCINO  DIVIDEND 

CONVENIENCE  IS  NICE,  but  inst 
wards  are  a  new  lure  for  custo 
There's  no  quicker  way  to  earn  a 
ticket  to  Hawaii  than  to  collect  a  freq 
flier  mile  for  each  dollar  of  your  rent, 
is  accepted  at  1,000  rental  propertie; 
tionwide  and  American  Express  h 
cruited  landlords  in  San  Francisco, 
York,   and   Chicago.    In  July,   Re 
Rentals,    one     of 
nation's  largest  priv| 
owned       real       e 
companies,  agreed 
New  York  City  te: 
in  4,500  units  pu 
monthly  rent  on 
American  Exi 

cards.  Renters  e; 
kinds  of  goodies: 
flights,  golf  lesson 
Broadway  tickets.  L 
lords  are  sold,  too. 
David  Wine  of  Rel 
"Renewal  rates 
higher  and  collec 
more  efficient." 
In    the    brave 
world  of  plastic,  cash  cards,  credit  c 
and  debit  cards  are  beginning  to  r 
into  one.  For  instance,  the  Starbucks 
Duetto  Visa  issued  by  Bank  One  C(  x 
which  made  its  debut  in  October,  dou  I 
as  both  a  credit  and  a  prepaid  cash  c 
Cardholders  earn  a  penny  for  each  d(  I 
they  charge.  Those  pennies  add  up, 
can  be  redeemed  on  demand  for  a  cu  i 
Starbucks  coffee  or  other  merchanc  i'v 
Looks  like  with  cash,  you  can  finally  \t  [ 
home  without  it.  II 

-By  Mara  Der  Hovanesian  in  New  3 
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icause  sometimes  the  world  doesn't  move  as  fast  as  you  do) 


No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers' 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  866-REACHOUT  or  visit  attwireless.com 


same  phone,  sa, 


AT&TWireless 


(IOM.il     IOC 


'ireless  All  Rights  Reserved  Requires  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee.  one  or  two-year  agreement,  compatible  device 
ellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 
ration!.  CaNing  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 


coverage 
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Finance  Accountin. 


Bad  for  CFOs, 
Good  for  Investors 


A  new  FASB  rule  complicates  corporate 
accounting  but  demystifies  earnings 


IT  HAS  BEEN  A  TOUGH  YEAR  FOR 
Perot  Systems  Corp.  In  April,  the 
Piano  (Tex.)  tech-services  compa- 
ny said  it  was  taking  a  $29  million 
charge  and  lowering  its  2003 
earnings  targets.  The  reason:  The 
Financial  Accounting  Standards 
Board  had  a  new  rule  in  the  works  that 
would  rein  in  a  common  corporate  prac- 
tice of  booking  expected  revenue  from 
some  long-term  contracts  years  before  the 
bill  has  been  sent. 

Three  months  later,  the  company's  au- 
ditors, PricewaterhouseCoopers,  got  a 
look  at  the  rule's  final  wording,  and  it  was 
bad  news.  They  told  Perot  to  restate  its  re- 
sults for  the  first  and  second  quarters  and 
to  take  another  charge,  this  one  for  $14 
million.  The  timing— right  after  the  com- 
pany's second- quarter  earnings  presenta- 
tion—was terrible.  After  that,  its  shares 
went  nowhere  before  finally  picking  up 
this  month.  For  Chief  Financial  Officer 
Russell  Freeman,  the  rule  change  has 
been  a  "tremendous  headache." 

"HEALTHY  CHANGE" 

IN  FACT,  IN  INDUSTRIES  ranging  from 
media  to  telecom,  CFOs  are  reaching  for 
the  aspirin.  The  rule  will  make  earnings 
and  share  prices  more  volatile  for  busi- 
nesses that  depend  on  contracts  with 
more  than  one  type  of  revenue— such  as 
the  one-time  payments  that  Perot  collects 
when  it  finishes  building  a  corporate 
computer  system  and  the  continuing  fees 
it  gets  for  running  it.  In  these  cases,  com- 
panies can  no  longer  book  revenues  long 
before  they  arrive  in  order  to  offset  high 
up-front  costs  of  fulfilling  a  contract,  such 
as  hiring  workers  or  getting  equipment 
and  supplies. 

For  investors,  though,  there's  a  big 
upside.  That's  because  the  smoothing  of 
earnings  sometimes  obscured  real  losses 


when  things  didn't  pan  out  as  expected. 
Electronic  Data  Systems  Corp.,  for  in- 
stance, was  able  to  load  up  on  long-term 
computer  outsourcing  contracts  that 
kept  sales  and  earnings  growing.  As  a  re- 
sult, it  could  book  the  revenues  years  be- 
fore they  were  collected.  But  then  politi- 
cal infighting  and  technical  glitches 
delayed  the  already-booked  payments  on 
a  $9  billion  contract  with  the  U.S.  Navy, 
reducing  EDS'  cash  flow  by  $2  billion 
since  2001.  The  new  rule  forced  EDS  to 
restate  its  results  for  the  first  and  second 


One  Contract,  Three 
Revenue  Streams 

Companies  used  to  smooth  out  costs  and 
profits  from  long-term  contracts  that 
produce  different  types  of  revenue.  Now, 
they  must  account  for  them  as  they  occur. 


1! 


BUILD 

An  IT  services 
ifirm  constructs  a 
computer  system  for 
a  customer  but  isn't  paid 
until  after  it's  completed. 


2 


RUN 

The  IT  firm  then 
i  operates  the 
system  for  the  customer 
and  receives  periodic 
payments. 


3 

Wl 


SUPPORT 

The  customer  also 
'buys  training  and 
tech  support  from  the  IT 
firm,  which  gets  both  "one- 
off"  and  regular  payments. 


quarters,  take  a  $2.2  billion  chars 
the  third  quarter  on  Oct.  27,  and  w 
book  the  Navy  revenues  until  they  a 
EDS  declined  to  comment.  "This  r 
a  healthy  change,"  says  Rod  M.  I 
geois,  who  follows  the  IT  ser 
industry  for  research  boutique  Sai 
C.  Bernstein  &  Co.  "It  adds  a  lev 
accountability." 

Investors  hope  greater  transpai 
will  translate  into  greater  financial  ( 
pline.  With  companies  forced  to  ace 
for  big  contracts  more  conservat 
they  may  be  less  likely  to  lure  custo 
with  expensive  freebies  and  disco 
And  executives  may  slow  down 
growth,  knowing  that  taking  on 
many  costly  projects  all  at  once 
crimp  their  earnings— and  share  pr 

SIMPLER  CONTRACTS 

BUT  WITHOUT  ANY  revenue  smootl 
the  turbulence  that  many  companie 
perience  from  quarter  to  quarter  wil 
come  more  obvious.  For  example, 
Disney  Co.  used  to  take  some  of  the  ft 
collects  from  local  cable  systems  that 
ry  its  ESPN  station  and  book  them  du 
the  football  season.  That  way,  it 
match  the  fees  with  its  production  c 
as  they  arose.  No  longer.  In  July,  Di 
took  a  $71  million  charge  and  warne 
vestors  that  its  Media  Netw 
segment,  which  accounts 
more  than  40%  o^its  total 
enue,  would  see  "significantl 
duced  revenue  and  profitabi 
during  its  first  fiscal  quarter, 
ing  Dec.  31,  because  of  the 
counting  change.  The  revt 
and  profit  reduction  is  expecte 
be  reversed  in  the  next  two 
ters,  but  the  new  accounting  % 
investors  a  better  idea  of 
volatility  in  the  business. 

Even  the  smallest  compa 
can't  escape  the  rule's  im 
Align  Technology  Inc.,  a  S 
Clara  (Calif.)  maker  of  ortho 
tic  equipment,  had  to  over 
how  it  accounted  for  revel 
from  a  key  product,  requi 
"excruciating"     analysis, 
CFO  Eldon  M.  Bullington.  Ye 
rule  also  forced  Align  to  sim 
its    contracts    with    customl 
something  they  were  clamo 
for.  "It  solves  what  was  alwa 
loose  end,"  Bullington  says. 
just  like  a  trip  to  the  dentist, 
vestors'   gain   has  been  wc 
the  pain.  ■ 

-By  Andrew  Park  in  Di 
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If  you've  invested 

$25,000  or  more 

in  a  mutual  fund  and  paid  an 
upfront  sales  charge,  you  could  be 
entitled  to  a  breakpoint  refund. 

Mutual  funds  have  different  ways  of  charging  investors.  Some  funds  charge  an 
upfront  sales  fee  or  front-end  load.  Discounts  on  these  charges  are  regularly  offered 
for  larger  mutual  fund  investments  -  usually  starting  at  $50,000,  but  sometimes  as 
low  as  $25,000.  An  NASD  investigation  has  determined  that  many  investors  have 
not  received  the  discounts  owed  to  them. 

Are  you  one  of  these  investors?  Ask  yourself: 

/  Have  I  purchased  a  mutual  fund  with  a  front-end  sales  load? 

/  Have  I  purchased  additional  Tunds  in  the  same  fund  family? 

/  Have  close  family  member:  purchased  shares  of  this  fund  or  fund  family? 

/  Is  the  total  of  my  purchases  and  my  family's  purchases  together  greater  than  $25,000? 

If  a  discount  owed  to  you  was  never  paid,  NASD  requires  your  brokerage  firm 
to  refund  the  money.  Contact  your  financial  advisor  if  you  think  you  may  be 
entitled  to  a  breakpoint  refund.  Or  visit  nasd.com  for  more  information. 


NASD's  mission  is  clear:  To  protect  investors  and  bring 
integrity  to  the  markets.  We're  the  world's  leading  private- 
sector  provider  of  financial  regulatory  services,  and  every 
securities  firm  doing  business  with  the  American  public  is 
a  member  of  NASD.  We  believe  that  investor  education  is 
often  the  best  investor  protection.  For  more  information 
about  investing  and  the  marketplace,  you  can  read  our 
Investor  Alerts  online  at  nasd.com. 


i 2003  NASD 


Investor  protection.  Market 
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Organizing  your 

network  shouldn't 

leave  you  wired. 


Government  Pol  itics 


That's  why  you 
need  P-touch® 
Electronic  Labeling 
Systems 

Thanks  to  their  ability  to  create  laminated  adhesive 
labels  in  dozens  of  sizes,  styles,  and  colors,  P-touch" 
Electronic  Labeling  Systems  are  ideal  for  adding 
order  to  disorganized  cables,  wires,  and  servers. 

And  with  a  full  range  of  models  to  choose  from 
including  handheld,  desktop,  and  PC/Mac 
compatible  labelers,  you're  bound  to  find  the  perfect 
P-touch0  for  organizing  your  telecommunications 
network,  which  will  give  you  more  time  to  netw 
yourself  and  grow  your  business. 

■  Wrap  or  flag  cables  and  wiring 

■  Mark  racks,  patch  panels,  and  all  your 
networking  equipment 

■  Label  faceplates,  work  stations, 
and  all  your  computer  equipment 


itftf*C 


****** 


Available  at  Staples,  OfficeMax,  Office  Depot  and  other  fine  retailers. 

www.brother.com  1-877-4PT0UCH 


am  ■■  v  jfj      At  your  side. 

brother 
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WITH  FAMILY  Polls 

show  Jindal  in  a 
dead  heat  with  # 
Democrat  Blanco 


m 

The  Kingfish 

From  McKinsey? 

A  young,  conservative  efficiency  expert 
could  be  Louisiana's  next  governor 


IN  A  STATE  WHERE  the  scent  of 
corruption  swirls  around  the  capi- 
tal like  vapor  from  a  steamy  gum- 
bo, there's  big  news  this  year.  Nei- 
ther of  the  finalists  in  the  Louisiana 
governor's  race  has  a  rap  sheet.  But 
it's  not  the  candidates'  cleanliness 
that  makes  the  Nov.  15  runoff  so  unusual. 
Rather,  if  s  the  improbable  rise  of  the  Re- 
publican contender,  a  32-year-old  son  of 
Indian  immigrants  who  has  never  held 
elected  office. 

Piyush  "Bobby"  Jindal  is  as  unlikely  a 
candidate  as  you  could  find  to  become 
Louisiana's  next  kingfish.  A  policy  wonk 
who  made  his  name  as  a  health  reformer, 
Jindal  surprised  the  political  Establish- 
ment on  Oct.  4  when  he  came  out  on  top 
in  the  primary  election  by  promising  to 
end  Louisiana's  backwater  status  with  a 
combination  of  management  expertise 
and  conservative  principles. 

Now,  polls  show  him  neck  and  neck 
with  Democratic  Lieutenant  Governor 
Kathleen  Blanco,  a  moderate.  If  Jindal 
wins,  he  would  become  America's  first  In- 
dian-American   governor.     In     a    GOP 


searching  for  candidates  to  showcasj 
commitment  to  a  "color-blind  sociq 
Governor  Jindal  would  be  an  instant  i 

SALESPERSON  WANTED 

JINDAL,  A   CATHOLIC   who   convej 
from  Hinduism,  has  cobbled  togethe 
unusual  coalition.  His  conservative  sc 
views— he  opposes  gun  control  and 
ports  posting  the  Ten  Commandment 
public  buildings— appeal  to  the  blue- 
lar  "Bubba"  vote.  At  the  same  rim  J 
sparkling  resume— Rhodes  Scholar,  ] 
insey  &  Co.  consultant,  official  in  the  '. 
Health  &  Human  Services  Dept.- 
wowed  good-government  types.  Jir 
has  also  attracted  business  leaders 
believe  the  ex-McKinseyite  can  revita 
the  economy.  Like  many  states,  Louisij 
has  struggled  during  the  three-year 
nomic  slump.  Its  economy,  heavily 
pendent  on  tourism,  agriculture,  and 
petrochemical  industry,  is  now  sma 
than  the  city  of  Houston's.  "People 
want  a  break  with  the  past,"  says  Jd 
Maginnis,    publisher    of  an    influent 
Louisiana    political    newsletter.    "Tl 
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.  the 
take-home 
value? 


i 


That's  the  first  question  you  ask  before  investing  in  executive  education. 
You  want  a  practicat  benefit  that  you  or  your  team  can  use  back  in 
the  office. 

IMD  works  closely  with  more  than  1 50  of  the  world's  leading  companies 
in  our  Learning  Network  to  identify  current  business  issues  and 
translate  them  immediately  into  practice  oriented  learning  material. 

You  will  leave  IMD  with  fresh  ideas  to  implement  new  strategy  and 
solutions  immediately  for  your  company. 

IMD  is  firmly  planted  in  the  Real  World,  to  deliver  Real  Learning. 

For  more  details  about  the  "take-home  value"  of  each  of  our  19  open 
programs,  see  www.imd.ch/bwu 


IMD  is  regularly  rated 
one  of  the  world's  top 
business  schools.  It  is  truly 
international:  each  year 
more  than  5,000  managers 
of  70+  nationalities 
attend  programs  at  all 
levels  of  responsibility. 


Chemin  de  Bellerive  23 
PO  Box  915 
CH-1001  Lausanne 
Switzerland 

Tel: +41  21  618  03  42 
Fax:+/+1  21  618  07  15 

E-mail:  info@imd.ch 


SAVE  AMERICA'S  FORESTS 


ONLY  4%  OF 

AMERICA'S 

ORIGINAL 

FORESTS 

REMAIN— YET 

THEY  ARE 

THREATENED 

WITH 

DESTRUCTION 


The  last  wild  forests... 

songbirds,  grizzly  bears,  and  salmon... 

giant  redwoods... untamed  rivers... roadless  wildlands... 

The  last  places. 

www.SaveAmericasForests.org 

4  Library  Court.  SE  •  Washington,  DC  20003  •  202-544-9219 
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want  someone  to  sell  the  sfl 
Louisiana  is  the  only  Southern! 
that  has  had  a  net  population  loss  I 
past  decade,  and  die  success  of  neigi 
such  as  Mississippi  in  attracting  mail 
turing  has  prompted  calls  for  less! 
ulism  and  more  economic  develop! 
"People  aren't  angry,"  Jindal  says. I 
there's  a  desire  to  do  better." 

How  would  that  happen?  For  staj 
Jindal  has  a  reputation  as  an  efficienl 
pert— as  overseer  of  the  state  heal™ 
partment  he  turned  a  $400  million  1 
into  three  years  of  surpluses— and  hi 
he  can  squeeze  more  fat  out  of  thl 
reaucracy.  He  vows  to  restructure  a  A 
health  system,  outsource  publio-J 
contracts,  and  nurture  entrepreneJ 
with  low  tax  rates  and  breaks  for  errl 
ers  that  locate  in  the  state.  "The  ans« 
our  problems  isn't  higher  taxes,"  sajl 
dal,  "it's  creating  jobs." 

In  an  attempt  to  stop  Jindal,  Blail 
depicting    him    as    insensitive    tol 
poor— a  powerful  line  of  attack  an 
black  voters,  who  account  for  30%  cj 
electorate.  For  Jindal  to  win  on  No 
he  has  to  walk  the  same  kind  of  find 
that  a  young  Southern  pol  named  J 
did:  Keep  the  conservative  "Bubba 
Bobby"  vote  energized  with  a  red- 
social  agenda  while  wooing  swing  v 
with  paeans  to  economic  growth.  Wl 
Republican  tide  flowing  in  the  Soutn 
litical  pros  give  Jindal  a  good  shot  at    , . 
forming  that  balancing  act— and  be<  )§](]( 
ing  a  hot  property  in  the  process.  II  i « 
-By  Alexandra  Starr  in  Baton  R  1QJ(] 


BIOGRAPHY 


Piyush 
"Bobby"Jindi 


BORN  1971,  Baton  Rouge,  La. 

EDUCATION  B.A.,  Brown  University,  bioltk Tl 
and  public  policy,  1991;  Rhodes  Scholar,  puggli 
Oxford,  1994 

WORK  EXPERIENCE  Assistant  Health  & 
Human  Services  Secretary,  2001-03; 
President,  Louisiana  University  System 
1999-2001;  Executive  Director,  National 
Commission  on  the  Future  of  Medicare, 
1998;  Secretary,  Louisiana's  Health  & 
Hospitals  Dept.,  1996-98;  consultant, 
McKinsey&  Co.,  1994-96 

PERSONAL  Married  to  the  former  Supriy 
Jolly.  Daughter  Selia,  1.  Renamed  himself 
4  after  a  Brady  Bunch  character. 
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s  Growth  Sizzles, 
/hat's  a  Dem  to  Do? 


sidential  hopefuls  will  try  to  ignite 
Hdle  class  rage  over  breaks  for  the  wealthy 


S  DEMOCRATS  DREAM 
of  defeating  President 
Bush  in  2004,  their 
minds  drift  back  to  1992 
and  the  class  warfare  ar- 
gument mounted  by  a 
young  governor  from 
sas.  Then,  as  now,  the  U.S.  economy 
niggling  out  of  recession.  Sensing 
•portunity,  Bill  Clinton  targeted 
tressed  middle-class  voters,  blasted 
ent  George  H.W.  Bush  for  rushing 
>ng  to  help  the  rich,  and  captured 
hite  House. 
Clinton  nostalgia  doesn't  extend 
/  to  his  1992  campaign.  Even  as 
s  economy  improves,  Democrats 
ninding  middle-class  voters  of  the 
Uion  jobs  created  during  Clinton's 
listration.  While  Al  Gore  was  re- 
t  to  embrace  his  boss's  Presidency 
00— fearing  a  focus  on  sex,  not 
18 — today's  candidates  are  readily 


invoking  the  Man  from  Hope.  "If 
you  liked  Bill  Clinton's  economy, 
you're  going  to  love  John  Kerry's," 
the  Massachusetts  Senator  said  on 
Oct.26. 

But  this  rime,  the  Democrats'  econom- 
ic message  is  going  to  be  a  tougher  sell. 
The  party's  nine  Presidential  hopefuls 
had  been  counting  on  the  dismal  trifecta 


of  a  soft  economy,  a  stagnant  job  market, 
and  a  rising  deficit  to  make  their  case 
against  the  current  President  Bush.  The 
Democrats  never  found  their  voice  in  the 
2002  midterm  elections,  at  a  time  when 
the  economy  was  far  worse  than  it  is  to- 
day and  when  they  might  have  turned 
voters  against  the  GOP.  And  now,  with  the 
economy  expanding  at  a  thumping  7.2% 
rate  between  July  and  September  and 
projected  to  grow  smartly  for  the  next 
year,  they  could  wind  up  sounding  like 
economic  scolds. 

Still,  Democrats  think  the  economy  is 
not  a  slam-dunk  for  Bush.  Their  prime 
target:  jobs.  Almost 
3  million  workers  have 
lost  jobs  since  2001, 
and  even  with  solid 
growth,  employment  is 
unlikely  to  rebound 
fully  by  next  fall. 
"There  is  still  enor- 
mous anxiety  from  job 
losses,"  says  Gene 
Sperling,  a  former 
Clinton  aide  who  advis- 
es several  Democrats, 
including  retired  Gen- 
eral Wesley  Clark. 

A  better  measure  of 
voter  sentiment  is  per- 
sonal income.  And 
while  incomes  rose  in 
the  Bush  years,  most  of 
the  gain  has  been  limited  to  the  wealthy. 
After  adjusting  for  inflation,  median  after- 
tax family  income  dropped  3.3%  from 
2000  to  2002.  "Sixty  to  eighty  percent  of 


THE  CANDIDATES 

Some  will  call  for  a 
simplified  tax  code 
and  targeted  cuts 


November  17,  2( 


BusinessWeek    133 


Government  Campaign  2004 


the  country  has  lost  ground  or  stagnated  in 
terms  of  income,"  says  Robert  J.  Shapiro, 
another  Clinton  economic  aide  who  is 
helping  several  Democratic  hopefuls. 

Income  growth  has  been  driven  by  tax 
cuts  and  mortgage  refinancings— which 
are  slowing— rather  than  wages.  Salaries 
were  flat  in  the  strong  third  quarter,  but 
tax  relief  added  5%  to  incomes. 

Since  most  long-term  benefits  of 
Bush's  tax  cuts  are  skewed  to  the  wealthy, 
Democrats  think  they  can  use  taxes  as  a 
wedge  in  the  fairness  debate.  The  roughly 
2.5  million  families  who  will  make  more 
than  $225,000  in  2004  will  enjoy  nearly 
40%  of  the  benefits  of  the  three  Bush-era 
cuts,  while  70  million  families  making  up 
to  $60,000  will  get  only  about  20%. 
"Huge  tax  cuts  that  benefit  the  wealthy," 
says  former  Vermont  Governor  Howard 
Dean,  "are  starving  essential  government 
services  and  forcing  states  and  local  gov- 
ernments to  increase  [taxes]." 

But  raising  taxes  is  not  a  strategy  to  in- 
duce growth.  And  while  the  spending  that 
Dean  and  others  favor  may  boost  the  econ- 
omy in  the  short  run,  it  won't  do  much  for 
long-term  business  investment  and  job 
creation.  In  fact,  Democrats  have  yet  to  de- 
velop any  long-run  growth  agenda. 

ROLLBACK  TIME? 

UNTIL  THEY  DO,  THEY'LL  focus  on  taxes 
and  fairness.  And  recent  polls  suggest 
they  may  get  traction  on  the  issue.  Ac- 
cording to  a  Sept.  28-Oct.  1  New  York 
Times/CBS  News  poll,  just  19%  of  those 
surveyed  thought  their  taxes  had  gone 
down  during  the  Bush  years— while  29% 
thought  their  taxes  rose. 

But  Democrats  can't  agree  on  how  to 
exploit  the  issue.  Dean  and  Representa- 
tive Dick  Gephardt  (D-Mo.)  would  roll 
back  all  of  Bush's  tax  cuts.  Dean  would 
use  the  money  for  deficit  reduction, 


health  care,  and  other  initiatives. 
Gephardt  would  shift  $2  trillion  over  to 
fund  near-universal  health  care. 

Other  Democrats  are  copying  Clin- 
ton—who in  1992  proposed  raising  taxes 
on  the  wealthy  while  reducing  them  for 
the  middle  class.  Senator  Joe  Lieberman 
(D-Conn.)  already  has  such  a  plan.  Clark 
and  Kerry  may  follow  suit. 


President  Clin  to) 

From  Deficit  to  Surplus: 
rr let's  Foture 


ss 


Even  some  Republicans  call  this 
approach  a  winner.  "Electorally,  it's 
very  shrewd,"  says  Kevin  Hassett, 
the  top  economic  adviser  for  the 
2000  Presidential  run  of  Senator 
John  McCain  (R-Ariz.).  "You're  offering 
80%  of  Americans  a  tax  cut  financed  by  a 
tax  hike  on  20%.  How  does  Bush  run 
against  that?" 

Democrats  such  as  Lieberman,  Kerry, 
and  Clark  are  also  casting  their  plans  as 
tax  reform.  Their  idea:  Shift  taxes  from 
the  middle  class  to  the  wealthy  and  busi- 
ness and  simplify  the  tax  code.  They  also 
may  propose  savings  incentives  aimed  at 
working  families  who  have  joined  the 
new  investor  class.  "When  people  look  at 
something  so  complex  that  nobody 
understands  it,  they're  left  with  the 


MAN  FROM  HOPE 

Clinging  to  the 
Clinton  record  of 
brisk  job  creation 


Democratic  Economics: 
Walking  a  Narrower  Line 

NOSTALGIA 

Promise  a  return 
to  Clinton-era 
boom  times. 
FEAR FACTOR 

Voters  will  be 
reminded  of  the 
seamy  side  of  his 
Presidency. 

TAXES                  DEFICITS 

Blast  Bush  cuts  as  a         Paint  rising  deficit  as 
windfall  for  the  rich.         a  threat  to  Social 
Vow  to  trim  middle-         Security  and  Medicare, 
class  taxes,  boost            FEAR  FACTOR 
them  for  the  wealthy.        Voters  rarely  tune  in 
FEAR  FACTOR              when  the  economy  is 
Even  headier  growth      ,  strong  and  interest 
from  Bush  tax  cuts.         rates  are  relatively  low. 

JOBS 

Rip  Bush  for  "worst 
jobs  record  since 
Herbert  Hoover." 
FEAR FACTOR 

Resonates  now, 
but  will  voters  care 
if  economy  is 
humming  in  a  year? 

impression  that  rich,  smart  gu 
beating  the  system,  that  if  s  very  u 
says  former  Federal  Reserve  Vice 
man  Alan  S.  Blinder. 

Most  Democratic  strategists  agn 
there  is  little  profit  in  tying  tax  hik 
balanced  budget,  especially  in  a  g 
economy.  Focusing  on  red  ink  wor' 
Ronald  Reagan  in  the  midst  of  th 
slump   and   for 
and  H.  Ross  Perot 
But    Walter    M< 
1984    anti-deficit 
proposed  during 
pansion,  flopped, 
one  reason  Dems 
about  long-term 
sponsibility  but  so 
die  the  need  for 
balance.  "I  don't 
date  to  balance  the 
because  I  think  if  s 
tant  to  meet  Americ 
gent  needs  in  heal 
education,  and  Soc 
curity,"  Clark  says. 
Even  in  an  imp 
national    economy, 
mocrats  think  the 
make     inroads 
hard-pressed  man 
ing  workers— especially  in  battle 
states  such  as  Michigan  and  Ohio, 
issue:  trade.  Democrats  blast  the  Pre 
for  allowing  countries  sueh  as  C 
manipulate  their  currencies  and 
trade  rules.  But  while  Gephardt  and 
are  harsh  critics  of  free-trade  agreei 
with  Canada,  Mexico,  and  China,  L 
man,  Clark,  and  Kerry  support  such 
Strategists  fear  that  harsh  protectic 
won't  sell  outside  the  Rust  and 
Belts— and  that  candidates  can't  deli' 
promises  to  restore  manufacturing 
Says  one  party  veteran:  "This  is  al 
William  Jennings  Bryan 
plaining  about  the  ecoi 
moving  away  from  agrict  ion 
100  years  ago." 

Privately,  Democrats 
cede  that  in  a  bulking-up  < 
omy,  they'll  have  an  uphil 
tie  against  Bush.  But, 
insist,  the  President  is  stil 
nerable,  especially  to  ch< 
that  poor  Presidential 
ment  is  to  blame  for  bot 
mess  in  postwar  Iraq  anc 
ging  jobs  and  incometa^ 
home.  But  as  growth  pick  Lstice 
that  sales  pitch  will  onrjaistrat 
harder.  ■ 

-By  Howard  Gleckman, 
Rich  Miller,  in  Washir.  lierji 
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a  feds  want  to  shut  down  Carl  Moore's 
ladian  connection,  but  he  isn't  budging 


RIVING  DOWN  A  CHICAGO 
street  with  a  cell  phone  in 
one  hand,  a  list  of  Rx  De- 
pot Inc.  stores  he  wants  to 
visit  in  the  other,  and  one 
knee    on    the    steering 
wheel,  Carl  Moore  is  lull 
eous  indignation.  He  rails  against 
,'|J  stice  Dept.  and  the  Food  &  Drug 
listration,  which,  in  an  unprece- 
1  case,  are  trying  to  shut  down  the 
of  87  mail-order  shops  he  set  up  to 
Americans  get  cheaper  prescription 


drugs  from  Canada.  And  he  has  a  few 
choice  words  for  the  big  pharmaceutical 
companies,  which  he  accuses  of  gouging 
U.S.  consumers. 

Moore,  a  59-year-old  Oklahoma  oilman 
who  made  and  lost  a  fortune  in  the  early 
1980s  and  has  since  tried  his  hand  at  sev- 
eral other  businesses,  finds  himself  in  an 
unlikely  place:  at  the  center  of  one  of  the 
nation's  most  troublesome  economic  and 
social  issues— the  high  price  of  prescrip- 
tion drugs.  And  he  is  delighted  to  be  there. 

When  he  launched  Rx  Depot  a  year 
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TRUE  BELIEVER 


arl  Moore 

cause  is  the  most  important  thing," 
;  the  exec,  seen  here  at  38  and  at  10 

BORN  On  Mar.  1,1944,  in  Turley. 
Okla.,  the  son  of  a  welder  and  a 
housewife. 

EDUCATION  Attended 

University  of  Denver  on  a 
wrestling  scholarship  but  left 
after  his  freshman  year  to  play 
baseball  for  Pittsburgh  Pirates 
minor  league  teams. 

POSITION  Founder  and  chief 
executive  of  one-year-old  Rx 
Depot,  which  helps  Americans 
buy  cheaper  prescription  drugs 
from  Canada.  The  Food  &  Drug 
Administration  is  trying  to  shut 
him  down,  claiming  such 
importation  is  illegal. 

(MIS)FORTUNEMade 

$30  million  refining  and  shipping 
oil  in  the  early  1980s,  but  falling 
oil  prices  and  lavish  living 
(at  one  point  he  owned  two 
personal  jets)  forced  him  to  file 
for  bankruptcy  in  1985.  He 
went  on  to  start  a  pay-phone 


'■v^t' 


business  in  California  and  a 
water-purification  company  in 
Puerto  Rico. 

INSPIRATION  FOR  Rx  DEPOT: 

Saw  up  close  how  costly  drugs 
were  when  he  suffered  heart 
problems  in  1999  and  when  his 
ex-wife  successfully  fought 
breast  cancer. 

ON  HIS  BATTLE  AGAINST 
THE  GOVERNMENT  Its  the 

Boston  Tea  Party  all  over  again." 

FAMILY  Divorced  from  his  wife, 
Corey,  since  2002.  Has  a 
daughter,  Leigh,  22,  and  a  son, 
Joe-Max,  32,  a  professional 
soccer  player  who  bankrolled 
the  first  four  Rx  Depots. 


loore  figured  he  could  take  advan- 
f  the  legal  gray  area  surrounding 
mportation.  The  FDA  grudgingly 
individuals  to  'bring  in  90  days' 
of  medication  for  their  own  use, 
is  estimated  that  next  year  Ameri- 
/ill  spend  $1  billion  doing  so.  The 
oes  not  permit  companies  other 
le  original  manufacturer  to  import 
But  Moore  says  he  set  up  his  non- 
business only  to  facilitate  con- 
s' own  purchases;  Rx  Depot  does 
ty  or  sell  any  medications.  That's 
B  never  expected  such  swift  retalia- 
om  the  government:  State  injunc- 
lave  already  closed  down  nine  Rx 
s  in  Montana  and  Oklahoma. 

SFIRE 

tENTLY,  the  government  also  was 
lite  ready  for  Moore's  fierce  resist- 
When  an  Rx  Depot  store  owner  in 
tapolis  worried  he  would  be  jailed  if 

led  a  cease-and-desist  order,  Moore 

t  back  the  business  and  flew  his 

j  r  in  to  run  it.  After  the  FDA  ordered 

I  close  his  Lowell  (Ark.)  store,  one  of 

he  OWIU  outright,  he  expanded  it. 


and  sales  continue  to  grow.  In  the  midst 
of  this,  Moore  says  he  has  received  more 
than  1,200  inquiries  from  hopeful  Rx  De- 
pot franchisees.  He  also  likes  to  recount 
how  some  100  senior  citizens  lined  up 
outside  his  Tucson  store  the  day  after  it 
was  told  to  shut  down.  "This  is  what  rev- 
olution is  made  of,"  Moore  says  with  rel- 
ish. The  government  will  have  to  haul 
him  away  in  handcuffs  to  put  an  end  to 
Rx  Depot  altogether,  he  says.  Which 
might  be  just  fine  with  some  officials. 

Indeed,  a  U.S.  District  Court  in  Okla- 
homa will  soon  rule  on  a  Justice  Dept.  re- 
quest to  close  down  Rx  Depot  nationwide. 
In  the  increasingly  emotional  tug-of-war 
over  access  to  cheap  prescriptions,  the 
Justice  Dept.,  the  FDA,  drugmakers,  and 
several  state  pharmacy  boards  argue  that 
Rx  Depot— and  smaller  competitors  such 
as  Discount  Drugs  of  Canada  and  Cana- 
dian Drug  Service  Inc.— are  abetting  the 
importation  of  potentially  unsafe  pre- 
scription dnigs  and  violating  federal  law. 

Is  Moore  a  threat  to  public  health  in 
America?  "His  business  is,"  says  William 
1  lubbard,  senior  associate  commissioner 
of  the  FDA.  "When  individuals  seek  to 
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about  ii 


ie  last  time  someone  asked  to  see  your  adverti; 


Overture  search  advertising  lets  you  leverage  the  precision  or  search  tons 
prospects  who  are  already  interested  in  what  you  sell.  So  if  you're  looking  for 
the  most  effective  way  to  connect  with  motivated  customers,  think  Overture. 

CALL  888.229.6504  OR  VISIT  OVERTURE. COM 


i'Si'ivuTK.Inr-  gobd 


Peoole  Mavericks 


y  importing  these  drugs,  we've  got 
em."  And  ;i  spokesman  for  Eli  Li) 
.,  which  has  been  particularly  ag- 
e  in  combating  imports  from 
i,  says:  "Their  practice  is  illegal, 
unsafe." 

T  OF  THE  STATES 

(RE  LOSES  his  case,  which  at  this 

mild  go  either  way,  he  vows  to  seek 

trial.  'Til  never  stop  until  I  get  to 

ireme  Court,"  he  says  in  his  Tulsa 

If  he  wins,  though,  he  will  have 

the  way  for  new  competitors.  To 

|iff   potential    chal- 

L  Moore  plans  to  add        Tnr»1p»  Qam 
ly  as  200  stores  in     ^^       .   ^^^ 
let  two  months.  And     j§  lOSlTlSf 
|es  that  some  estab- 
pharmacy    chains 
decide     to    work 
\h  Rx  Depot. 


ground  in 
the  race  to 
keep  out 


e   meantime,   the 
re    steadily    losing 

in  the  batde  to  keep    CUeaD  OTUgS 

eaper    drugs.    Pre-    ^^^^^^^  " 

n-drug  costs  are  the 

growing  segment  of 

lth-care  industry;  in  Canada,  price 

s  mean  medications  can  be  nearly 

ss  expensive  than  in  the  U.S.  At 

mr  governors— in  Illinois,  Iowa, 

an,  and  Minnesota— are  consider- 

rchasing  drugs  from  Canada  for 

■mployees,  while   the   mayor  of 

ield,  Mass.,  is  already  doing  so. 

novement  of  the  same  intensity  in 

sectors  of  society  as  the  antiwar 

il  rights  movements,"  says  Mike 

Minnesota's  attqrney  general. 

biggest  change  could  come  from 

ss  itself.  Legislators  are  consider- 

)  bills  that  would  legalize  the  im- 

on  of  Canadian  prescription  drugs 

mercial  use:  one  would  allow  only 

•ed  pharmacies  and  wholesalers  to 

n  medications;  the  other  would 

any  individual  to  do  so.  If  either 

Moore  would  probably  be  put  out 

less— if  the  courts  haven't  done  so 

•.  It  is  a  possibility  about  which  he 

rkably  sanguine:  "The  cause  is  the 

aportant  thing,"  he  says. 

re  was  drawn  to  the  issue  after  he 

led  heart  trouble  in  1999  and  had 

Ith  insurance  to  cover  the  cost  of 

dications  and  a  stent.  Then  his  ex- 

orey,  whom  he  is  still  close  to,  de- 

1   breast   cancer  and   found   she 

uy  cheaper  drugs  from  Canada.  In 

Moore   founded   U.S.  Assurance. 

provided  discount  health  benefits 

1  businesses  and  set  up  a  Web  site 

oniers  to  buy  drugs  from  Canada. 


Hut  Moore  could  not  make  a  go  of  it,  and 

the  company  folded  last  year. 

Thai  led  to  Rx  Depot.  Moore  realized 
that  senior  citizens  especially  would  ap- 
preciate the  service  of  a  middleman:  The 
company  copies  and  faxes  prescription 
forms  and  medical  histories  to  Canadian 
pharmacies,  where  doctors  rewrite  the 
prescriptions  and  mail  the  drugs  directly 
to  patients  in  America.  The  savings  can  be 
sizable:  30  pills  of  pain  reliever  Vioxx  cost 
$43  when  bought  through  Rx  Depot;  the 
same  amount  can  run  to  $85  in  the  U.S. 
Rx  Depot  makes  a  12%  commission  on 
each  sale  and  expects  rev- 
enue to  exceed  $36  million 
this  year.  Moore  says  most 
stores  make  a  profit  of  about 
$22,000  a  month.  "Rx  De- 
pot is  a  life-saver,"  says  Jerry 
Cox,  52,  a  heart  transplant 
patient    from    Tulsa    who 
saves  $8,000  a  year  buying 
prescription  drugs  through 
the     company.     "Shutting 
them  down  will  take  food  off 
my  table." 

Moore  considers  Rx  Depot 
a  penance  of  sorts,  atonement  for  his  ex- 
travagances as  an  oil  baron.  As  he  puts  it: 
"There  are  more  redeeming  things  about 
me  than  being  a  flamboyant  smart  aleck." 
At  his  peak,  Moore  was  worth  some  $30 
million.  He  owned  two  personal  jets,  kept 
camels  on  his  Oklahoma  farm,  and  flew  to 
Europe  with  his  son,  Joe-Max  (now  a  pro- 
fessional soccer  player),  to  ski  for  weeks  at 
a  time.  But  when  oil  prices  collapsed  in 
the  mid-1980s,  so  did  Moore's  business. 
He  filed  for  bankruptcy  in  1985.  "We  had 
six  cars,"  says  Corey.  "I  was  left  with  a 
Jeep  with  no  air-conditioning." 


"OUT  ON  THE  EDGE" 

OVER  THE  NEXT  15  years,  Moore  started 
and  sold  a  business  installing  pay  phones 
in  rough  Los  Angeles  neighborhoods 
and  abandoned  another  selling  water-pu- 
rification systems  in  Puerto  Rico.  "Carl  is 
the  pinnacle  of  a  wildcatter.  He  lives  out 
on  the  edge  with  no  guarantees,"  says 
David  Peoples,  an  old  friend  and  former 
real  estate  developer  in  Tulsa  who  helped 
start  Rx  Depot  and  now  serves  as  chief 
operating  officer. 

As  the  government  bears  down  on  him 
and  Congress  considers  laws  that  would 
threaten  his  business  prospects,  Moore 
does  seem  to  be  enjoying  life  on  the  brink. 
If  he  ends  up  going  over,  he  knows  what 
he'll  do  next:  move  to  Winnipeg,  open  a 
pharmacy,  and  launch  a  prescription- 
drug  mail-order  business  from  there.  ■ 
-By  Brian  Grow  in  Chicago 
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COMMENTARY 


BY  CATHERINE  ARNST 


Getting  Rational  About  Rationing 

The  right-to-die  debate  sidesteps  the  real  issue:  A  need  to  reapportion  care 


THE  SAD  CASE  of Terri  Schiavo, 
the  comatose  Florida  woman 
at  the  center  of  a  right-to-die 
battle,  has  thrown  a  harsh 
national  spotlight  on  the 
decisions  families  and  caregivers  face 
when  a  patient  is  close  to  death. 
Politicians,  right-to -lifers,  judges,  the 
Catholic  Church,  and  the  American  Civil 
Liberties  Union  have  all  weighed  in  on 

whether  the  39-year-old  Schiavo,  who  has  been  in  a  persistent 
vegetative  state  for  13  years,  should  continue  to  be  kept  alive 
with  a  feeding  tube,  as  her  parents  wish,  or  allowed  to  die,  as 
her  husband  has  requested.  But  the  many  public  arguments 
that  have  been  made  on  both  sides 
consistently  neglect  one  important 
aspect  of  the  debate:  the  cost  of 
keeping  Terri  Schiavo  alive. 

It  may  seem  coldhearted  to 
bring  up  money— but  money  is 
already  the  elephant  in  the  room. 
Estimates  have  placed  Schiavo's 
care  as  high  as  $500,000  a  year 
since  she  collapsed  13  years  ago. 
And  she  is  no  anomaly.  A 1995 
study  estimated  that  16,000  to 
35,000  Americans  are  in  a 
persistent  vegetative  state, 
meaning  they  have  been  comatose 
with  severe  brain  damage  for  more  than  a  year.  The  cost  of 
their  care,  which  can  vary  widely,  adds  up  to  $1  billion  to  $7 
billion  in  any  given  year.  "The  hidden  issue  in  all  of  this  is 
how  much  our  society  can  afford  to  indulge  this  desire  to  keep 
people  alive  no  matter  what  the  cost,"  says  Dr.  Stuart  J. 
Youngner,  chairman  of  the  Bioethics  Dept.  at  Case  Western 
Reserve  University. 

Granted,  the  price  of  caring  for  the  permanently  comatose 
isn't  much  in  the  context  of  the  $1.4  trillion  the  U.S.  will 
spend  on  health  care  this  year.  But  the  U.S.  cannot  afford  to 
pay  for  every  medical  need,  and  the  Schiavo  case  offers  the 
opportunity  to  open  a  public  dialogue  about  a  concept  that 
has  been  taboo  for  too  long:  rationing  health  care. 

Medical  ethicists  and  health-care  experts  have  argued  for 
years  that  rationing  should  be  part  of  the  national 
conversation.  "We've  tried  to  sweep  it  under  the  rug,"  says 


Alan  Meisel,  a  bioethicist  at  the  University  of  Pittsburgl 
don't  have  unlimited  resources,  and  we  ought  to  be  thii 
about  where  they  can  do  the  most  good."  For  a  start,  we] 
admit  that  health  care  in  the  U.S.  is  already  rationed- 
very  arbitrarily.  The  43  million  uninsured,  with  their  lir 
access  to  health  care,  present  the  most  obvious  example 

If  rationing  were  the  deliberate  result  of  clearheaded 
discussion,  the  U.S.  might  be  pouring  money  into  cost-ef 
public  health  programs  that  save  the  most  lives,  such  as 
childhood  immunizations,  prenatal  care,  and  better  diabe 
management.  Yet  we  woefully  underfund  such  efforts. 

Where  does  the  U.S.  health-care  system  bestow  its  bo| 
Spending  is  heavily  skewed  toward  acute  care  for  the  sic 
particularly  the  elderly.  In  a  study  published  last  year,  1 
mean  medical  expenditure  for  senior  citizens  was  $37,5fj 
the  final  year  of  life,  vs.  $7,365  for  other  years.  Medicare  | 
spends  27%  of  its  budget  on  patients  in  their  lastyear- 
those  funds  serve  only  5%  of  enrollees.  This  is  far  differe 

from  most  European  systems 
where  expensive  treatments  i 
routinely  denied  when  the 
outcome  is  likely  to  be  grim. 
Belgium,  for  example,  the  finJ 
year  accounts  for  less  than  13| 
the  health-care  budget. 

U.S.  clinicians  tend  to  i 
heroic  interventions.  One  sur 
600  critical-care  doctors  four 
that  the  cost-benefit  ratio  of  i 
given  procedure  was  among 
least  important  factors  when 
making  care  decisions.  More  1 
40%  said  patients  in  a  vegetat| 
state  should  be  admitted  to 
intensive  care  if  they  face  a  lif 
threatening  event. 

This  approach  may  fly  in 
face  of  what  the  public  wants.] 
Ezekiel  J.  Emanuel,  chairman  I 
the  Clinical  Bioethics  Dept.  atl 
National  Institutes  of  Health,  \ 
notes  that  almost  every  survej 
tallied  has  found  that  80%  of  i 
respondents  say  that  they  woi 
^^^^~""^^—  not  want  to  be  kept  alive  in  a 

vegetative  state.  Perhaps  there's  a  message  here.  We  as 
individuals  can  make  clear  what  medical  efforts  we  woulc 
want  when  there  is  little  chance  of  recovery.  Then  hope 
doctors,  and  our  own  families,  listen.  II 


Medicare 
spends  27% 
of  its  funds 
on  patients 
in  their  last 
year  of  life 
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"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 
end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 
yield  the  best  opportunities.  So,  where  others  see  an  obstacle, 


we  see  a  chance  to  elevate 
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This  is  part  of  the  Heidrick  &  Struggled  Leadership  Capital  Aeries  on  the  topics  of  governance  and  leadership. 

FOCUS  ON: 

A  NEW  COMPETENCY  FOR  THE  BOARDROOM: 
HUMAN  RESOURCES  EXPERTISE 


By 

Robert  E.  Hallagan 
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and 

Kyung  Yoon 
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Corporate  boards  of  directors  are  under  unprecedented 
scrutiny  from  investors  and  government  regulators. 
Partly  as  a  result  of  the  renewed  emphasis  on  board 
effectiveness,  many  corporations  have  promoted  trans- 
parency of  disclosure,  management  accountability  and 
favorable  public  opinion  to  the  top  of  their  priority  lists.  That 
is  a  welcome  development,  of  course,  but  long  before  such 
initiatives  became  fashionable,  Heidrick  &  Struggles  was 
working  with  clients  to  build  high  performance  boards.  Our 
message  has  remained  consistent  over  the  years:  the  role  of 
the  board  is  to  be  a  true  strategic  asset  and  a  source  of  con- 
tinuous future  competitive  advantage.  With  this  goal  in 
mind,  one  of  the  most  critical  and  tangible  roles  for  boards  is 
to  ensure  that  the  company  they  govern  has  the  right 
leadership  in  the  right  place  at  the  right  time. 

The  task  -  as  simple  to  state  as  it  is  difficult  to  execute  - 
is  crucial  to  an  organization's  future.  The  numerous  Blue 
Ribbon  Commission  reports  we  have  prepared  with  the 
Center  for  Board  Leadership  and  the  National  Association  of 
Corporate  Directors  (on  board  effectiveness,  succession  plan- 
ning, and  the  role  of  the  board  in  corporate  strategy,  to  name 
a  few)  have  confirmed  our  belief  that  successful  companies 
share  a  common  approach  to  leadership  development  that 
can  be  characterized  by  four  key  attributes: 

1)  They  know  how  to  build  a  robust  talent  base. 

2)  They  foster  a  values-based  culture. 

3)  They  offer  fair  but  not  excessive  performance-based 
compensation  plans. 

4)  They  conduct  seamless  leadership  transitions  that 
are  performance-based,  not  time-based. 

The  challenge  facing  many  boards  today  is  to  build  a  com- 
petency in  those  four  areas.  If  directors  want  advice,  there  is 
plenty  available  in  the  academic  literature,  the  business  press, 


and  of  course,  the  consulting  profession.  But  all  too  often,  t  j 
richest  source  of  practical  expertise  is  hiding  in  plain  sight 
boards  want  to  add  an  informed,  experienced  voice  to  the  I 
deliberations  on  leadership,  succession  and  compensatio 
who  better  to  ask  than  a  human  resources  executive? 
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To  date,  only  a  handful  of  progressive  boards  have  recru 
ed  HR  executives  into  their  ranks.  Select  Comfort,  with 
market  capitalization  of  nearly  $1  billion,  tapped  Micha 
Peel,  the  top  HR  officer  at  General  Mills.  Alpharma,  a  hig 
growth  global  specialty  pharmaceutical  company  with  mo 
than  $1  billion  in  revenue,  recruited  Jill  Kanin-Lovers,  t 
senior  most  HR  executive  at  Avon,  to  its  board.  Ranc 
MacDonald  of  IBM  and  Susan  Hoyt  of  Staples  are  among  t 
other  HR  luminaries  with  board  experience. 

We  expect  this  trend  to  accelerate  as  boards  continue  1  am  th 
evolve  from  bodies  dominated  by  current  and  former  CEC  tpaiet 
into  teams  of  highly  skilled  specialists  with  distinct  comp  natic 
tencies.  Financial  experts  are  leading  the  way,  as  growing: 
numbers  of  companies  rush  to  add  their  skills  to  their  board  ges.An 
We  expect  that  an  increasingly  urgent  call  for  other  functioi  >Vpacc 
al  specialists,  including  HR  professionals,  is  likely  to  follov  rany 
The  right  HR  executive  can  bring  unique  depth  and  dimei  lardm 
sion  to  the  boardroom,  but  the  pool  of  HR  candidates  fc  npose 
board  service  is  quite  small.  In  fact,  only  a  small  percentage  c  , 
the  senior-level  HR  executive  cadre  in  the  U.S.  have  the  skill  , 
and  competencies  required  to  be  a  strategic  player  at  thl  . 
board  level.  And  ultimately,  only  those  with  proven  skills  i   ,, 
building  competitive  advantage  with  talent  are  appropriate. 

The  relative  scarcity  of  HR  executives  qualified  to  serv  impar 
as  directors  is  not  surprising.  Such  executives  must  posses  tperie 
a  range  of  abilities  -  including  business  acumen,  financial ( 
literacy,  communication  skills,  and  technological  knowledg  m 
-  as  wide  as  any  senior  line  manager's.  They  need  to  be  busi  lap 
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ssexet  utives  first  and  UK  spec  ialists 
cond.  They  should  know  how  to  read  i 
i.ni,  e  sheel  and  have  .1  good  working 
towledge  ol  the  Financial  ratios  thai 
ive  strategic  managemenl  and 
vestment  decisions.  And  ,1  thorough 
tderstanding  of  the  global  competi- 
■v  environment  as  well  as  the  general 
isiness  climate  is  essential  if  HR 
ci  utives  are  to  play  a  meaningful  role 
board  deliberations. 

But  qualified  HR  executives  bring 
mething  more  to  the  boardroom: 
ills  and  perspectives  that  aren't  found 
other  functional  specialties.  They  are 
perts  in  talent  assessment,  leadership 
velopment,  compensation,  organiza- 
>nal  change  and  effectiveness,  and 
nployee  motivation  and  retention, 
ley  have  practical  experience  in  creat- 
g  values-based  cultures  rooted  in 
jst,  integrity  and  ethics.  Above  all,  HR 
ecutives  contribute  significantly  to 
e  diversity  of  outlook  and  orientation 
at  corporations  require  in  turbulent, 
st-changing  times. 

Making  Boards  Better 

HR  executives  who  meet  those  strin- 
•nt  requirements  can  add  significant 
ilue  to  several  areas  of  boardroom 
actice.  For  starters,  they  can  offer 
valuable  input  when  the  board's  com- 
•nsation  committee  is  setting  the  pay 
the  CEO  and  other  high-ranking 
ficers.  Many  critics  of  executive  pay 
arn  that  the  benchmarking  studies 
repared  by  internally  retained  com- 
msation  consultants  may  be  routinely 
tK  |ased  in  favor  of  ever-higher  pay  pack 
rj  i;es.  An  experienced  HR  executive  can 
0  ;lp  a  compensation  committee  correct 
r  any  bias  and  ensure  that  the  entire 
)ard  understands  the  full  impact  of  all 
•oposed  arrangements. 

Succession  planning  is  the  second  cru- 
al  function  where  HR  executives  can 
ake  a  major  difference.  In  the  corporate 
orld,  many  companies  talk  a  good 
iccession-planning  game.  Far  fewer 
tnpaniesat  tui  illy  play  the  game  well.  An 
:perienced  HR  executive  has  the  savvy 

cut  through  extraneous  details  and 
to  in  on  implementing  a  succession 
anning  model  that  identifies  the  next 


El 
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generation  "I  leaders  and  prepares  them 
to  lead  By  reality  testing  the  organization'  - 
proi  esses  foi  succession  planning,  leadei 
ship  development,  and  the  identifii  ation 
ot  future  leaders,  they  serve  shareholders 

as  well  as  their  kilow  directors. 

As  students  of  organizational 
dynamics  and  practitioners  of  organi- 
zational design,  HR  executives  add 
valuable  perspective  to  board  delibera- 
tions about  an  acquisition,  divestiture, 
or  major  reorganization.  Such  transac- 
tions have  far-reaching  cultural  effects 
that  senior  HR  executives  can  help 
anticipate  and  manage.  They  can  also 
use  their  experience  to  help  the  board  - 
and  the  CEO  -  analyze  the  social  archi- 
tecture of  the  organization,  devise 
strategies  to  energize  the  workforce, 
implement  and  manage  change,  and 
communicate  organizational  goals  and 
values.  In  sum,  HR  executives  can  help 
their  fellow  directors  master  the  cultural 
dynamics  that  drive  an  organization 
and  enable  it  to  execute  strategy. 

Since  the  passage  of  the  Sarbanes- 
Oxley  Act  of  2002,  questions  of  gover- 
nance have  moved  to  the  top  of  nearly 
every  board's  agenda.  Here,  too,  HR 
executives  can  play  a  valuable  role.  They 
can  cast  a  critical,  skeptical  eye  on  the 
board's  own  recruiting  practices:  Are  new 
directors  being  selected  through  the  "old- 
boy"  network,  or  does  a  strategic  ration- 
ale guide  the  choice  of  each  new  board 
candidate?  How  well  do  directors'  skills 
and  experience  match  up  with  the  needs 
of  the  board?  And  how  are  new  members 
assimilated  into  the  board  and  intro- 
duced to  company  culture  and  customs? 


Hoards  As  Ii  ams 
Board  ■  ihould  nol  be  merely  .1  1  ol 

lei  tion   of    individuals  who  di  ip< 
unconnei  ted,  when  the  board  mei 

is  ovei.  Successful  boards,  like  the 
enterprises  they  direct,  operate  by 
orchestrating  a  wide  range  of  skills  and 
specialties  into  a  harmonious,  high- 
functioning  team.  Top-tier  HR  execu- 
tives, well  versed  in  team-building,  can 
help  their  fellow  directors  ensure  that 
the  board  operates  at  a  high  level  while 
fulfilling  its  strategic  mandate. 

Finally,  the  HR  expert  can  and 
should  be  a  key  player  in  setting 
ethical  standards  and  establishing 
organizational  values.  At  many  compa- 
nies, the  top  HR  officer  is  responsible 
for  developing  and  maintaining  the 
mechanisms  and  processes  that  build 
and  reinforce  a  culture  of  integrity, 
transparency,  and  respect.  That  culture 
begins  with  the  board  and  the  CEO,  and 
HR  professionals,  with  their  skills  in 
communication,  persuasion,  and  orga- 
nizational change,  can  help  ensure  that 
an  exemplary  culture  takes  root 
throughout  the  organization. 

Corporate  boards  are  at  a  crucial 
inflection  point.  But  even  as  boards 
evolve  into  teams  of  specialists,  they 
continue  to  be  stewards  of  shareholder 
interests  and  strategic  partners  of 
the  senior  management  team.  As 
boards  tackle  the  tasks  that  every  day 
grow  more  complex  and  challenging, 
we  believe  that  they  can  benefit  immea- 
surably from  the  contribution  of  a 
committed,  qualified,  and  strategically 
oriented  HR  executive. 


EXECUTIVE 
SEARCH 


Heidrick  &  Struggles  International,  Inc.  is  the  world's  premier  provider  of 
senior-level  executive  search,  interim  executive  placement,  and  leadership 
services,  including  executive  assessment  and  professional  development.  For 
50  years,  we  have  focused  on  quality  service  and  built  strong  leadership 
teams  through  our  relationships  with  clients  and  individuals  worldwide. 
Today,  Heidrick  &  Struggles  leadership  experts  operate  from  principal 
business  centers  in  North  America,  Latin  America.  Europe,  and  Asia  Pacific. 
Bob  Hallagan  and  Kyung  Yoon  are  Vice  Chairmen  in  the  Heidrick  k  Struggles'  Board 

Services  Group,  which  serves  as  the  firm's  focal  point  for  mission  critical  Board  Director, 

Chief  Executive  Officer  and  President  searches  worldwide.  For  more  information,  email 

Bob  at  RHallaganPHeidrick.com  or  Kyung  at  KYooncPHeidrick.com. 

Editorial  direction  for  this  article  was  provided  by  Hal  Johnson,  Managing  Partner 

of   Heidrick  &   Struggles'  Chief  Human   Resources   Practice.   Hal  can  be  reachi 

HJohnson@Heidrick.com. 

For  more  information  about  Heidrick  &  Struggles,  visit  www.heidrick.com  or  email 

>  1  i  >. ■iHeidrick.com. 
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ideal  for  people  on  the  go,  especially  at  such  ideal  prices?  Bon  Voyage. 
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SciTech  Developments  to  Watch 


D  BY  OTIS  PORT 
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ational  Electron 
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iake  electronic  cloth  by 
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textile  tibers.  And, 
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Celeron  chip  get 
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AVIATION 


A  WISP  OF  A  JET 

TO  CIRCLE  THE  GLOBE 


WITH  THE  CEHTEHHIAL  of  the 

Wright  Brothers'  first  flight 
coming  up  on  Dec.  17, 
aviation  buffs  will  be 
watching  to  see  if  a  modern 
replica  of  the  Wrights'  plane 
can  duplicate  their  feat  at 
Kitty  Hawk,  N.C.  That  same 
day,  another  pioneering 
aircraft  may  take  to  the  sky 
for  the  first  time  in  Mojave, 
Calif.  If  s  an  ultralight  jet 
called  GlobalFlyer  (above), 
built  for  one  of  aviation's  last 
grand  challenges:  a  nonstop 
solo  flight  around  the  world. 
Designed  by  Burt  Rutan, 
president  of  Scaled 
Composites,  the  jet  has  an  all- 


BIOTECH 

MAKING  GOOD 
CHOLESTEROL 
EVEN  BETTER 

DRUGS  THAT  reduce  levels  of 
low-density  lipoprotein 
(LDL),  the  so-called  bad 
cholesterol,  have  become 
blockbusters  because  they  cut 
the  odds  of  getting  heart 
disease.  But  there's  growing 
interest  in  another  approach: 
tinkering  with  high-density 
lipoproteins  (HDL),  or  good 
cholesterol.  The  hope  is  that 
boosting  the  levels  or  the 
effectiveness  of  HDL  could 
prevent  or  even  reverse 
atherosclerosis. 

The  Nov.  5  Journal  of 


composites  airframe  with  a 
wingspan  of  114  feet— 
roughly  the  same  as  a  Boeing 
737— but  weighs  just  3,577 
pounds,  until  loaded  with 
18,000  lbs.  of  fuel.  It  could 
set  new  standards  in  flight 
efficiency  and  buff  Rutan's 
image  as  aviation's  most 
influential  living  designer. 

GlobalFlyer's  Around  the 
World  in  80  Hours  flight 
could  come  as  early  as  May. 
At  the  controls  will  be  Steve 
Fossett— famous  for  circling 
the  globe  solo  in  a  hot-air 
balloon  last  year.  Virgin 
Atlantic  Airways  is  backing 
the  venture. 


the  American  Medical  Assn. 
presents  tantalizing  evidence 
that  this  works.  Doctors  at 
Cleveland  Clinic  and  other 
centers  gave  synthetic  HDL  to 
36  atherosclerosis  patients. 
In  just  six  weeks,  plaque 
decreased  by  more  than  1%, 
on  average.  "For  the  first 
time,  we've  shown  we  can 
rapidly  regress  plaques  in  a 
high-risk  population,"  says 
Roger  Newton,  CEO  of  Ann 
Arbor  (Mich.)  startup 
Esperion  Therapeutics,  which 
created  the  biotech  HDL.  The 
test  will  be  whether  this 
treatment  actually  prevents 
heart  attacks.  Researchers 
predict  that  HDL  boosters 
could  be  at  least  as  beneficial 
as  the  current  LDL-lowering 
drugs.  -John  Carey 


NANOTECH 

THE  NEXT 
FRONTIER: 
NANO- 
SLINKIES 

HO,  THE  HELICAL  shapes 
shown  below  aren't  DNA, 
although  they're  almost  as 
tiny.  A  DNA  helix  is  about  2 
nanometers  across;  these 
metal  strands  are  at  least 
10-nm  wide— still  a  smidgen 
next  to  a  human  hair's 
100,000-nm  diameter. 
Despite  their  size,  these 
"nanosprings"  could  do 
some  heavy  lifting  in  future 
devices,  says  Zhong  Wang, 
director  of  Georgia  Institute 
of  Technology's  Center  for 
Nanoscience  & 
Nanotechnology. 

Made  from  zinc  oxide,  the 
springs  are  piezoelectric- 
meaning  they  can  transform 
mechanical  motion  into 
electricity  or  vice-versa. 
Ultrasensitive  nanospring 
detectors  could  flash  a  signal 
when  perturbed  by  minute 
forces  such  as  otherwise 
imperceptible  flows  of  a 
liquid  or  gas.  Conversely,  a 
nanospring  could  expand  in 
response  to  an  electrical 
signal  and  push  a  microdrop 
of  insulin  from  a  capsule 
implanted  in  a  diabetic 
patient.  First,  though,  Wang's 
team  has  to  devise  ways  of 
calibrating  the  springs' 
properties. 
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Grab  a 
Show 

Witha 
DVD 

DVD  recorders  are  plummeting  in 
price,  and  they're  easy  to  use. 

BY  LARRY  ARMSTRONG 
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N  THIS  SECTION: 

1 1  Lenses  that  work       1 
II  while  you  sleep J 


150 


Where  market- 
timers  are  welcome 


154 


The  wild  west  in 
Patagonia 


I  more  substance 


|~  "^^"OU  MAY  BE  LOATH  to  retire  your  VCR  and 
k  f  stash  all  those  tapes  next  to  your  boxes  of  old 
^  i  LPs.  But  if  you've  resisted  because  you  could 
^^/  not  find  a  reasonably  priced  DVD  machine 

that  records— and  because  you  needed  the 
trusty  VCR  to  grab  movies  when  you  were 
iJL.  away  from  home  or  asleep— you  no  longer 
an  excuse.  J  DVD  recorders,  which  cost  $1,000  and  up  just 
-ears  ago,  have  been  plummeting  in  price.  By  yearend, 
vill  cross  the  $300  threshold.  That's  still  a  lot  more  than 


but  you'll  get  all  the  extras  that 
ade  prerecorded  DVDs  such  a  hit: 
ok  and  sound  better;  they  take  up 
ice;  and  they  don't  wear  out. 
ntry-level  recorder  works  pretty 
ike  a  VCR:  You  set  the  time  and 
1,  and  it  records  the  TV  show  on 
c.  But  if  you're  willing  to  spend  a 
r  a  lot)  extra,  DVD  recorders  can 
h,  much  more.  Are  you  an  impa- 
tannel-surfer?  There  are  models 
you  start  watching  a  show  before 
ished  recording.  If  you're  build- 
deo  library,  some  recorders  come 
uilt-in  program  guides,  such  as 
Plus+  or  TiVo,  that  make  search - 
d  recording  programs  easier.  If 
terested  in  producing  your  own 
ovies,  consider  recorders  that 
ols  that  let  you  edit  and  rearrange 


elp  you  sort  thr6ugh  the  options, 
;n  testing  DVD  recorders  that  cur- 
ange  in  price  from  $375  to  around 
.  Given  all  of  their  formats  and  fea- 
>ne  thing  is  certain:  Shopping  for 
ht  machine  won't  be  as  easy  as 
a  VCR.  In  fact,  I'd  go  so  far  as  sug- 
iat  you  visit  die  manufacturers' 
:es  and  read  the  owners'  manuals 
nodels  you're  interested  in. 
.*  in  the  store  or  shopping  on  the 


Internet,  it's  a  matter  of  matching  fea- 
tures to  your  desires  and  pocketbook.  If 
you're  a  videophile  who  can't  bear  to  miss 
an  episode  of Friends,  or  if  you're  building 
a  video  library,  two  models  that  I  looked 
at— RCA's  DRC8000N  and  Pioneer's 
DVR-810H— are  for  you.  (Prices,  indicat- 
ed in  the  table,  vary  widely  depending  on 
the  retailer.)  They  have  easy-to-use  on- 
screen program  guides  that  let  you  record 
a  show  with  a  single  click  of  the  remote. 
The  RCA  recorder  even  keeps  track  of  the 
shows  you've  recorded  and  what  disk 
they're  on. 

Surprisingly,  though,  the  other  three 
recorders— Philips'  low-end  DVDR75, 
Sony's  sole  RDR-GX7  ($535-$650),  or 
Panasonic's  top-of-the-line  DMR-E100— 
couldn't  even  change  the  channel  on  a  ca- 
ble box  or  satellite-TV  receiver  to  record  a 
program.  Instead,  you  have  to  change  it 
manually  before  each  recording— not 
good  news  for  a  video  junkie,  like  me, 
who  records  lots  of  late-night  movies. 
(The  Philips  step-up  DVDR80  can  do  it, 
for  about  $100  more.) 

CLIPPING  COMMERCIALS 

THOSE  MACHINES,  THOUGH,  were  the 
only  ones  with  a  digital  input  jack  for  a 
digital  camcorder,  which  makes  it  easy 
to  copy  your  home  movies  from  the  cam- 


corder tape  to  DVD.  If  you  want  to  edit 
those  movies,  almost  all  DVD  recorders 
let  you  do  some  basic  editing,  such  as 
typing  in  program  titles  that  show  up  on 
the  first  screen  when  you  slip  the  disk 
into  a  player.  If  you  use  erasable  disks, 
you  can  even  mark  chapters  or  scenes. 

The  Sony  recorder  had  the  most  ad- 
vanced editing  tools:  It  takes  over  the 
controls  of  your  camcorder  and  lets  you 
cut  and  rearrange  scenes  with  your  re- 
mote control.  But  an  easier  way  to  edit 
home  movies— or  to  clip  commercials 
out  of  TV  shows— is  to  get  a  recorder 
with  a  built-in  hard-disk  drive,  such  as 
Panasonic's  DMR-E100,  its  cheaper 
DMR-E80  ($540-$700),  or  the  upcom- 
ing Pioneer  DVR-510H.  You  first  record 
onto  the  drive,  make  fixes,  and  then 
write  the  results  to  a  DVD. 

If  you're  after  TiVo-like  features- 
watching  a  show  while  it's  still  record- 
ing, say,  or  while  another  show  is  record- 
ing—two Pioneer  models  come  with  the 
TiVo  service  built-in.  You  can  get  some- 
thing similar,  but  without  TiVo's  pro- 
gram listings,  if  you  pick  a  DVD  recorder 
that  can  handle  erasable  DVD-RAM 
disks.  That  means  any  Panasonic  ma- 
chine or  a  few  other  brands,  including 
Samsung,  Toshiba,  and  Hitachi. 

A  word  about  formats :  There  are  two 
competing  camps:  DVD-R  (referred  to  as 
"dash  R")  and  DVD+R  ("plus  R").  I 
found  that  you  can  safely  ignore  the  dif- 
ference. Once  you've  finished  recording, 
either  will  play  in  about  90%  of  the  73 
million  DVD  players  out  there  today. 

In  the  end,  I  decided  that  either  of 
two  hard-drive-equipped  Panasonic 
and  Pioneer  models  were  best  for  me. 
Now  I'm  settling  back,  remote  in  hand, 
to  give  my  VCR  a  last  fling  while  I  wait 
for  the  holiday  DVD  recorder  sales  to 
begin.  I'm  betting  I  won't  have  to  pay 
more  than  $500.  II 
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Lenses  by  Night, 
Clear  Sight  by  Day 

Spooked  by  surgery?  New  contacts  aim  to  correct 
myopia  while  you  sleep.  BY  CAROL  MARIE  CROPPER 


A  Little  Push 

How  Paragon  Vision  Sciences' 
Corneal  Refractive  Therapy  (C7 
lenses  work 


In  a  nearsighted 
eye,  images  fall 
short  of  the      'a 
retina.  ' 


MYOPIC- 
FOCAL 


IMAGINE  CONTACT  LENSES  YOU 
pop  in  before  going  to  bed  at 
night  and  take  out— with  clear  vi- 
sion—in the  morning.  Sort  of  like 
a  night  brace  for  the  eyes.  About 
20,000  people  have  been  fitted 
with  the  new  lenses,  called 
Paragon  CRT  (Corneal  Refractive  Thera- 
py), since  the  Food  &  Drug  Administra- 
tion approved  them  last  year  for  reshap- 
ing the  cornea  to  correct  mild  to 
moderate  myopia,  or  nearsightedness. 
Fitting  the  lenses  and  treating  both  eyes 
run  $1,000  to  $1,500,  with  an  additional 
$300  to  $500  in  later  years  for  replace- 
ment lenses.  CRT  is  marketed  as  an  alter- 
native to  Laser-Assisted  In  Situ  Kera- 
tomileusis, or  LASIK,  surgery  that  runs 
$3,000  to  $5,000.  And,  unlike  LASIK, 
there's  no  cutting. 

Paragon  Vision  Sciences,  a  respected 
maker  of  the  material  used  in  rigid  gas- 
permeable  contact  lenses,  developed 
CRT.  The  lenses  work  by  molding  and 
flattening  the  cornea.  The  flatter  cornea 
then  focuses  images  farther  back  inside 
the  eyeball,  projecting  them  on  the  retina 
instead  of  in  front  of  it,  as  is  the  case  in 
nearsightedness.  The  lenses  must  be 
worn  every  night  (or,  for  some  patients, 
every  second  or  third  night)  or  the  cornea 
reverts  to  its  previous  shape. 

This  constant  corneal  back  and  forth  is 
one  of  the  reasons  some  ophthalmolo- 
gists, such  as  Ernest  W.  Kornmehl,  a  clin- 
ical instructor  of  ophthalmology  at  Har- 
vard Medical  School,  don't  like  the 
product.  "I  can't  imagine  it's  a  good  thing 
if  the  cornea  is  purposely  being  flattened, 
then  going  back,  and  being  flattened,  then 
going  back,"  he  says.  He  worries  that  CRT 
could  permanently  damage  the  cornea 
and  lead  to  infection  from  wearing  these 
lenses  at  night.  The  FDA  study  found  no 
problems.  But  Dr.  Schachar  Tauber,  an 
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ophthalmologist  and  assistant  professor 
at  Yale  University  School  of  Medicine, 
notes  that  the  study  followed  wearers  for 
only  nine  months.  Plus,  Dr.  Kornmehl 
says  CRT  doesn't  work  for  some  wearers. 
The  folks  at  Paragon  admit  they  would 
like  longer-term  results.  But  that's  a 
shortcoming  of  all  new  treatments,  they 
say.  The  same  concerns  could  have  been 
raised  about  regular  contact  lenses  and 
LASIK  in  their  infancy,  says  Joe  Sicari, 
president  and  chief  executive  of  Paragon. 
Also,  by  now,  some  patients  have  been 
wearing  Paragon  CRT  lenses  for  Qh  years, 
Sicari  points  out,  and,  "there  have  been 
no  reports  of  abnormality  in  any  way, 
shape,  or  form." 

TURF  WAR 

RETICENCE  ON  THE  part  of  ophthalmol- 
ogists dates  to  bad  experiences  with  a 
precursor  treatment  called  orthokeratol- 
ogy,  says  Dr.  Lisa  G.  Wohl,  one  of  only  two 
ophthalmologists  in  the  Chicago  area  list- 
ed on  Paragon  Vision  Sciences'  Web  site 
(paragoncrt.com)  as  certified  to  fit  CRT 
lenses.  But  that  was  before  gas-permeable 
lens  materials  and  sophisticated  eye- 
mapping  equipment. 

Also,  she  adds,  the  turf  war  between 
ophthalmologists,  who  perform  LASIK, 
and  optometrists,  who  can  fit  contacts 
and  CRT  lenses,  may  add  to  doctors'  re- 
luctance. "To  be  honest,"  says  Dr.  Wohl, 
"if  I  hadn't  needed  this  myself,  I  probably 
wouldn't  have  been  as  receptive." 

Now,  both  she  and  her  husband  (who 
were  poor  candidates  for  LASIK)  wear 
Paragon  CRT  lenses.  She  thinks  they  are 
safer  than  either  soft  contact  lenses  or 
LASIK. 

Until  more  studies  are  in,  patients  will 
have  to  decide  which  they  fear  more:  sur- 
gery or  night  lenses.  Or  they  can  learn  to 
love  their  corneas  just  the  way  they  are.  ■ 
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With  the  first  phone  in  the  U.S.  loaded  with  Windows  productivity. 


Here's  the  new  Motorola  MPx200,  a 
slim,  sleek  smartphone  that  keeps 
you  connected  when  you're  out  of 
the  office. 


With  pocket  versions  of  Microsoft  Outlook,' 
MSN   Messenger,  Internet  Explorer,'  and 
Windows  Media  Player,"  you'll  find  familiar 
screens  and  easy  navigation, 


Quick  and  easy  synchronization  with 
your  PC  keeps  you  current  with  office  or 
personal  e-mail. 


Manage  your  Microsoft  Office  inbox, 
calendar  and  contacts  to  stay  productive 
while  on  the  go. 


It's  a  phone  with  a  built-in  PDA,  voice 
dialing,  speakerphone  and  an  expanded 
memory  slot. 


Now  available  only  from  AT&T  Wireless. 

Call  1-866-4AWS-B2B 

or  visit  us  at 

attwireless.com/smartphone 


Introducing  the 

Motorola  MPx200  smartphone 

with  Windows  Mobile"  software, 

Only  from  AT&T  Wireless. 


Designed  for 


IMi 


Windows 


Mobile 


rG3CnOUton  the  wireless  service  America  trusts 


AT&T  Wireless 
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No  Taboo  Against 
Timing  Here 

Legit  market-timing  funds  are  hot  as  trading  in 
others  comes  under  scrutiny.  BY  LAUREN  YOUNG 
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THE  PRACTICE  OF  MAR- 
ket  timing  is  taboo  in  the 
mutual-fund  business, 
especially  now  that  tim- 
ing abuses  have  come  to 
light  and  regulators  are 
trying  to  end  them.  At 
several  small  fund  firms,  however,  market 
timing  is  a  legitimate  business  model,  if 
not  a  virtue. 

Although  they  are  niche  players  in  the 
$7  trillion  fund  business,  funds  that  cater 
to  active  traders— Rydex  Global  Advisors, 
ProFund  Advisors,  and  The  Potomac 
Funds— are  gaining  in  popularity.  Pro- 
Fund's  assets  have  increased  20%  since 
the  fund  scandal  broke  in  September.  The 
others  are  also  reporting  brisk  inflows, 
which  are  likely  to  continue  as  regulators 
move  to  slap  redemption  fees  on  most 
funds.  (Money-market  and  market-tim- 
ing funds  are  expected  to  be  exempt.) 

The  allure  of  these  fund  groups  is  that 
there  are  no  restrictions  on  how  often  an 
investor  can  buy  and  sell  fund  shares.  You 
can  buy  a  fund  on  Monday  and  sell  it  on  a 
Tuesday  and  buy  it  back  again  on 
Wednesday.  Most  firms  have  limits  on  the 
number  of  trades  an  investor  can  make 
annually.  In  nearly  all  the  mutual  funds  at 
Vanguard  Group,  for  example,  you  can 
make  only  two  round-trip  trades  (buy  and 


sell  the  same  fund)  each 
year.  Although  some  large 
fund  companies  have  clear- 
ly violated  the  rules,  others 
strictly  enforce  them. 
American  Century  Invest- 
ments has  eight  people 
whose  job  is  to  comb  in- 
vestors' trading  records 
looking  for  timers.  Viola- 
tors may  be  asked  to  leave  if 
they  don't  follow  the  rules. 
Most  of  the  market-tim- 
ing funds  are  also  index  funds.  That  makes 
it  easier  for  the  managers  to  trade  the  un- 
derlying securities  in  response  to  rapidly 
changing  inflows  and  outflows.  With  in- 
dexing, managers  also  can  more  easily  use 
derivatives  to  enhance  performance. 

TURBOCHARGED-AND  VOLATILE 

EVEN  IF  THEY  are  mainly  based  on  in- 
dexes, timer  funds  aren't  as  cheap  as  a 
plain-vanilla  Standard  &  Poor's  500- 
stock  index  portfolio.  True,  they  don't  levy 
sales  charges  or  redemption  fees,  but  they 
do  carry  a  premium  for  trading  privileges. 
Expenses  average  above  1.60%  of  assets 
at  Potomac  and  Rydex  and  2.09%  at  Pro- 
Fund.  That's  high  for  index  funds,  but  not 
for  more  conventional  funds  run  by 
stockpickers. 


\\ 


Of  course,  many  investors  will| 
premium  for  innovative  funds 
just  don't  find  anywhere.  Sure,  yd 
buy  simple  S&P  500  funds,  but  yd 
also  choose  turbocharged  funds  th^ 
to  magnify  the  daily  performance  i 
jor  indexes  such  as  the  NASDA(] 
That's  the  point  of  Potomac  OTC  Plj 
tomac's   best-performing   fund, 
companies  offer  funds  that  move  I 
opposite  direction  of  the  market  b| 
ing  short  securities  or  derivatives, 
were  great  performers  during  tM 
market,  but  they're  not  doing  wel 
except  for  those  that  are  bearn 
bonds— such  as  ProFund  Rising 
Opportunity  and  Rydex  Juno. 

These  funds— especially  the  soup 
versions— can  be  extremely  volatile 


Getting  In  and  Out  Fast 


2003's  Best  Performers* 


2003's  Worst  Performers* 
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AVERAGE 

EXPENSE 

RATIO 


TOTAL  NET 

ASSETS 
(SMILLIONS) 


FUND  NAME 
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TOTAL 
RETURN- 


FUND  NAME 


The  Potomac  Funds 


11 


1.67 


500 


Potomac  OTC  Plus 


POTCX 


52.7 


Potomac  OTC  Short 


POTSX 


ProFund  Advisors 


40 


2.09 


4628 


ProFund  Semicond.  Ultra 


SMPIX 


151.7 


ProFund  Ultra  Short  OTC 


USPSX 


-5 


Rydex  Global  Advisors        34 


1.62 


9323        Rydex  Velocity  100 


RYVYX 


88.6 


Rydex  Venture  100 


RYVNX     -5 


"Through  Oct  31  "Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 


Data:  Standard  & 
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The  lawyers  go  for  your  data  backups  first.  VERITAS,  the  leader  in  data  backup, 
now  provides  integrated  archiving  and  retrieval.  Years  of  data,  just  clicks  away. 


veritas.com 


VERITAS 
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Personal  Business 


in  point:  Potomac  OTC  Plus  gained  more 
than  129%  in  1999,  but  it  dropped  nearly 
48%  the  following  year.  That  volatility, 
however,  is  what  market  timers  savor.  "If 
you  are  adept  enough  to  pick  [funds]  at 
the  right  time,  you  can  make  money  in  any 
market,"  says  James  Ackles,  president, 
CEO,  and  CIO  of  LBS  Capital  Management 
in  Clearwater,  Fla.,  who  times  the  market. 
After  three  straight  years  of  losses  in 
equities,  timing  is  gaining  some  credibil- 
ity over  the  buy-and-hold  style.  It  doesn't 
hurt  that  experts,  including  investment 
guru  Peter  Bernstein,  say  active  trading 
could  be  the  best  way  to  make  money  in 


coming  years  because  trends  will  be 
shorter-lived  and  the  market  more 
volatile.  "This  whole  concept  that  *buy 
and  hold'  is  safe  is  extremely  misleading 
to  the  public,"  says  Roger  Schreiner,  an 
Exton,  Pa.,  adviser  who  practices  market 
timing.  "You  have  to  accommodate 
weather  and  traffic  conditions." 

Market  timing  sounds  easier  than  it  is. 
"The  reason  we  caution  investors  about 
market  timing  is  that  so  many  have  tried 
it— and  so  many  have  failed,"  says  Jeffrey 
Ptak,  an  analyst  at  Morningstar,  the 
Chicago  fund  tracker.  The  strategy  re- 
quires tremendous  rigor  and  a  laser  focus 


on  the  ever-changing  markets 
vestors  simply  don't  have  that  kii 
cipline,  and  these  companies  war 
serious  traders.  Rydex,  for  insta 
the  bar  high  by  requiring  a  $25,0 
mum  initial  investment,  though 
can  get  in  with  lower  minimums 
a  fund  supermarket.  Nearly  three 
of  Rydex'  clients  are  financial  adv 
Truth  be  told,  many  marke 
don't  trade  all  that  much.  Ryde) 
just  20%  of  its  customers  trade  ir 
of  a  fund  more  than  once  a  montl 
they  spend  the  rest  of  the  time 
when  to  make  those  trades.  II 


Tech:  Where  the  Prizes  Are 

Firsthand's  Landis  sees  plenty  of  promise  in  wireless  communications 


KEVIN  M.  LANDIS'  INVESTORS  HAVE  BEEN  on  one  wild  ride.  Since 
his  Firsthand  Technology  Value  Fund  opened  in  May,  1994, 
he  has  taken  them  through  periods  of  triple -digit  returns  and 
double-digit  losses.  For  those  who've  stayed  with  him,  the  re- 
sults are  sweet:  an  average  annual  return  of  18.3%.  This  year, 
his  $925  million  fund  is  up  78.3%.  (Both  returns  are  as  of 
Oct.  31.)  Personal  finance  writer  Lewis  Braham  recently 
caught  up  with  the  manager  at  his  office  in  San  Jose,  Calif. 

Will  the  tech-stock  rally 
continue? 

Yes,  but  not  necessarily 
across  the  board.  Tech  has 
benefited  from  a  dramatic 


shift  in  investor  sentiment 
this  year,  and  much  of  that 
gain  is  behind  us.  Many  of 
the  NASDAQ's  leading 
stocks— Cisco,  Microsoft, 
Dell,  Oracle,  Sun,  Intel- 
have  bounced  back,  but 
they  are  in  relatively  mature  industries. 
From  here  on  out,  success  will  depend  on 
investing  in  the  companies  that  are  posi- 
tioned to  take  advantage  of  industry 
trends  where  there  is  real  growth. 

What  trends  are  those? 

We're  particularly  excited  about  wireless 
communications.    It's    not    just    cell 


phones,  although  we  do  be- 
lieve we're  in  the  midst  of  an 
upgrade  cycle  for  cell-phone 
handsets  in  the  U.S. 

We're  also  excited  about 
other  technologies,  includ- 
ing Wi-Fi— the  technologies 
that  make  possible  high-fre- 
quency wireless  local-area 
networks— and  wireless  lo- 
cal-loop technology,  which 
permits  rapid  rollout  of  serv- 
ice to  areas  in  developing  nations  that 
have  no  wired  telephone  system  in  place. 
Another  promising  field  is  consumer 
electronics:  digital  cameras,  digital  vide- 
orecorders  such  as  TiVo,  and  video 
games,  all  of  which  showed  strong 
growth  even  through  the  economic 
downturn.  We  expect  these  areas  to  con- 
tinue to  do  well. 


What  are  your  favorite  companies  ij 
industries? 

In  wireless  infrastructure,  UTStal 
one  of  my  favorites.  The  compa 
had  tremendous  success  selling  ilj 
less-local-phone  solutions  in 
which  is  a  market  still  in  its  infar 
other  company  we  like  is  Skyworkj 
tions,  which  is  developing  next- 
tion  technology  for  handsets. 

On  the  consumer  side,  Lexar  | 
and  SanDisk  are  in  a  position 
advantage   of  the   growth   in 
photography,  as  they're  two  of  1 
mary  suppliers  of  removable  flasr 
ory  for  these  products.  Another 
play  in  this  sector  is  Zoran,  a  chip) 
whose  products  are  found  in  digita 
eras   and   in   DVD   players   anc 
recorders. 

What  company  in  your  fund  right  noj 
offers  the  best  value  to  investors? 

It's  Electronic  Arts.  The  company! 
commanding  share  of  the  large  anl 
growing  video-game  market.  Lasi 
sales  of  video-games  industrywiq 
ceeded  $10  billion  and  topped  mo\ 
office  sales.  Over  50%  of  U.S.  housd 
have  a  game  console  of  some  kind 
that's  why  Electronic  Arts  can  becoj 
entertainment  powerhouse.  II 
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,ing  higher. 

)s  to  the  head  start.  To  the  will  to  win  through. 

putsche  Bank  we  share  your  passion  to  hit  the 
lid  running,  to  seize  the  opportunity,  to  make  it 
fen. 

[hat  makes  us  one  of  the  world's  leading  financial 
Jtions.  And  it's  why  the  most  demanding  clients 
US,  and  around  the  world,  trust  us  to  perform. 

ss  disciplines,  across  regions.  With  absolute 
ation,  leading-edge  insights,  powerful  solutions. 

ou  ready? 

Ieutsche-bank.com 


Deutsche  Bank 


o  Bank  Securities  Inc..  a  subsidiary  of  Deutsche  Bank  AG.  conducts  investment  banking  and  securities  activities  in  the  United  States. 
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Patagonia's 
Peak  Experiences 

Dude  ranches,  Argentine  style.  BY  JOSHUA  GOODMAN 


YOUR  OWN  ESTANCIA  IN 
Patagonia?  Such  extrav- 
agances are  off  limits  to 
all  but  the  Ted  Turners 
and  Rod  Stewarts  of  the 
world,  two  of  the  re- 
gion's celebrity  ranch- 
ers. But  even  if  you  can't  afford  to  buy  a 
piece  of  Argentina's  big-sky  paradise,  you 
can  frolic  in  one  while  immersed  in  the 
history  and  tradition  that  only  an  authen- 
tic Patagonian  sheep  farm  can  provide. 

Estancias  trace  their  roots  to  the  early 
20th  century  golden  age  of  wool,  well  be- 
fore Patagonia  became  a  playground  of 
the  jet  set.  To  setde  this  desolate  corner  of 
the  world,  Argentina  resorted  to  mam- 
moth-sized land  grants  to  attract  down- 
on-their-luck  European  immigrants.  With 
great  sacrifice,  this  hearty  lot  prospered 
over  time.  Their  signature  legacy  was  the 
modest,  corrugated-iron  homesteads,  of- 
ten shipped  in  pieces  from  England,  used 
to  resist  the  region's  fierce  winds.  Begin- 
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ning  in  the  1950s,  though,  the  fleecy  liveli- 
hood began  to  languish  as  synthetic  fibers 
and  soil  erosion  advanced.  To  stem  the  de- 
cline, many  ranch  owners  woke  up  in  the 
1990s  to  the  economic  potential  of  sharing 
their  way  of  life  with  tourists. 

Staying  on  an  estancia  is  an  ideal  anti- 
dote for  stress,  and  in  the  aftermath  of  Ar- 
gentina's peso  devaluation  starting  in 
January,  2002,  costs  a  fraction  of  similar 
dude-ranching  oper- 
ations in  the  U.S. 
Whether  it's  fry-fish- 
ing, horseback  rid- 
ing, fossil  hunting, 
or  hiking,  the  range 
of  activities  offers 
something  for  every- 
one. More  sedate 
visitors  will  enjoy 
poring  over  family 
treasures,  such  as  old 
photos  and  maps, 
watching  gauchos  at 


ARGENTINA 


Pacific    J 
Ocean    \ 


El  Chalten- 


work,  or  reading  a  book  under  the 
summer's  midnight  sun.  Sure,  a  fo 
hotel  may  offer  an  Internet  conn 
but  no  modern  comfort  compare 
the  liberating  sensation  you'll  fi 
stalled  in  your  peaceful,  quaint  qi 
and  staring  out  a  bay  window  at  P 
nia's  fenceless  landscape,  which  is 
ied  as  it  is  untamed  and  lonesome. 
You  can  find  estancias  throu 
Patagonia  but  the  quality  of  acconr 
tions  ranges  considerably.  First-tim 
tors  might  prefer  the  better  servicec 
near  Los  Glaciares  National  Park, 
gateway  is  the  touristy  town 
Calafate,  a  3^-hour  plane  ride 
Buenos  Aires.  The  Patagonia  ice  ca 
world's  largest  nonpolar  ice  field, 
pies  the  bulk  of  the  1.5  million-acr 
serve,  a  Unesco  World  Heritage 
From  its  mantle  descend  47  glaciei 
most  breathtaking  of  which,  the 
Moreno  glacier,  is  four  times  the 
Manhattan. 

Within  sight  of  the  glacier,  Alta  V: 
a  second-to-none,  excl 
B&B  occupying  the  fc 
main  house  of  the  legei 
La  Anita  estancia. 
150,000-acre  ranch  wa 
mortalized  as  the  epic 
of  a  1921  uprising.  It  res 
in  the  death,  by  firing  sc 
of  hundreds  of  stri 
farmhands  inspired,  in 
by  anarchist  immigrant 
ble-rousers.  Rates  stai 
at  $220  a  night  per  root 
elude  some  meals,  prep 
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Think  all  local  telephone 
plans  for  business  are  the  same? 
Take  a  closer  look.  Think  one 
local  phone  carrier,  nationwide^ 
Think  one  bill.  Think  National 
Local  Service,  coming  from  XO" 
Simple,  intelligently  priced 
local  phone  service  for  all  your 
offices  across  the  country. 
No  more  countless  providers. 
No  more  countless  contracts. 
It's  new.  It's  remarkably  easy. 
And  it's  the  kind  of  thinking 
you  can  expect  from  X0!M 
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Not  just  talk 
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ULL  TO  GET  CONNECTED    1  866-SIMPLY  XO  (746-7599) 


VOICE/DATA/INTERNET  ACCESS/WEB  HOSTING 
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by  an  incredible  chef,  who  cooks  up  a 
lot  more  than  your  standard  fare  of 
broiled  mutton  and  potatoes.  You  also 
get  tours  of  the  still-working  estancia 
and  its  football-field  sized  galpon,  or 
shearing  shed. 

TOP  OF  THE  WORLD 

NEARBY,  WITH  ROOMS  starting  at  $84 
a  night,  is  the  Slavic-seltled  Nibepo 
Aike.  Frozen  in  time,  the  century-old 
farm's  down-home  charm  and  unbeat- 
able natural  setting,  on  the  shores  of 
emerald-colored  Lago  Roca,  compen- 
sate for  its  lack  of  refinement.  This  farm 
specializes  in  horseback  riding. 

From  El  Calafate  it's  a  four-hour  bus 
journey  across  empty  tablelands  to  the 


SADDLE  UP  park's  northern  end  and 
A  gaucho  at  the  alpine  hamlet  of  El 
El  Pilar  Chalten.     Despite     its 

^^■"  pocket  size,  El  Chalten's 

privileged  location  in  the 
shadow  of  the  craggy  Fitz  Roy  massif 
make  it  a  magnet  for  hikers  and  alpin- 
ists the  world  over.  If  the  silhouette  of 
granite  spires  surrounding  the  pyramid- 
shaped  Fitz  Roy  look  familiar,  it's  be- 
cause these  peaks  adorn  the  outdoor 
wear  marketed  by  clothing  company 
Patagonia  Inc.  One  person  who  knows 
these  mountains  well  is  Marcelo  Pagani, 
climber-owner  of  Hosteria  El  Pilar,  a 
cozy  mountain  lodge  offering  un- 
matched bedroom  views  of  the  11,171- 
foot  Fitz  Roy  for  just  $50  to  $80  a  night. 
Word  is  quickly  spreading  about  the 
charm  of  Patagonia's  estancias,  and 
with  most  farms  containing  only  two  or 
three  guest  rooms,  reservations  are  a 
must.  Seasons  in  the  southern  hemi- 
sphere are  reversed,  so  the  best  time  to 
visit  is  from  November  to  April.  To  make 
a  reservation,  contact  Estancias  de  San- 
ta Cruz,  a  Buenos  Aires  booking  agent, 
at  5411  4325-3098  or  estanciasdesan- 
tacruz.com.  Then,  slip  on  your  best  city- 
slicker  Stetson  and  prepare  for  one  wild 
and  unforgettable  ride.  ■ 
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HAT  TRICK  2004  XJs 
are  roomier,  quieter, 
and  handle  better 


A 


Jaguar:  High  Styl 
More  Substance 

Past  failings  are  history.  BY  KATHLEEN  KERWIN 


NOT  SO  LONG  AGO, 
Jaguar's  flagship  XJ 
sedan  was  like  a  pair  of 
$500  Manolo  Blahnik 
shoes:  sexy,  gorgeous, 
but  hardly  comfort- 
able. No  one  has  yet 
figured  out  how  to  make  four-inch  stilet- 
to heels  easy  on  the  feet.  Happily, 
though,  the  Jaguar  XJ  introduced  this 
year  retains  its  looks  while  losing  nearly 
all  of  its  shortcomings. 

The  new  Jag  is  more  powerful,  quieter, 
roomier,  and  handles  better.  No  longer  do 
drivers  have  to  tolerate  awkwardly  placed 
controls  as  quirks  of  the  car's  British  her- 
itage or  balky  performance  as  the  price  of 
style.  Cockpit  controls  are  now  logical  and 
intuitive— and  still  swathed  in  buttery 
leather  and  glossy  walnut  burl.  Both  the 
rear  seat  and  trunk  get  decent  space,  and 
sliding  in  and  out  of  the  car  is  consider- 
ably easier. 

The  real  joy,  though,  is  in 
the  driving.  All  three  ver- 
sions of  the  seventh-genera- 
tion XJ— the  Xj8,  sportier 
XJR,  and  luxe  Vanden  Plas— 
benefit  from  an  aluminum 
body  fastened  with  aircraft- 
style  rivets  and  adhesives. 
That  cut  the  Xj's  body 
weight  by  40%,  allowing  Jag 
to  add  all  kinds  of  high-tech 
extras  without  getting  too 
heavy.  The  change  also  gives 


SMART  SET- 

redesigned 


the  car  60%  greater  stiffness 
proved  ride  and  handling.  A  cot 
ized  air  suspension,  dynamic 
control,  six-speed  gearbox,  and 
horsepower  V-8  make  the  XJ8, 
starts  at  $59,995,  a  delight  on  tr 
road.  In  fact,  the  effortless  accelc 
smooth  ride,  and  hushed  interior 
all  too  easy  to  exceed  the  spee 
without  noticing. 

As   for   the   super-charged 
nudge  is  all  it  takes  to  unleash 
horses.  The  car's  five-second  zerc 
acceleration  creates  enough  G-fi 
push  you  firmly  back  into  the  w< 
stered  leather  seats.  The  XJR  joi 
sportiest  high-end  BMWs  and  Me  I 
Benzes  at  a  comparatively  affo 
$74,995  base  price.  The  XJ  Vande 
starting  at  $68,995,  offers  heatec  | 
lamb's-wool  rugs,  fancy  tires, 
high-end  sound  system. 

Jaguar— and  paren 
Motor— have  a  lot  rid  F 
the  new  sedan.  Del; 
launching    the    XJ, 
British    factory    stri 
with  the  intricacies  of 
ing  aluminum,  contr, 
to  the  division's  $500  r  i, 
loss  last  year.  Ford  CE 
Ford  Jr.  is  counting  o 
mium  brands  to  cont 
one-third  of  corporate 
within  a  few  years.  Th  ! 
XJ  should  help.  II 


UP  The 
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American  Traditions 


»  things  are  best  when  they  have  a 
'ty rise  inside.  Not  your  investments. 


numerous  market  rotations.  This  perspective  allows  them  to 


keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


please  call  your  advisor  or  visit  www.americancentury.com. 


,,  ou  choose  a  value  fund,  you  expect  it  to  perform  like 

jit  I 


JOL 

\|e  fund.  Which  is  why  our  funds  are  managed  to  ensure 

§> 
del  i 

;"  msistency.  They  let  you  build  a  balanced  portfolio 


nfidence.  Our  seasoned  managers  have  been  through 


You  11  find  the  way  we 

Duration 

Equitv 
Income 

(TVVEIX) 

S&P  500 

manage  our  value  funds 

1  Year 

20.17% 

24.40- 

3  Years 

9.75% 

-10.13 

says  a  lot  about  our 

5  Years 

10.37% 

1.00 

Life  of  Fund 

14.0b 

10.76 

values  as  a  companv. 

'  W/03> 

\ntee  of  future  \  tment  returns  am  <r  less  than  origin 


i 
isi 

OH   performanx  t  information,  please  call  us  or  vhdi  un/zu^americancenhnyxorn, 
pj   .,■   i  rnnanceandan 

' meaningful titan short-term perfox  estmentqfalldi  capitalgams  Rcrfbrmance rej  rQasssharcs  I  nabout 

01    dlssi 


opitalization-weighted  index  o  d  by  Standard  t  trketm 

not  .m  investment  product  available  for  purchase 

1-S77-44   l\li  I  Viiifii  protpet  tu*  uitli  more  complela  information,  Including  charges,  expenses  <»i</  mintmums.  Be  sure  to  read  it  carefully  before  uou  invest 

twit 

■    |  u  K  and  BIN*  Oi  lm 

'entury  Investment  Services,  In,  O2O03  American  Century  Si  i  ition 


American 
Century. 

Investment  Managers 


Personal  Business  Footnotes 


EDITED  BY  CAROL  MARIE  CROPPER 


PENSIONS 

Negative  Nest  Eggs 

YOU  MIGHT  THINK  the  rising 
stock  market  is  en  route  to 
curing  what  ails  Corporate 
America's  pension  funds.  But 
many  pension  plans  are  actually 
in  worse  shape  now  than  last 
year.  By  yearend,  the  companies 
in  the  Standard  &  Poor's  500- 
stock  index  will  be  $247  billion 
short  of  where  they  need  to  be 
to  finance  pension  obligations 
to  future  retirees.  That's  up 
from  a  $225  billion  deficit  in 
2002,  according  to  accounting 
experts  at  Credit  Suisse  First 
Boston.  Moreover,  some  340 
companies  are  expected  to  have 
underfunded  plans  by  the  end 
of  2003,  a  small  increase  from 
334  last  year. 

Why  the  deterioration? 
Although  stock  returns  are  up, 
so  is  the  size  of  most  pension 
obligations.  That' s  because  the 
value  of  that  obligation  moves 
in  the  opposite  direction  from  interest  rates— and  rates  moved  down  this  year. 

Thanks  to  a  quirk  in  pension  accounting,  this  year's  negative  results  won't  flow 
immediately  to  the  bottom  line.  Instead,  they'll  be  averaged  with  prior  years'  results 
and  spread  over  several  years.  CSFB  accounting  analyst  David  Zion  figures  pension 
woes  are  likely  to  reduce  the  S&P  500's  collective  bottom  line  by  $19  billion  in  2003, 
$26  billion  in  2004,  and  $37  billion  in  2005.  -Anne  Tergesen 


FOOD 

IF  YOU'RE  READY  to  move  beyond  a  Butterball  this 
Thanksgiving,  consider  buying  a  Heritage  turkey.  These  rare 
breeds,  rescued  from  near-extinction  in  recent  years  by  small 
farmers,  trace  their  bloodlines  to  wild  turkeys  from  colonial 

times.  When  properly  roasted, 
they're  richer  in  flavor  and  juicier 
than  the  commercial  varieties  you 
may  be  used  to.  Heritage  birds, 
which  include  the  Narragansett, 
Bourbon  Red,  Standard Bronze,  and 
White  Holland  breeds,  cost  $4  a 
pound,  plus  shipping.  Order  before 
Nov.  14tn  from  slowfoodusa.org  or 
212965-5641.  -EdLevine 
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HEALTH  CARE 

PLAN  ON 
FATTENING  Y( 
FLEX  SPENDIN 

WITH  HEFTIER  MEDICAL  costs  head 
your  way,  now's  the  time  to  rethi 
much  to  stash  in  a  flexible  spend 
account  for  2004. 

An  FSA  lets  you  save  up  to  $5,< 
of  your  earnings  before  taxes  to  j 
medical  expenses.  But  don't  just 
money  in.  You'll  lose  anything  yc 
use  by  yearend.  Last  year,  5%  of 
dollars  employees  put  in  was  for 
says  Chris  Giammona,  a  health 
consultant  at  Mercer  Human  Re 
Consulting.  Here's  a  checklist  of 
charges  to  consider: 
CO-PAYS  For  routine  in-network 
they  may  be  going  from  $10  or  $ 
$15  or  $20.  Specialists  might  cos 
or  $40.  You  may  also  see 
a  new  co-pay  of 
$250  to  $500  V— ^. 

for  hospital 
visits. 

DEDUCTIBLES 
Don't  be  surprised 
if  these  rise  from, 
say,  $200  or  $250  to 
$300  or  $350. 
CO-INSURANCE  The 
percentage  of  the  bill  you 
pay  for  hospital  stays,  outpatient 
procedures,  or  doctor  visits  outsic 
network  may  go  from  10%  to  20^ 
even  30%. 

PRESCRIPTIONS  In  tiered  plans,  yc  4 
might  spend  $10  or  $15  for  gener 
$20  or  $25  for  preferred  name  br 
drugs,  and  $35  to  $50  for  medica 
not  on  the  insurer's  preferred  list 
OVER-THE-COUNTER  DRUGS  Good 
here:  Next  year,  you  can  be  reimb 
for  nonprescription  medicines  frc 
FSA.  But  don't  try  to  sneak  in  nor 
prescription  vitamins  or  toiletries 
ANNUAL  OUT-OF-POCKET  MAXIMU 
worst-case  scenario  may  have  jus 
gotten  worse.  The  cap  for  individi 
may  go  from  $1,000  or  $1,500  to 
or  $2,000.  That  generally  doubles 
families.  Remember,  things  like 
deductibles,  co-pays  and  uncoven 
vision  or  dental  bills  may  not  coui 
toward  that  cap.  -Carol  Marie  Cr 
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Yes,  there  is  a  more  intelligent  way 
to  improve  sales  force  productivity. 


4 


Business  Intelligence  from  Business  Objects 


\lo,  another  incentive  program  probably  won't  make 
our  sales  force  more  productive.  But  better  information 
vill.  And  while  plain  CRM  software  doesn't  provide 
hat  information,  Business  Objects  does. 
feu  see,  our  business  intelligence  software  mines 
tales  information  from  all  vour  systems  -  sales  force 
[,rjiuU>mation,  marketing  customer  support,  and  finance. 
A'hich  provides  both  management  and  the  sales  force 


ical 

!St. 

incomplete  visibility   into  customers,   prospects,  sales 

10,1  ictivities  and  the  pipeline.  So  you  can  target  the  best 

ie& 

jrospects.    railoi    youi    offerings  to  those  prospects 


Streamline  the  entire  sales  process.  And  close  bigger, 

more  profitable  deals  sooner. 

Business  intelligence  solutions  from  Business  Objects 

enable  you  to  track,  understand,  and  manage  your 

enterprise.  In  fact,  more  than  17,500  companies  rely  on 

our  solutions  to  unlock  the  power  of  information  to 

improve  enterprise  performance  every  day. 

Perhaps  you  should,  too.  For  our  free  business  paper 

"Optimizing   Salc>    lone    Productivity,"    please    visil 

www.businessobjects.com/produchvitv.  And  see  why 

better  information  is  the  sweetest  carrot  of  ail. 


Personal  Business 


BY  ROBERT  BARKER 


Hiring  Companies 
Are  working  Overtim* 


Cynics  might  read  these  seven  words  from  the  Federal  Reserve— "the  J; 
market  appears  to  be  stabilizing"— as  a  sop  to  certain  Washingtonians 
are  anxious  about  their  own  job  security.  Fact  is,  though,  the  Fed's  Oct. 
observation  was  anticipated  months  ago  by  stock  investors,  who  first  s; 
more  hiring  on  the  horizon  last  spring.  Since  Mar.  31,  employment- se 


stocks  are  up  79%,  more  than  triple  the  gains  in  the  Standard  & 
Poor's  500-stock  index. 

Along  with  such  giants  as  Adecco,  these  companies  include 
at  least  eight  others  with  a  variety  of  specialties  and  market 
values  of  more  than  $500  million  (table).  Yes,  they  have 
already  rewarded  the  investors  who  bought  back  when  it  was 
Uncle  Sam  who  was  doing  the  bombing  in  Baghdad.  And  yes, 
the  easy  money  in  these  stocks  is  gone.  Yet  this  run  of  happier 
days  for  shareholders  of  employment-services  companies, 
which  have  expanded  far  beyond  simply  filling  the  odd 
temporary  receptionist's  job,  may  not  be  over. 

IT'S  INSTRUCTIVE  FIRST  of  all  to  look  back  at  what  happened  to 
this  group  of  stocks  when  the  nation  crawled  out  of  its  last 
recession.  In  June,  1991,  the  U.S.  labor  market  broke  an  11- 
month  string  of  smaller  and  smaller  nonfarm  payrolls.  In  the 
seven  preceding  months,  the  stocks  had  gotten  off  to  a  head 
start,  jumping  46%  from  a  low  the  previous  October.  But  they 
didn't  stop  there,  gaining  9%  more  through  the  rest  of  1991, 
23%  the  next  year,  and  15%  in  1993. 

History  rarely  repeats  with  precision,  and  with  steeper 
unemployment  insurance  and  workers'  compensation  costs, 
future  job-creation  trends  are  sure  to  change.  But  most 
staffing  companies  see  clearer  skies  ahead.  A  key  factor  for 
investors  is  that  the  group  has  cut  costs  and  debt.  The  Swiss 


More  Hiring:  Some  Beneficiaries 

COMPANVSYMBOL 

MARKET 
VALUE 

STOCK 
PRICE 

EST.  EPS 

CASH  AND 
EQUIVALENTS 

TOTAL 
DEBT 

2003 

2004 

Adecco  ADO 

$10,917 

$14.66 

$0.35 

$0.43 

$1,165 

$2,398 

CDI  CDI 

637 

32.78 

1.24 

1.60 

56 

0 

Keane  KEA 

849 

13.32 

0.49 

0.56 

91 

153 

Kelly  Services  KELYA 

872 

24.50 

0.14 

0.72 

.61 

33 

Manpower  MAN 

3,678 

47.32 

1.52 

2.07 

288 

802 

MPS  Group  MPS 

961 

9.52 

0.22 

0.38 

109 

0 

Resources  Connection  RECN 

566 

25.12 

0.73* 

0.97* 

31 

0 

Robert  Half  International  RMI 

4,025 

23.65 

0.04 

0.39 

344 

2 

Spherion  SFN 

521 

8.75 

-0.17 

0.15 

52 

101 

Figures  in  millions,  except  per-share  data    "Estimates  for  fiscal  years  2004  and  2005.  ending  i 
Data:  Company  reports,  ComStock,  Standard  &  Poor's 

firm  Adecco  is  a  good  example.  It  is  more  leveraged  tha 
staffing  companies.  Yet  the  industry's  leader  has  worke 
debt  down  this  year  by  23%  and  lowered  its  own  payro 
2,500,  or  8%.  Result:  Costs  in  the  third  quarter  fell  9% 
driving  operating  income  up  25%  on  a  2%  gain  in  sales 
For  the  group's  higher  stock  prices  to  be  justified,  be 
revenue  growth  will  have  to  arrive  in  2004.  Keane,  whi 
consults  on  and  designs  information-technology  projec 
along  with  providing  IT  staffers  or  whole  call-center  cr< 
such  lower-wage  spots  as  India,  says  it  sees  strength  an 
financial-services  clients  now,  not  just  those  in  health  c 
the  public  sector,  which  had  tided  it  over.  "Even  the  mo 
down-and-out  industries  have  stabilized,"  CEO  Brian  K 
says.  At  Kelly  Services,  President  Carl  Camden  similarly 
reports  a  widespread  pickup  across  various  clients,  indi 
and  regions.  "For  the  first  time  since  the  recession  starti 
feel  that  we  are  moving  into  the  job -creating  part"  of  th 
cycle,  he  said. 

Some  smaller  companies,  such  as  Resources  Connect 
Costa  Mesa,  Calif.,  are  coming  through  their  first  recess 
Spun  off  by  Deloitte  &  Touche  in  1999,  it  went  public  th 
year  and  has  been  growing  swiftly.  Like  its  much  larger 
better-known  rival,  Robert  Half  International,  it  provide 
companies  with  staffers  for  specific  accounting  and  fina 
projects.  Both  are  also  helping  clients  hew  to  auditing  n 

under  the  Sarbanes-Oxley  Act 
Group,  perhaps  best  known  fo^ 
IT  staffing  unit,  Modis,  is 
expanding  its  ranks  of  lawyers 
hire.  Revenue  in  the  professioi 
services  division  rose  4.5%  in  t 
third  quarter  over  the  prior  qu 
as  operating  income  jumped  2 
With  their  varying  focuses, 
of  these  companies  will  do  betl 
than  others.  But  their  strong 
balance  sheets  and  prospects  f< 
sales  growth  make  them  fair  b( 
Washington's  dearest  hope:  m( 
jobs  in  2004.  ■ 

E-mail:  rb@businesswee, 
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Enterprise  Rent-A-Car  wanted  to  reduce  operational 

Hists.  Xerox  found  the  key  to  success  by  moving  1.7  million 

\  ital  documents  onto  their  intranet  every  month. 

There's  a  new  way  to  look  at  it. 


more:  www.xerox.com/learn   For  a  sales  rep:  1-800-ASK-XEROX  ext.  LEARN 

-    :    '»<i*'ii  n«w  way  to  look  at  it  are  uadanwks  ol  XEROX  CORPORATION 
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Personal  Business  Inside  Wall  Stre 


BY  DAVID  HENRY 

INVESTIGATOR  KROLL'S  MANY  SERVICES  ARE  ON  TRACK  TO  GUI 
AS  PAYROLLS  SWELL,  SO  WILL  THE  PROCESSING  BUSINESS  ATI 
JUNK-MAILER  HARTE-HANKS  BENEFITS  FROM  DO-NOT-CALL  Rl 


TARRED  BY  A  LINK 
WITH  CLEANUPS 


DOLLARS 


MAY  2.  03  NOV.  5. '03 

Data  Bloomberg  Financial  Markets 


A  Gumshoe  on  the  Go 

SINCE  THE  FIRST  rule  of  investigators  is  to  keep  mum 
about  their  work,  if  s  not  surprising  Kroll  (KROL)  is  little 
understood.  A  detective  agency  30  years  ago,  Kroll  has 
grown  into  a  $500  million-a-year  mix  of  investigative, 
accounting,  and  restructuring  services. 
But  Kroll  has  recently  been  typecast  as 
a  play  on  corporate  restructurings— a 
business  expected  to  cool  as  the 
economy  warms,  notes  Tucker  Walsh 
of  the  State  Street  Research  Emerging 
Growth  Fund,  which  owns  the  stock. 
Walsh  says  the  market  isn't  taking 
account  of  Kroll's  diverse  nature.  As 
the  economy  picks  up,  he  says,  so  will 
Kroll's  revenues  from  scrutinizing  new 
employees  and  checking  for  dirt  in 
corporate  takeover  targets  and  initial 
public  offerings.  Figuring  Kroll's  earnings  will  grow  15%  to 
20%  a  year  in  good  times  and  bad,  Walsh  says  the  stock  is  a 
buy  at  its  current  23,  or  16  times  First  Call's  consensus 
estimates  of  2004  earnings.  Kroll  is  also  reeling  in  forensic- 
accounting  business  that  Uncle  Sam  is  pushing  audit  firms  to 
give  up.  And  it  has  bought  an  e-mail  retrieval  outfit  that  caters 
to  big  law  firms.  Walsh  says  the  stock  will  hit  35  in  a  year. 
Peter  Barry,  an  analyst  at  Bear  Stearns,  which  has  done 
banking  for  Kroll,  has  a  price  target  of  29  by  yearend  2004. 

New  Hiring  Means 
More  Work  for  ADP 

WALL  STREET  veterans  know  the  secret  to  long-term 
investing  is  not  gunning  for  big  winners  but  finding 
stocks  with  better  odds  for  gain  than  for  loss.  Colin 
Ferenbach  of  Tocqueville  Asset  Management,  who  has 
managed  money  for  30  years,  thinks  one  such  is  Automatic 
Data  Processing  (ADP),  a  $22  billion  market-cap  issue. 
Rising  employment  and  increased  stock  trading  spell  good 
news  for  ADP,  which  gets  two-thirds,  or  $4.5  billion,  of  its 
annual  revenues  processing  payrolls,  paying  employment 
taxes,  and  handling  benefits  for  460,000  employers  around 
the  world.  A  further  $1.4  billion  comes  from  bookkeeping 
securities  trades  and  accounts.  Even  though  the  outlook  for 
both  businesses  is  perking  up,  the  stock  is  down  5%  for  the 
year,  to  37.  Ferenbach  says  he  started  buying  the  stock  in 
September,  believing  it  would  go  to  50.  Standard  &  Poor's 


recently  upgraded  it  from  "hold"  to 
"buy."  The  shares  trade  at  24  times 
management's  projected  earnings  of 
$1.50  to  $1.60  for  the  fiscal  year 
ending  in  June.  But  Ferenbach  points 
out  that  the  company  estimates  are 
overly  conservative— assuming  no 
improvement  in  the  economy.  The 
shares  are  backed  by  a  steady  client 
base  and  a  balance  sheet  with 
$2  billion  in  cash,  notes  S&P. 
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Harte-Hanks'  Kind  of 
Direct  Marketing  May  Thrive 

SHARES  OF  HARTE-HANKS  (HHS), the  direct-mar 
haven't  lured  many  buyers  this  year.  At  20,  they'ri 
just  7%,  vs.  19%  for  the  S&P  500-stock  index.  Tha 
change,  says  Emmanuel  Roco  of  Independent?  Researc 
Group.  He  sees  it  hitting  25  in  6  to  12  months— as  soon 
stronger  economy  gives  revenues  a  boost.  "People  wan 
wait  and  see  the  business  turn,"  he  says.  Harte's  direct 
marketing,  which  includes  junk  mailing  and  programs 
reward  loyal  customers,  accounts  for  63%  of  revenues, 
delivery  local  shopping  papers  make 
up  the  other  37%.)  Direct  marketing 
revenues  declined  5%  in  2002  and  a 
further  1%  in  the  first  half  of  this  year. 
Still,  last  quarter,  for  the  first  time 
since  summer  2000,  more  Harte- 
Hanks  customers  increased  than 
reduced  direct-marketing  spending. 
New  do-not-call  restrictions  won't  hurt 
much.  CEO  Richard  Hochhauser  says: 
"The  effect  is  very  small."  In  fact,  the 
rule  could  boost  junk  mail.  Rico 
expects  companies  will  shift  tele- 
marketing funds  to  other  direct  marketing.  The  stock  fi- 
at 18  times  analysts'  earnings  estimates  of  $1.09  a  shan 
2004.  Charles  Schwab  gives  the  stock  an  A  rating. 

Gene  Marcial  is  on  va 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posl 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine] 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  L 
p.m.  EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  norj 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inve^ 
banking  or  other  financial  relationships  with  them. 
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oiiiulers,  circa  1997 
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change  in  business, 
penence  matters.  That's 

why  our  wealth  management  products  and  services 

Money.  It's  jus^noi  what  it  used  to  be. 

help  meet  the  accumulation,  preservation  and 
transfer  needs  of  today's  most  successful  people. 

y      Talk  to  your  financial  advisor  about  Phoenix. 


f  Phoenix 
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COMMENTARY 

Stocks  continued  to  rise, 
building  on  last  week's  gains. 
Gillette  reported  an  18%  profit 
rise  on  Nov.  4,  and  economic 
reports  showed  that  the  service 
sector  and  manufacturing  are 
expanding.  Meanwhile,  analysts 
raised  estimates  on  the 
semiconductor  industry.  For  the 
week,  NASDAQ  rose  1.2%,  while 
the  Dow  and  the  S&P  500  added 
0.5%  and  0.4%,  respectively. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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%  CHANGE 

■  ■«    iiinuiTi  YEAR  TO  LAST12 

U.S.  MARKETS  nov  5  week  date  months 

S&P  500  1051.8  0.4  19.5        14.9 

Dow  Jones  Industrials  9820.8  0.5  17.7       13.2 

NASDAQ  Composite  1959.4  1.2  46.7       39.8 

S&P  MidCap  400  555.7  1.5  29.3       28.0 

S&P  SmallCap  600  261.4  1.7  33.0       31.9 

Wilshire  5000  10,263.1  0.5  23.0       19.0 


SECTORS 

BusinessWeek  50* 

596.6 

-0.5 

10.0 

3.8 

BW  Info  Tech  100" 

334.4 

-0.4 

17.1 

10.8 

S&P/BARRA  Growth 

529.9 

0.1 

18.1 

12.2 

S&P/BARRA  Value 

518.2 
195.4 

0.6 

21.1 

17.8 

S&P  Energy 

-1.9 

6.7 

5.9 

S&P  Financials 

365.5 

0.4 

23.1 

17.5 

S&P  REIT 

110.4 
198.1 

1.2 

21.6 

23.4 

S&P  Transportation 

2.3 

16.6 

16.0 

S&P  Utilities 

111.6 
144.7 

0.1 

14.1 

16.1 

GSTI  Internet 

-0.9 
1.6 

93.8 
47.5 

78.1 

PSE  Technology 

676.1 

41.5 

GLOBAL  MARKETS 

NOV  5 

WEEK 

YR 
0/ 

S&P  Euro  Plus  (U.S.  Dollar) 

1027.1 

-0.4 

■<. 

London  (FT-SE 100) 

4303.4 

0.9 

Paris  (CAC  40) 

3393.3 

0.8 

1 

Frankfurt  (DAX) 

3717.7 

2.8 

2 

2 

Tokyo  (NIKKEI  225) 

10.837.5 

0.9 

Hong  Kong  (Hang  Seng) 

12,438.9 

2.5 

3 

Toronto  (S&P/TSX  Composite)  7867.7 

1.8 

1 

Mexico  City  (IPC) 
FUNDAMENTALS 

8232.1 

3.9        3J 

NOV.  4         WEEK  AC 

S&P  500  Dividend  Yield  1.62%  1.62 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  27.3  27.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*  17.7  17.6 

First  Call  Earnings  Revision*  0.02%  0.06°/ 


•Mar  19. 1999=1000     "Feb.  7.  2000=1000 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


NOV.  4  WEEKAl 

948.6  945.6 
84.0%       81.0°/ 
0.67         0.77 


Insiders:  Vickers  NYSE  Sell/buy  ratio  5.87        5.55 


BEST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LAST  12 
MONTHS  % 


Semiconductor  Equip. 

22.9 

Internet  Software 

158.3 

Homebuilding 

21.5 

Divsfd.  Metals  &  Mining 

136.2 

Divsfd.  Metals  &  Mining 

20.8 

Computer  Stores 

128.4 

IT  Consulting 
Semiconductors 

15.9 
15.6 

Comptr.  Stge.  &  Perphs. 
Homebuilding 

98.1 
92.4 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                         LEADERS 

% 

Precious  Metals 

10.6 

Precious  Metals 

62.0 

Pacific/Asia  ex-Japan 

6.0 

Latin  America 

54.0 

Diversified  Emerg.  Mkts. 

4.9 

Technology 

50.5 

Technology 

LAGGARDS 

4.2 

Diversified  Emerg.  Mkts 

LAGGARDS 

49.4 

Health 

-1.8 

Domestic  Hybrid 

14.0 

Natural  Resources 

-0.9 

Health 

15.6 

Utilities 

-0.1 

Large-cap  Blend 

15.7 

Real  Estate 

0.0 

Utilities 

15.9 

WORST-PERFORMING 
GROUPS 

Food  Chains 
Home  Furnishings 
Insurance  Brokers 
Biotechnology 
Oil  &  Gas  Equipment 


LAST 
MONTH  % 

-8.4 


-6.9 
-6.8 
-6.7 


Photographic  Produ 
Health-Care  Facilitie 
Intgrd.  Telecomms 
Motorcycles 
Health-Care  Distribii 


INTEREST  RATES 


KEY  RATES 

NOV  5 

WEEK  AG 

Money  Market  Funds 

0.62% 

0.60°/i 

90-Day  Treasury  Bills 

0.95 

0.95 

2-Year  Treasury  Notes 

1.93 

1.71 

10-Year  Treasury  Notes 

4.35 

4.28 

30-Year  Treasury  Bonds 

548 

5.16 

30-Year  Fixed  Mortgage  f 

5.91 

5.86 
tBanx( 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

M.S.  Gl.  Wid.  Pr.  Minis.  212 

PFds.  Smicdr.  Ultsr.  Inv.  20.4 

Scudder  Gld.  &  Pr.  Mts.  S  17.7 

Evergreen  Prec.  Mtls.  A  15.7 

LAGGARDS 

PFds.  Wrlss.  Ultsr.  Inv.  -9.2 

PFds.  Biotch.  User.  Inv.  -7.3 

Fidelity  Sel.  Energy  Serv.  -6.8 

iShares  NASDAQ  Biotech.  -6.8 


%       52-WEEK  TOTAL  RETURN  % 
LEADERS 

Apex  Mid  Cap  Growth  165.3 

Jacob  Internet  143.5 

ProFds.  Intnet.  Ultsr.  Inv.  131.3 

Oberweis  Micro  Cap  123.2 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -57.5 

ProFundsUltSh.OTCInv.  -57.4 

Frontier  Equity  -54.8 
Potomac  Sm.  Cap/Sh.  Inv.  -34.4 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 


10- YR.  BONO 

3.80% 


Taxable  Equivalent 


5.43 


Insured  Revenue  Bonds 
Taxable  Equivalent 


3.88 
5.54 
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THE  WEEK  AHEAD 


INTERNATIONAL  TRADE 

Thursday,  Nov.  13,  8:30  a.m. 
EST  »  The  foreign  trade  deficit 
probably  climbed  to  $40.5  billion 
in  September.  That's  based  on  the 
median  forecast  of  economists 
surveyed  by  MMS  International. 
The  August  deficit  stood  at  $39.2 
billion. 

EXPORT-IMPORT  PRICES 
Thursday,  Nov.  13,  8:30  a.m. 
EST  »  Export  prices  most  likely 
rose  by  0.2%  in  October,  while 


import  prices  probably  increased 
0.3%.  In  September,  export  prices 
climbed  0.4%,  while  import  prices 
slipped  0.5%. 

RETAIL  SALES  Friday,  Nov.  14, 
8:30  a.m.  EST  »  October  retail 
sales  are  forecast  to  have  grown  by 
0.3%,  following  a  0.2%  drop  on 
weak  September  auto  sales.  Minus 
vehicles,  sales  probably  grew  by 
0.3%  for  a  second  straight  period. 
PRODUCER  PRICE  INDEX  Friday, 
Nov.  14,  8:30  a.m.  EST  » 


October  producer  prices  are 
expected  to  have  risen  0.2%,  after 
a  0.3%  gain  in  September. 
Excluding  food  and  energy,  prices 
likely  grew  0.1%,  after  holding 
steady  in  the  prior  month. 
INDUSTRIAL  PRODUCTION 
Friday,  Nov.  14,  9:15  a.m. 
EST  »  Factory  output  in  October 
probably  rose  0.3%,  after  a  0.4% 
increase  in  August.  The  average 
operating  rate  very  likely  improved 
to  74.9%,  from  74.7%. 


The  BusinessWeek  productio 
kept  rising,  to  204.6  for  th 
ended  Oct.  25,  and  up  7.5%  fr 
previous  year.  Before  calcul 
the  four-week  moving  avera 
index  rose  to  205.7. 


BusinessWeek  on 


For  the  BW50,  more  investn 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.comAnagazine/« 
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see  management  a 
[e  differently  from  the 
of  the  crowd. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 


■right  2003  NetlQ  Corporation  All  rights  reserved.  NetlQ  and  the  NetlQ  logo  are  registered  trademarks  of  the  NetlQ  Corporation 

i ■■in  may  be  the  registered  trademarks  of  their  respective  companies. 
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The  Companies 

are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Kleiner  Perkins  50 
Kraft  Foods  (KFT)  70 
Kroll(KROL)162 

L 

LBS  Capital 
Management  150 
Lexar  Media  (LEXR) 
152  ■ 


A 

ABC(DIS)66 
Adecco(ADO)160 
Adobe  Systems  (ADBE) 

30 

Aism  Seiki  114 
Align  Technology 
(ALGN)128 
American  Century  150 

American  Express 
(AXP)125 
A0N(A0C)40 
Apollo  Group  (APOL) 

70 

Apple  (AAPL)  30 
Automatic  Data 
Processing  (ADP)  162 

B 

Bank  of  America  (BAC) 

40,46 

Bank  One  (ONE)  125 

Bear  Stearns  (BSC) 

162 

Best  Buy  (BBY)  43, 77 

BizRate.com  48 
BMW  122, 156 
Boeing  (BA)  145 
Boston  Red  Sox  16 
Burlington  Northern 
(BNI)40 


Cablevision  Systems 

(CVC)66 

Canadian  Drug  Service 

135 

Canary  Capital 
Partners  46 
Career  Education 
(CECO)70 
CBS  (VIA)  133 
Charles  River 
Associates  (CRAI)  16 
Cisco  Systems  (CSCO) 
50,114,152 
Citigroup  (C)  55 
Comcast  (CMCSK)  66 


Continental  Airlines 

(CAL)125 
Corinthian  Colleges 

(COCO)  70 
Cox  (COX)  66, 125 
Credit  Suisse  First 
Boston  (CSR)  70, 158 
Crist  Associates  14 


DaimlerChrysler(DCX) 

114 

Davis  Selected 

Advisers  124 

DefJaml8 

Delaware  Investments 

(LNC)124 

Dell  (DELL)  40, 77, 152 

Deloitte&Touchel60 

Digital  Theatre  Systems 

48 

DirecTV  (GMH)  66 
Discount  Drugs  of 
Canada  135 


Eastman  Kodak  (EK) 

52 

Edison  Schools  (EDSN) 

70 

Edmunds.com  114 

EDS  (EDS)  128 
Edu  ventures  70 
Electronic  Arts  152 
Eli  Lilly  (LLY)  135 
eMachines77 
EPIC/MRA55 
ESPN(DIS)66 
Essential  Advisors  47 


Fox  Sports  (FOX)  66 

G 

Gartner  Group  40 
Gateway  (GTW)  77 
General  Motors  (GM) 
14,52,114 
Georgeson 
Shareholder^ 
Gillette  (G)  52 
Glass  Lewis  124 
Global  Insight  57, 122 
Goldman  Sachs  37 
Google  50 


HachetteFilipacchi 

Media  14 
Harte-Hanks(HHS) 

162 

HealthSouth(HLSH) 

52 

Hewlett-Packard  (HPQ) 

77 

Hitachi  (HIT)  146 
Home  Depot  (HD)  14 
Honda  (HMC)114 

I 

IBM  (IBM)  14, 30, 34 

IDC  77 

Intel  (INTC)  30, 52, 

124,152 

ITT  Educational 
Services  (ESI)  70 


Fidelity  Investments  47, 

124 

Field  Poll  55 
Firsthand  Technology 
Value  Fund  152 
Foliof  n  16, 47 
Ford  (F)  114, 156 
FormFactor48 


Jaguar  (F)  156 
Jefferies  14 

Johnson  &  Johnson 

(JNJ)18 

J.P.Morgan  Chase 
(JPM)44 

K 

Kaplan  70 
Keane(KEA)160 
Kelly  Services  160 
KFC(YUM)125 


M 

Manpower  (MAN)  40 

Marsh  &  McLennan 
(MMC)46 
MasterCard 
International  125 
McDonald's  (MCD)  125 
McKesson  (MCK)  14 
McKinseyl30 
Mercedes-Benz  (DCX) 

122,156 

Mercer  Human 
Resource  Consulting 

158 

Microsoft  (MSFT)  16, 

30,52,152 

Moody's  Investors 
Service  65 
Moorad  Sports  16 
Morningstar46,150 
MPS  Group  (MPS)  160 

N 

Nestle  (NSRGY)  57 
New  York  Times  (NYT) 

133 

Nissan  (NSANY)  114 
Nokia  (NOK)  168 
Novell  (NOVL)  52 
NPD  Group  77 


Pioneer  (PIO)  146 
Pizza  Hut  (YUM)  125 
Potomac  Funds  150 
Pricewaterhouse- 
Coopersl28 
Procter  &  Gamble  (PG) 

14 

ProFund  Advisors  150 
ProFund  Rising  Rates 
Opportunity  150 

R 

RCA(TMS)146 
RedEnvelope(REDE) 

48 

Related  Rentals  125 
Resources  Connection 

160 

Robert  Half 

International  (RHI)  160 
R.R.  Donnelly  (DNY)  13 
RS  Investments  48 
Rx  Depot  135 
Rydex  Global  Advisors 

150 

Rydex  Juno  150 


Thomas  WJ 
Partners^ 
Thomson 
(T0C)50 
Ticker  Tech 
Time  Warn* 
TiVo(TiVO)] 
Toshiba  (T( 
Toyota  (TM; 

122 

Toys 'R' Us  (| 

T.  Rowe  Pric] 

47 

TWA  52 

Tyco  Interna] 

(TYC)18,52| 

U 

UBS  (UBS)  ll 
UCC  Capital  f 
United  Parcel 
(UPS)  13, 401 
University  of  | 
Online  (UOR| 
UTStarcoml 


0 

Oakland  As  16 
Oracle  (ORCL)  114 152 

P 

Panasonic  (MC)  146 

Paragon  Vision 
Sciences  148 
Patagonia  154 
Pelorus  Group  125 
PeopleSoft(PSFT)40 
Perot  Systems  (PER) 

128 

Philips  Electronics 
(PHG)146 


Salesforce.com  48 
Samsung  146 
SanDisk(SNDK)152 
Sanford  C.Bernstein. 

128 

Scaled  Composites  145 

Sequence  Design  48 
Sequoia  Capital  50 
ShokoChukinBank37 
Shopping.com  48 
Siemens  (SI)  13 
Skyworks  Solutions 
(SWKS)152 
Slow  Food  USA  158 
Sony  (SNE)  146 
Standard  &  Poor's 

(MHP)158 

Starbucks  (SBUX)  125 
Strayer  Education 
(STRA)70 
Strong  Capital  47 
Sun  Microsystems 
(SUNW)152 
SuSE  Linux  52 


V 

Vanguard  Grc 
124,150 

Virgin  Atlantic 
145 
Visa  125 


TDWaterhouseSO 


W 

Wal-Mart  (Wl\ 
43,125 
Walt  Disney  (C 
128 
Washington  P(| 
(WP0)70 
William  Blair  4l 
WorldCom  (M<  | 
16 

Y 

Yahoo!  (YHOO)( 
Yukos65 

Z 
Zoran(ZRAN)! 
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IUMENTS  FOR  PROFESSIONALS 

3  concerned  with  even  the  slightest  details...  Here  at 
4  i  we  share  the  same  philosophy.  It  is  expressed  through  a 
nded  commitment  to  building  ultra-precise  and  ultra- 
vrist  instruments  intended  for  the  most  demanding 
tals.  Our  obsession  is  quality.  Our  goal  is  performance, 
nographs  meet  the  highest  criteria  of  sturdiness  and 
lity,  and  we  submit  all  our  movements  to  the  merciless 
e  Swiss  Official  Chronometer  Testing  Institute.  One  simply 
become  an  aviation  supplier  by  chance. 


I\OYA  I  FASHION  VALLEY 

MAI  II  SHOPPING  CENTER  t 

jjly\^_L.  70°7  FRIARS  ROAD 

C-^X^C->  SAN  DIEGO,  CA 

JEWELER?"  619.294.8160 

R  >R  A  CA  IAHH,  PLEASE  CALL  80U,  64 1  7343 
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INSTRUMENTS    FOR    PROFESSIONALS 


The  Innovation 
Imperative 


OF  ALL  THE  GOOD  NEWS  found  in  the 
sharp  7.2%  jump  in  third-quarter  gross 
domestic  product,  perhaps  the  most 
important  is  the  return  of  business 
confidence.  Lost  in  a  fog  of  "no 
visibility"  for  three  years,  pursuing  a  defensive 
strategy  of  cutting  costs,  chief  executives  are  finally 
rediscovering  their  animal  spirits.  They  raised 
spending  on  technology  and  equipment  by  11.1%  last  quarter, 
the  biggest  jump  since  1999.  And  while  cost-cutting  may 
work  for  surviving  cyclical  downturns,  investment  and 
innovation  are  the  way  to  sustained  U.S.  prosperity  (page  34). 

A  profits  boom  in  the  third  quarter  fueled  the  surge  in 
investment.  Thanks  to  continued  growth  in  productivity  and 
consumer  spending,  earnings  at  the  900  companies  on  the 
BusinessWeek  Corporate  Scoreboard  rose  41%  from  a  year 
earlier.  That  was  the  third  straight  quarter  of  double- dig  it 
gains— enough  to  convince  CEOs  to  start  investing  again. 

Washington  is  helping  by  offering  a  50%  bonus 
depreciation  to  allow  companies  to  write  off  more  of  their 
equipment  in  the  year  it  is  purchased.  The  bill  expires  in 
2004,  so  CEOs  are  hastening  their  capital-spending  plans. 

One  lesson  CEOs  learned  in  the  downturn  was  that 
information  technology  boosted  productivity  by  cutting  costs 
and  hiking  profits.  The  next  lesson  is  to  use  technology  to 
bring  to  market  new  products  and  services  that  consumers 
will  want— and  pay  for.  If  CEOs  follow  through,  we  could  see 
some  fun  and  excitement  return  to  the  game  of  capitalism. 


Fixing  Europe's 
Growth  Engine 


FOR  THE  PAST  TWO  decades,  Europe 
has  lived  by  a  series  of  economic  fictions. 
A  unified  market  would  boost  growth.  A 
single  currency  would  boost  growth.  An 
expanded  European  Union  extending  East 
would  boost  growth.  Yet  the  bitter  truth  is  that  euro- 
unification,  centralization,  and  expansion  have  done 
little  to  close  the  growth  gap  between  Europe  and 

America,  much  less  Europe  and  China.  As  the  U.S.  turned  in  a 
blistering  third-quarter  economic  growth  rate  of  7.2%,  the 
euro-zone  was  barely  moving  along  at  0.3%.  So  disappointing 
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has  the  European  economic  performance  been  that  S\ 
recently  voted  not  to  join  the  euro  zone. 

And  no  wonder.  The  periphery  of  Europe— BritainJ 
Netherlands,  Spain,  Finland,  and  Ireland— has  outpeij 
the  core  for  years.  In  fact,  take  out  Germany,  France, 
Italy,  and  Europe's  growth  rate  pretty  much  parallels 
the  U.S.  Why?  Smaller,  up-and-coming  countries  havd 
their  economies  much  more  flexible  by  tackling  heav\i 
unemployment,  trimming  pension  entitlements,  taxe^ 
regulations,  and  promoting  entrepreneurialism. 

The  cyclical  global  upswing  that' s  now  under  way ' 
certainly  help  raise  overall  European  growth.  But  a 
BusinessWeek/Global  Insight  Inc.  study  shows  that  if] 
core  followed  the  example  of  Europe's  periphery,  it  cod 
revitalize  its  economy  and  boost  growth  substantially  1 
long  term  (page  57).  The  key  to  Europe's  economic  full 
not  in  bigness  or  grandness  but  in  being  able  to  respo^ 
dynamic  global  economy.  Europe  needs  to  let  a  thousa 
Nokias  bloom. 


What  the  NYSEl 
Needs  Now 


SELF-REGULATION  has  failed  at  the 
York  Stock  Exchange,  and  it's^ime  to  | 
it.  The  recent  inspection  report  by  the| 
Securities  &  Exchange  Commission 
outlines  a  near-total  regulatory  breakc 
at  the  NYSE.  The  Big  Board's  interim  chief,  Jol 
Reed,  is  proposing  reforms  that  would  allow  1 
exchange  to  maintain  control  of  its  regulatory 
function.  That  option  vanished  when  the  SEC  uncover^ 
massive  holes  in  the  NYSE's  self-regulation.  The  excha 
now  faces  three  choices:  be  regulated  by  the  SEC,  be  rej 
ed  by  an  independent  body  spun  off  from  the  NYSE,  or| 
regulated  by  the  National  Association  of  Securities  Dea 
(NASD),  which  oversees  NASDAQ.  It  makes  sense  for. 
ca's  two  largest  stock  markets  to  be  policed  by  the  NAS!J 
playing  the  role  of  super- regulator. 

The  abuses  described  by  the  SEC  go  to  the  heart  of  thel 
NYSE's  specialist  system.  By  trading  ahead  of  customers,! 
specialists  were  said  to  have  siphoned  off  $155  million  frcj 
investors  over  the  past  three  years.  Worse,  the  exchange  i 
police  its  specialist  firms,  ignored  repeated  violations,  anc 
offenders  so  lighdy  that  the  penalties  were  seen  as  a  mine 
of  doing  business.  In  the  '90s,  similar  kinds  of  corruption  j. 
the  separation  of  regulatory  operations  from  the  NASDAQ  klbr 
market.  Nothing  short  of  that  is  needed  at  the  NYSE.         ||| 

Indeed,  tight  regulation  may  reveal  that  the  specialist 
system  is  untenable  and  force  the  spread  of  electronic  tr< 
So  systemic  is  the  corruption  at  the  NYSE  that  it  brings  i  J[ 
question  whether  specialist  firms  could  ever  be  profitablf  n 
without  it.  It's  time  to  find  out. 
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HEIRESS  IN 

HANDCUFFS 


LEA  FASTOW  is 

charged  with 
helping  husband 
Andy  orchestrate 
the  white-collar 
crime  of  the 
century.  Now  she 
could  be  the  key  to 
nailing  ENRON'! 
top  dogs. 

BY  MIKE  FRANCE 
(P.  32) 
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High-perfi 
delivered. 


5Enu!ifl 


When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program- paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 
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New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents-services  that  once  took  14 
pages  of  telephone  numbers  in  New  York 
City-are  now  available  24/7  with  a  single 
call  to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in 
just  seven  months,  introducing  not  just 
new  applications  and  technologies,  but 
a  new  way  of  doing  business.  Having 
surpassed  the  2  million  call  milestone  in 
just  five  months,  the  system  is  giving  the 
city  of  New  York  the  agility  required  for 
high  performance. 
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ough  for  you  to  improve  your  game? 
Or  is  it  your  goal  to  change  the  game  itself? 


li  h  performers  are  recognized  not  just  for  reaching 
I  ipeak,  but  for  staying  there.  To  see  how  we  can 

i high-performance  businesses  innovate,  adapt  and 
inue  to  prosper,  visit  accenture.com 
ulting  •  Technology  •  Outsourcing 


accentu 

High  performance.  Delivered. 


THE  ALL-NEW  265-HP  NISSAN  MAXIMA.  All-new  independent  multi-link  real 
suspension,  18"  alloy  wheels  and  a  SkyView  glass-paneled  roof  like  no  other.  For  dreamers  and  driven 
alike.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 
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SHIFT    exhilaration 
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Great  Moments  at  Work. 

You  didn't  just  make  a  meeting. 

You  made  history. 


WKKKtm 


Introducing  the  new  Microsoft  Office  System. 

Ten  offices,  seven  countries,  one  impossible  deadline? 
No  problem.  Not  when  you're  equipped  with  innovations 
that  allow  you  and  your  team  to  collaborate  more  securely  in 
real-time— all  from  within  familiar  Microsoft'  Office  programs. 
Yes,  this  is  the  kind  of  stuff  that  legends  are  made  of. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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PARTNERS  IN  CRIME? 

Lea  and  Andrew  Fastow 
are  the  only  husband- 
and-wifeteamtobe 
indicted  in  the  latest 
corporate  scandals 


^ 


- 


November  24, 2( 


it 


» 


Cover  Story 

32  Heiress  in  Handcuffs 

Lea  Fastow  grew  up  in 
world  of  wealth  in  Hoi 
and  became  a  savvy 
businesswoman.  Despi 
this  pedigree,  she  has  b 
accused  of  wire  fraud, 
money  laundering,  and 
filing  false  tax  returns  i 
connection  with  the  En 
scandal.  With  her  trial 
scheduled  before  that  o 
her  husband,  former  Ei 
CFO  Andrew  Fastow,  L 
could  be  the  linchpin  hi 
prosecution  of  the 
company's  top  dogs 
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News:  Analysis 
&  Commentary 

42  The  General  Stumbles 

The  early  buzz  of  the  Clark  campai§M 
has  faded.  Can  he  still  prevail? 

43  Wesley  Clark  on  the  Record 

On  strategy,  the  economy,  and  Iraq 

44  Not  Exactly  a  Kodak  Moment 

CEO  Daniel  Carp  is  trying  to  put  dc 
shareholder  revolt  at  Kodak 

45  The  Big  Board's  Blueprint  for  Chjh 

Public  pension  funds  feel  shortchai 
by  the  plan,  but  it  has  SEC  support 

46  Commentary:  The  Fed 

In  the  past,  Greenspan  raised  rates 
in  a  recovery.  Not  this  time 

48  Look  Who's  Buzzing  the  Discoun 

Big  carriers  batde  low-cost  airlines 

52  In  Biz  This  Week 


International 
Business 

54  Computers:  Europe 

The  Old  World  is  the  fastest-growing 
market  on  earth.  Why?  Cheap  price.1 
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topping  AIDS  before  It  Starts 

V*  class  of  drugs  aims  to  prevent  the 
Ty  virus  from  entering  cells 
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Ordinal  Health,  Heal  Thyself 
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The  Second  Coming  of  Cadillac 
bold  design  and  lots  ofhorsepower 
i  the  brand  rolling? 
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CADDIES  ARE  COOL 

From  fading  luxury 
marque  to  nighway 
head-turner:  All  it 
takes  is  bold  design, 
inside  and  out 


The  Web  Smart  50         Personal  Business 


82  Net  Warriors 

The  bust  is  over.  The  Internet  is  not  only 
cool  again,  it's  hot.  Here  are  50 
companies  that  saw  the  rebound 
coming.  We've  divided  them  into  six 
categories  and  have  shown  how  they're 
using  the  Web  to  benefit  their 
customers— and  themselves 


Finance 

108AFairDeal-ForWhom? 

Fairness  opinions  in  mergers  are  rife 
with  conflicts— and  they're  under  fire 

110  Deconstructing  'A  Merger  of  Equals' 

Financier  Kerkorian  says  he  was 
deceived  by  Daimler  execs 

111  Who's  Afraid  of  Competition? 

The  Chicago  futures  markets,  that's  who 


Special  Report 

116  Cisco's  Comeback 

After  an  initial  period  of  denial,  CEO 
Chambers  seized  on  the  technology 
slump  as  an  opportunity  to  rethink  every 
aspect  of  the  giant  networking  company. 
Now,  the  once-sullied  highflier  is 
stronger  than  ever.  How  did  Chambers 
and  his  team  pull  it  off? 


Environment 

125  Racing  to  Save  a  Rainforest 

The  profit  motive  and  conservation 
intertwine  delicately  in  Indonesia 
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Restaurants  in  the  city's  top  hostelries 
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HARMAN  INFOTAINMENT. 

SPREADING  WORLD  PEACE 

ONE  BACKSEAT ATATIME. 


* 


y 


A  new  era  of  tranquility  is  spreading  across  the  world  in  family  cars  like  the  Lexus  LX  thanks  to  the 
road-tested,  fully  integrated  rear-seat  DVD  players  being  created  by  the  brands  of  Harman  International. 
Designed  to  provide  pristine  digital  quality  and  to  stand  up  to  the  rigors  of  any  family  road  trip,  they're 
the  latest  in  a  long  line  of  innovations  from  the  company  that  developed  the  first  factory- installed 
car  radios  over  50  years  ago.  And  they're  an  integral  part  of  an  entirely  new  category  of  in-vehicle 
technology  called  Harman  Infotainment.  It's  the  seamless  integration  of  Internet,  satellite,  cellular  and 
GPS  information  systems  coupled  with  Harman  high-fidelity  entertainment  systems.  So  while  the 
kids  are  happily  occupied  in  the  backseat,  parents  can  take  advantage  of  the  Harman  Infotainment 


©2003  Harman  International  Industries.  Incorporated. Teletubbies:  ®.TM,©  Ragdoll  Ltd.  Screen  image  simulated.  DVD  logo  is  a  trademark  of  DVD  Format/Logo  Licensing  Corporation.  LOGIC  7  is  a  register 


technology  in  the  front  seats.  Like  our  intuitive  new  Online  Pro  GPS  Navigation  System  that  analyzes 
real-time  traffic  conditions  and  immediately  suggests  alternate  routes  when  appropriate.  (So  you  can 
avoid  traffic  jams  before  you  ever  see  them.)  And  our  voice-activated  control  systems  that  allow  you  to 
talk  on  mobile  phones  and  even  operate  navigation  and  audio  systems  by  voice  without  ever  taking  your 
eyes  off  the  road.  Or  your  hands  off  the  wheel.  And  it  all  works  side  by  side  with  our  industry-leading 
audio  systems.  Like  the  LOGIC  7"system  that  uses  advanced  DSP  (Digital  Signal  Processing)  to  create  an 
incredibly  lush  and  enveloping  surround  sound  experience  right  in  your  car. To  see  how  we  can  bring  a 
little  peace,  quiet  and  digital  satellite  technology  to  your  next  road  trip,  visit  harman.com/infotainment. 


harman  international 


Parent  of  the  great  Harman  Kardon,  Infinity, JBL,  Becker,  Lexicon  and  Mark  Levinson  brands. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

'hlend  rick's 

430/750ml 

Most^V 
FlavorfulJ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-or 
highlights  below  at  www.businessweek.com/magazine/content/03  47/online.htm 


The  Future  of  the  PC 

It  will  be  more  powerful,  but  that's  only  the 
beginning.  This  Special  Report  details  what 
could  be  a  historic  transformation.  Plus: 
Linux'  popularity  grows 

How  to  Avoid  an  Iraqi  Vietnam 

The  Bush  Administration  needs  new  tactics  on  the 
ground  and  better  arguments  to  win  hearts  and  min^ 
both  at  home  and  in  the  combat  zone 


Schick  Nicks  Gillette 
In  the  Razor  Wars 

Investors  note:  Despite  Schick's  new  attack 
on  the  longtime  razor-market  leader,  the 
balance  of  power  isn't  likely  to  shift 

Saving  for  School 

In  a  Video  Views  segment,  David  Braverman 
of  Standard  &  Poor's  gives  parents  advice 
about  the  best  ways  to  save  for  their  children's 
college  education 

A  Flight  Data  Recorder 
For  Your  Car 

Airline-like  "black  boxes"  are  about  to 
become  a  reality  in  Ireland  and  across 
Europe.  The  U.S.  may  not  be  far  behind 


»BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw50/ 


»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»F0RUMS 

Join  in  ongoing  discussion 
on  investing,  business 
schools,  and  more 


Tune  in  This  Weekend  for: 

V's  Web  Smart  50 1  Portable  Projectors  ITips  for  Affordable  Auto  Insui 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.com 
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GENERAL  LIABILITY  COMMERCIAL  AUTO 
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WORKERS  COMP 


Spending  time  with 
your  company  helps  us 
understand  its  risks. 


Sure,  our  underwriters  are  a  little  bit  .unique.  But  then,  so  is  your 
business.  At  Liberty  Mutual  our  underwriters  get  to  know  your  company 
firsthand  We  learn  about  your  products,  your  day-to-day  operations, 
speak  face-to-face  with  your  managers,  and  ask  the  questions  that 
allow  us  to  see  beyond  just  the  facts  on  paper  This  kind  of  intimate 
knowledge  helps  us  identify  the  risks  that  may  result  in  lawsuits  or 
damage  to  your  company's  reputation.  It  also  allows  us  to  recommend 
coverage  at  a  price  that's  appropriate  for  you  Because  if  there's  one 
thing  our  90  years  of  experience  has  taught  us,  it's  that  unique  companies 
deserve  a  unique  approach  to  insurance.  Group  hug  anyone? 


'dines 


For  more  information  go  to  www.liberty mutual. com/business 


Liberty 
Mutual. 

O  2003  Lb«(ty  Mutual  Group 


reachout 

With  the  first  phone  in  the  U.S.  loaded  with  Windows  productiv 


Here's  the  new  Motorola  MPx200,  a 
slim,  sleek  smartphone  that  keeps 
you  connected  when  you're  out  of 
the  office. 


Introducing  the 

Motorola  MPx200  smartphone 

with  Windows  Mobile™  soft  wan 

Only  from  AT&T  Wireless. 


With  pocket  versions  of  Microsoft  Outlook;" 
MSN   Messenger,  Internet  Explorer,"  and 
Windows  Media  Player,"- you'll  find  familiar 
screens  and  easy  navigation. 


Quick  and  easy  synchronization  with 
your  PC  keeps  you  current  with  office  or 
personal  e-mail. 


Manage  your  Microsoft  Office  inbox, 
calendar  and  contacts  to  stay  productive 
while  on  the  go. 


It's  a  phone  with  a  built-in  PDA,  voice 
dialing,  speakerphone  and  an  expanded 
memory  slot. 


Now  available  only  from  AT&T  Wireless. 

Call  1-866-4AWS-B2B 

or  visit  us  at 

attwireless.com/smartphone 


Designed  fo 


-I     ►•■  Mobile- 


rG3CnOUlon  the  wireless  service  America  trusts 


ATsTWirele 
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very  aggressive 

witli  New  York 
right  now." 

Chris  i  oncannon,  oca  ative 
president 

on  enticing  \ysi-- listed 
companies  to  nv&  h  exch 
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-DEN  STATE 

NOLD: 
E  NAME'S 
ND 

A      ONE  THING  Arnold 

^B    Schwarzenegger 
seems  to  share 
I   with  his  soon-to- 
^M    bo  predecessor, 
*•    1   Gray  Davis,  is  a 
lain  for  debt.  The 
nor-elect,  to  be  sworn  in 
»v.  17,  is  considering  a 
lillion  bond  issue  to  close 


Oddly,  RjR's  demands 
come  just  about  six  weeks 
after  it  said  it  would  lay  off 
40%  of  its  workforce— 1,700 
people  around  Winston- 
Salem.  The  layoffs  and 
merger  would  leave  the  state 
with  a  net  loss  of  700  jobs,  at 
best.  And  some  of  those 
pink-slipped  RJR  workers 
may  be  drawing  on  the 
state's  unemployment  fund. 
"I'm  offended  by  the 
arrogance  of  this,"  says  state 
representative  Paul  Luebke. 
RJR  denies  that 
it  was  artful  in  the 
timing  of  its  news 
or  that  this  is  some 
sort  of  payback  for 
the  state's  part  in  a 
$200  billion 
tobacco  settlement. 
"There's  no 
conspiracy  here," 
says  a  spokes- 
woman. Nope, 
just  a  lot  of 
tax  breaks. 
-Dean 
Foust 


California's  budget  gap.  Davis 
also  called  for  borrowing, 
prompting  lawsuits  alleging 
such  a  move  requires  voters' 
O.K.  Schwarzenegger  would 
put  a  bond  proposal  up  for 
referendum  in  the  March 
primary  and  include  a  cap  on 
state  spending. 

Ratings  agencies  are  wary. 
"We'd  like  to  see  some  sort  of 
plan  to  close  the  budget  gap 
instead  of  borrowing,"  says 
David  Hitchcock  of  Standard 
&  Poor's.  Now,  that  would  be  a 
change.  -Christopher  Palmeri 
and  Ronald  Grover 
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SPORTS  BIZ 

The  Jets: 

A  West  Side  Story 

THE  JETS  ARE  FLYING  BACK  to  New  York.  After  playing  in  New 
Jersey  for  19  years,  the  team  is  expected  to  announce  within 
the  next  two  months  that  it  will  build  a  $1  billion  retractable- 
dome  stadium  on  Manhattan's  West  Side,  BusinessWeek  has 
learned.  The  sports  complex,  which  would  include  a 
convention  center,  would  be  a  big  boost  to  New  York's  bid  to 
host  the  2012  Olympics.  The  Jets'  first  season  in  Manhattan 
would  be  in  2009,  say  sources  close  to  the  NFL. 

Most  of  the  funding  for  the  project  would  come  from  the 
Jets,  with  taxpayers  footing  the  bill  for  a  still  undetermined 
amount.  The  NFL  would  provide  some  financing  through  a 
special  loan  program  for  new  stadium  construction. 
Spokespersons  for  the  Jets,  Mayor  Michael  Bloomberg,  and 
Governor  George  Pataki  declined  to  comment. 

A  proposal  for  a  West  Side  stadium  was  first  trumpeted  by 
former  Mayor  Rudolph  Giuliani.  Mayor  Bloomberg  was  initially 
less  enthusiastic,  but  along  with  stale  officials  he  has  since  em- 
braced the  idea.  City  officials  have  estimated  that  such  a  sports 
complex  could  eventually  generate  $2  billion  a  year  in  new  tax 
revenues.  Now  that's  something  to  cheer  about.  I'om  1  own 
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FUND  FRONT 

CHOOSING 
A  HANDS-OFF 
MANAGER 

WATCH  OUT,  mutual-fund 
managers.  Although  if  s  still 
too  early  to  tell  where  the 
billions  withdrawn  from 
scandal-plagued  Strong, 
Putnam,  and  Janus 
are  going,  more 
public  money 
managers  suggest 
index  funds.  Unlike 
others,  index  funds 
are  not  actively  run 
by  highly  paid 
managers. 

Oregon  Treasurer 
Randall  Edwards 
may  be  a  bellwether 
in  the  potential 
exodus.  This  month, 
he  will  ask  his  board  to  fire 
Strong  as  manager  of  the 
state's  college-savings  plan 
funds.  He's  also  considering 
recommending  a  switch  of 


EDWARDS 

Toward  the  exits 


the  plan's  $134  4 

million  into  index 
funds.  "I  think 
people  would  be  just 
as  happy,"  he  says. 

The  Pennsylvania 
Public  School  Employees' 
Retirement  System  isn't 
waiting.  It's  moving 
$1  billion  away  from  Putnam 
and  to  an  index  fund  it 
manages.  Colorado  Public 
Employees  Retire- 
ment Assn.  is  eye- 
ing adding  another 
index  fund  as  a 
401(k)  option,  after 
dropping  the  Janus 
Fund  on  Nov.  4. 
And  the  Texas 
comptroller's  office 
is  investing  more  of 
its  $2.5  billion  in 
trust  funds  in  index 
funds.  Says  Deputy 
Comptroller  Billy 
Hamilton:  "If  s  a  matter  of 
whether  you'll  pay  more 
to  get  a  lesser  performance 
or  just  track  the  market." 
Ouch.  -Emily  Thornton 


TURKEY  TIME 


What  holiday?  The  Friday  after  Thanksgivij 
has  traditionally  been  spent  with  in-laws 
leftovers.  Now,  more  Americans  are  spenc 
with  the  boss.  Only  two-thirds  of  the  258 
companies  surveyed  by  the  Bureau  of  Natl 
Affairs  say  they  grant  two  days  off  for  Turk( 
Day.  That's  down  from  70%  in  2000-the J 
straight  year  of  declines.  It's  also  the  lowe< 
level  since  1995.  Workers  in  retail  and  finar 
are  least  likely  to  get  the  extra-long  weeker 
Employees  can  take  some  comfort  in  anotl 
trend,  though:  Some  16%  of  companies  plf 
give  Thanksgiving  presents  in  2003,  up  fro| 
just  8%  in  1992.  The  most  popular  gift?  A 
tu  rkey,  of  cou  rse.  -Brian ' 


TECH  TALK 

BIG  BLUE'S 

NOT-SO-BIG 

COMPUTER 

IBM  IS  ABOUT  to  shake  up  the 
supercomputer  field.  On  Nov. 
14,  it  will  unveil  a  prototype 
of  a  machine  that's  about  the 
size  of  a  dishwasher  yet  ranks 
among  the  most  powerful. 
IBM's  prototype  is  only  a 
fraction  of  the  size  of  the 
machine  it  plans  to  deliver  to 
Lawrence  Livermore 
National  Laboratory  by  early 
2005,  however.  It  claims  Blue 
Gene/L  will  be  six  times 
faster  than  the  top  machine 
and  consume  only  about  7% 
of  the  power  and  space.  This 
could  be  a  milestone  for  a 
new  generation  of  powerful 
computers  that  conserve 
energy  and  space.  -Ira  Sager 
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CARD 


ONE  GIFT  THEY'LL  BE  HAP 
TO  TAKE  BACK  TO  THE  STORE. 


The  Starbucks  Card  for  business 


'is  the  season  to  give  Starbucks  Cards  -  the  gift  that's  perfect  for  everyone.  Loadable  in 
enominations  between  $3  and  $500,  they  can  be  used  at  over  4,000  participating 
tarbucks  locations.  Personalize  the  Card's  gift  carrier  with  well  wishes  and  your  company 
)go  and  use  them  to  spread  joy  to  the  world,  or  to  the  people  you  work  with. 

all  1-877-234-2740  or  visit  Starbucks.com/businessgifts  to  order  or  learn  more  about  our  program. 

Coffee  Company,  Ail  i 
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PROFITS? 
WHAT  ELSE 
YAGOT? 

Ah,  the  irony.  Back  when 
Priceline.com  grew  like  crazy, 
lost  money  by  the  bushel, 
investors  loved  it.  Now,  the 
discount  travel  service  is 
profitable,  not  growing  much, 
and  investors  hate  it.  The 
shares  fell  26%,  to  $21.66, 
after  a  Nov.  4  third-quarter 
report  showed  a  $10  million 
profit  on  nearly  flat  sales  of 
$243  million. 

For  CEO  Jeffery  Boyd, 
much  of  the  trouble  lies  in 
cheap  air  fares.  As  airlines 
compete  with  low-cost 
carriers  and  try  to  replace 
business  travelers  with 
vacationers,  prices  have 
plunged.  "Sometimes,  the 
discounts  we  offer  don't 
justify  the  trade-off  of  letting 
us  pick  your  flight,"  concedes 
Boyd.  His  response:  Now, 
Priceline  customers,  in 
addition  to  naming  their  own 
price,  can  also  choose  from  a 
list  of  flights  and  prices. 

Priceline  had  "a  really  nice 
bump"  from  a  site  redesign, 
and  Boyd  may  add  $3  million 
to  the  ad  budget.  The  true 
test:  Will  2004  travelers  pick 
Priceline  as  a  smart  way  to 
go?  -Timothy J. Mullaney 
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SLUGFESTS 

FISTS  ARE 
FLYING  OVER 
ONLINE  BOOZE 

IT'S  A  BATTLE  over  cyberbooze. 
In  one  corner  are  assorted 
states'-rights  conservatives, 
beer  and  wine  wholesalers, 
and  a  15-year-old  buying 
tequila  online.  In  the 
opposing  corner  stand  free- 
trade  conservatives,  small 
wineries,  and  Free  the  Grapes!, 
a  group  of  fans  of  rare  wines. 

The  issue:  Should  wineries 
and  distillers  be  able  to  use 
the  Web  to  sell  to  out-of-state 
customers?  The  question  has 
reached  federal  courts  in 
eight  states.  Michigan,  which 
had  its  ban  struck  down  in 
August,  is  expected  to  take 
the  issue  to  the  Supreme 
Court  by  yearend. 

Those  favoring  a  ban  on 
the  sales  say  they  aid 
underage  drinking  and 
bypass  state  regulations  and 
taxes.  Plus,  distributors  say 
they  could  lose  $1  billion 


UP,  UP,  AND  AWAY 

CONCORDE 
PARTS  FOR  THE 
BACKYARD 

THOSE  WHO  MISS  the 

glamour  of  the 
Concorde  will  be 
able  to  buy  a  bit  of  it 
on  Nov.  15,  when  Air 
France  and  auction 
house  Christie's 
International  present 
a  Souvenirs  of  the 
Concorde  auction  in 
Paris. 

We're  not  talking 
headphones  and 
pillows.  Two 
Concorde  engines  that  are 
expected  to  fetch  more  than 
$70,000  each  will  be  for  sale, 
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annually.  Their  opponents 
say  wineries  should  be  able 
to  sell  to  customers  directly, 
no  matter  where  they  live. 

The  theatrics  have  already 
begun.  The  tequila-buying 
teen  made  his  purchase  at  the 
behest  of  his  dad,  who  works 
for  a  wholesalers'  trade 
group.  And  the  issue  has  split 
conservatives.  An  Oct.  22 


as  will  the  plane's  distinctive 
needle  nose,  likely  to  bring  at 
least  $12,000  (photo). 

Collectors  on  a  budget  can 
bid  on  a  pilot's  seat  ($1,000), 
the  Concorde's  maintenance 
manual  ($500),  or 
sections  of  pipe 
($75  and  up).  The 
items  come  from 
five  Concordes  Air 
France  donated  to 
museums. 
Proceeds  will 
benefit  programs 
for  needy  children. 
One  caveat:  The 
pieces  are  being 
sold  "as  collectible 
objects,"  and 
using  them  as 
airplane  parts  is  illegal.  So 
much  for  building  your  own 
Concorde.    -  Carol  Matlack 


Federalist  Society  debate 
Washington,  D.C.,  featu 
onetime  Supreme  Court 
nominee  Robert  Bork 
arguing  for  the  bans.  F< 
Independent  Counsel 
Kenneth  Starr  spoke  in 
of  direct  sales.  ,No  word 
what  beverages  were 
served— or  how  they 
procured.    -Kathleen 
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The  percentage 
decline  in  the  cost  ( 
filing  for  corporate 
bankruptcy  pro- 
tection over  the  pas 
20  years.  Costs  nav 
come  down  mostly 
because  cases  mo 
through  the  courts 
more  quickly. 

Data:  UCLA  School  of  Law 
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If  they  come,  you  will  build  it. 


Network  AIR'  FM 
Modular  floor  mount 
precision  air  conditioning 
for  environmentally 
sensitive  equipment  areas. 


,<geable 
capability 
ched 
gvailability 


■M   Rack-mount 
I  PDU 

I  Up  to  42 
Idf^l  receptacles. 
I  monitored  to 
I  eliminate  branch 


Environmental 
Monitoring 

Local  or  remote 
monitoring  of 
temperature  and 
humidity  in  your 
enclosures. 


Air  Distribution  Unit 

Delivers  equalized  airflow  from 
the  bottom  to  the  top  of  the 
enclosure  to  help  eliminate 
unequal  temperatures 
and  protect  sensitive  electronics. 


as  you  grow  with  new  InfraStruXure™  architecture. 
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InfraStruXure"  lata  you  buDd  out 

ity  only  as  it's  required  Save  up 
OpEx",  and 
reclaim  an  average  of  20%  usable 
space  InfraStruXuni  AIR  delivers 
cooling  directly  where  tt  is  needed. 

i ling  dangerous  hot  spots 


InfraStruXure™  is  the  industry's  only  patent-pending, 
on-demand,  network  critical  physical  infrastructure  (NCPI). 

Build  out  capacity  only  as  it's  required  with  InfraStruXure's 
open,  adaptable  and  integrated  approach.  Select  standard- 
ized components  to  create  your  own  customized  solution. 

Finally,  you  can  target  availability,  pay  as  you  grow,  adapt 
to  change  and  maximize  efficiency  while  minimizing 
installation,  operating,  service  and  maintenance  costs. 

To  find  out  more  visit  us  online  at  www.apc.com,  or  see 
below  to  get  your  free  InfraStruXure  brochure  and  white 
paper  today. 

"Representative  savings  based  on  protected  power  infrastructure  built-out  costs 
■  id  service  cost  per  unit  Actual  savings  may  vary. 


lnfraStru/\ure 


POWER       RACK       A I 


Open,  adaptable  and  integrated 

architecture  for  on-demand 

network-critical  physical  infrastructure 


jgu  Winner  of  the 
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mod  •  Hi  i»  2002  Product  of  the  Year ' 


Legendary  Reliability' 


rn rr  White  Paper  on  "Determining  Total  Cost  of  Ownership  for  Data  Center 
II LL  and  Network  Room  Infrastructure" and  Free  InfraStruXure™ Brochure 

V\s\\  http://promo.apc.coni  Key  Code  n603y  •  Call  888-289-APCC  x2957  •  Fax  401-788-2797 
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The  President 
could  have  been 
the  one  person  to 
change  the  planet 
for  the  better..." 


-Wolfgang  Sailler 

Salem,  Ore.     :22 


IS  GEORGE  W.  BUSH  DOING  RIGHT 
BY  THE  ENVIRONMENT? 

"HOW  GREEN  is  the  White  House?" 
(Government,  Nov.  3)  and  "Bush's  enviro 
report  card"  (Editorials,  Nov.  3)  are 
based  on  a  premise  that  all  environmental 
laws  and  regulations  are  good  and  bene- 
fit the  environment.  This  is  not  the  case. 
Many  environmental  laws  and  regula- 
tions (and  public  land-use  policies)  are 
based  on  questionable  science,  as  with 
the  effect  of  the  Endangered  Species  Act 
of  1973  on  timber  harvesting.  The  benefits 
have  not  been  evaluated  with  respect  to 
the  costs  of  implementation.  Also,  the  ap- 
proach to  regulating  environmental  mat- 
ters has  led  to  unintended  consequences, 
causing  the  environment  to  suffer  at  the 
same  time  that  business  investment  has 
been  thwarted,  as  with  the  implementa- 
tion of  the  Comprehensive  Environmen- 
tal Response,  Compensation  &  Liability 
Act.  I  would  have  hoped  a  business  publi- 
cation would  have  taken  a  wiser  and  more 
thorough  approach. 

-Carl  B.  Barnes 
St.  Louis 

SULFUR-DIOXIDE  emissions  into  the  air 
are  currently  11  million  tons  per  year.  Un- 


der current  law,  they  would  be  redl 
2  million  tons  by  2010.  Under  Prl 
George  W.  Bush's  new  approacf 
would  be  capped  at  4.5  million 
2010.  Yet  the  article  states:  "Th| 
plan  will  result  in  cleaner  air."  I' 
have  the  2  million  tons. 

-Clyde  Lc 
Mars  Hi 

GEORGE  BUSH  could  give  the 
everything  and  they  would  still 
"holy  war"  on  him.  Why?  BecauJ 
have  hijacked  the  movement  for  p| 
politics,  and  the  environment  be  d{ 
The  radical  left  is  rapidly  margir 
the  environmental  movement 
stroying  its  credibility.  Their  "all  o| 
ing"  approach  will  resultjn  much  i 
the  latter  than  the  former. 

-Daniel  Hi 
Albuc 

DESPITE  JOHN  CAREY'S  character 
it  is  not  "hyperbole"  to  say  that  Bi 
the  worst  environmental  record  in  1 
It  is  a  fact.  The  League  of  Conse^ 
Voters  Inc.  2003  Presidential 
Card  gives  Bush  an  "F"  for  his  erj 
mental  record,  the  first  time  a  Prd 
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the  new  museum®  automatic 

Icon  of  modernism,  now  with  fine  21-jewel  self-winding 

Inechanical  movement  and  sapphire  crystal  case  back, 
endary  museum  dial  in  black  or  white,  sapphire  crystal, 
viss  made,  water  resistant,  in  two  sizes,  movado.com 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "Is  Viagra  vulnerable?"  (Marketing,  Oct. 
27),  Dr.  Steven  J.  De  Angeles  was  quoted  as 
saying  his  staff  had  been  taken  out  to 
lunches  worth  more  than  $3,000  apiece  by 
sales  reps  from  Pfizer  Inc.  and  a 
partnership  of  GlaxoSmithKline  PLC  and 
Bayer.  The  lunch  tabs  were  actually  as 
much  as  $300. 

In  "BofA  heads  back  to  Main  Street"  (News 
Analysis  &  Commentary,  Nov.  10), 
USCIaims  Inc.  was  incorrectly  described  as 
a  lender  to  personal-injury  victims.  The 
company  pays  cash  to  personal-injury 
victims  for  an  interest  in  any  future 
proceeds  from  a  court  award  or  settlement, 
but  unlike  a  lender,  receives  nothing  if  there 
is  no  recovery. 

In  "What's  in  a  name  for  black  job  seekers?" 
(Economic  Viewpoint,  Nov.  3),  economist 
Finis  Welch  should  have  been  identified  as 
a  consultant  and  retired  professor  at  Texas 
A&M  University. 

"Mega  plane"  on  the  Airbus  A380  jet  (The 
Corporation,  Nov.  10)  stated  incorrectly 
that  Emirates  Airline  is  owned  by  the 
government  of  the  United  Arab  Emirates.  It 
is  owned  by  the  government  of  Dubai,  one 
of  the  emirates  that  make  up  the  UAE.  Also, 
in  the  sidebar,  "A  great  divide  between 
comfort  and  cattle  class?,"  the  photo 
caption  incorrectly  identified  the  man  in 
the  Airbus  A380  prototype  as  CEO  Noel 
Forgeard.  The  man  was  a  model. 


has  ever  earned  a  failing  grade.  The  re- 
port can  be  accessed  at  www.lcv.org. 

This  assessment  comes  not  simply 
from  the  environmental  community— it 
comes  from  within  Bush's  own  party.  The 
very  week  that  Carey's  article  appeared, 
13  states  filed  suit  against  the  Bush  Ad- 
ministration for  its  efforts  to  gut  impor- 
tant provisions  in  the  Clean  Air  Act.  Two 
of  the  states  in  the  lawsuit  have  Republi- 
can attorney  generals,  and  seven  of  those 
states  have  prominent  Republican  gover- 
nors, including  George  E.  Pataki  of  New 
York,  Mitt  Romney  of  Massachusetts,  and 
Robert  L.  Ehrlich  Jr.  of  Maryland. 

-Deb  Callahan 

President 

League  of  Conservation  Voters 

Washington 

IMPLIED  IN  Carey's  piece  is  the  idea  that 
environmentalists  "want"  something, 
and  this  "want"  is  somehow  equivalent  to 
and  to  be  balanced  against  what  polluting 
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entities  want.  What  environmentalists 
want  is  the  preservation  of  the  common- 
wealth—a clean,  healthy,  and  sustainable 
environment  for  all  of  us  and  our  heirs. 
What  polluting  entities  want  is  the  right 
to  profit  by  degrading  the  common- 
wealth, and  for  the  rest  of  us  to  pick  up 
the  tab.  These  are  equal  considerations? 
The  White  House  has  made  it  clear  that  it 
stands  firmly  behind  the  right  of  polluting 
entities  to  profit  by  degradation  of  the 
commonwealth. 

If  the  Bush  Administration  has  not  re- 
ceived credit  from  environmentalists  for  a 
precious  few  environmentally  positive  ac- 
tions, it  is  because  in  every  case  it  did  the 
minimum  it  could  get  away  with  in  order 
to  create  some  positive  "spin." 

-Michael  Cuddehe 
Laguna  Niguel,  Calif. 

ENVIRONMENTALISTS  were  repeatedly 
referred  to  as  "enviros,"  but  Administra- 
tion advocates  were  never  referred  to  as 
"politicos."  Please  be  consistent  and  use 
nicknames  for  both  sides  or  neither. 

-Allen  Arata 
Los  Angeles 


THE  PRESIDENT  could  have  be 
one  person  to  change  the  planet 
better  without  any  new  regulatii 
twisted  trading  schemes.  He  couli 
used  his  pulpit  by  declaring:  Let  us 
prove  the  air,  land,  and  water  aroi 
by  using  fewer  inputs,  increasing  tl 
efficiency  of  our  rolling  stock,  recla 
wherever  possible,  renewing  effort! 
lated  research,  and  changing  our  p 
al  habits  to  become  stewards  of  the 
When  Jimmy  Carter  asked  people 
on  a  sweater,  they  laughed.  If  Georgf  * 
had  done  it,  they  would  have  listene 

-Wolfgang 
Saleri 
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WHY  LABOR  IS  BACKING 
NOTEBAERT'S  QUEST  AT  QWEST 

YOUR  PIECE  "Qwest:  Off  the  critic 
but . . ."  (Information  Technology,  N 
captured  the  enthusiasm  and  opti 
employees  at  Qwest  Communicatio 
ternational  Inc.  feel  about  its  impr 
prospects.  I  say  this  as  someone  wi 
intimate  knowledge  of  the  company 
last  year  has  not  been  easy.  The  ma 
ment  team,  led  by  Richard  C.  Note 
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aunting  challenges  and,  despite 
c  progress,  has  more  hurdles 
We  demonstrated  our  faith  by 

g  an  early  labor  agreement  large- 
mi  our  confidence  that  Notebaen 
lg  Qwest  to  profitability. 
Notebaen  is  both  an  optimist  and 
t— he  recognizes  the  challenges 
rilling  to  lace  them  head-on.  He 
up  his  sleeves  and  work  shoulder- 
lder  with  48,000  other  employees 
est's  future.  That  attitude  builds 
nee  among  the  workforce. 

-Morton  Bahr 

President 

wimunications  Workers  of  America 

Washington 


RESOUNDING 
JERRIES  FOR  DELL 
INC  FROM  experience,  the  "Dell 
lust  pertain  only  to  co-managers, 
w-level  staff— and  certainly  not 
lers  ("What  you  don't  know  about 
Cover  Story,  Nov.  3).  For  a  year  I 
d  the  other  "Dell  way,"  which  is 
lg  but  "admitting  a  problem,  shar- 
^  sponsibility,  or  challenging  the 


boss."  This  company  is  an  information 

technology  Wal-Mart  whose  temporary 
success  is  based  on  price  and  distribution, 
not  innovation  or  service. 

-Bradford  Zak 
Rochester,  Mich. 

IN  ITS  ZEAL  to  be  highly  efficient  and 
save  costs,  Dell  Inc.  has  chosen  to  set  up 
its  phone  bank  in  India  and  have  its  e- 
mail  reps  offer  canned  solutions.  While 
that's  fine  for  Dell's  bottom  line,  it  is  not 
so  good  if  you're  a  Dell  user  in  need  of  as- 
sistance in  a  timely  fashion. 

-Michael  Koehl 
Orono,  Minn. 

I  OWN  TWO  Dell  computers,  both  bought 
in  the  U.S.  You  couldn't  pay  me  to  take 
another.  Bad  computers?  No,  not  at  all. 
But  the  after-purchase  service?  "Stinks" 
is  a  polite  word.  The  first  time  I  sought  af- 
ter-purchase help,  Dell  (Puerto  Rico)  sent 
the  parts  to  the  Bahamas.  On  another  oc- 
casion, after  a  three-month  wait  for  a 
part,  I  was  told  they  could  not  replace  it  at 
all.  Then,  after  many  phone  calls,  it  was 
suggested  I  start  all  over  and  reorder  the 


part.  I  have  since  boughl  three  more  com 

DUters.  None  of  'them  is  a  Dell. 

/  L  Mark  Emmerson 
Pembroke,  Bermuda 

DISCRIMINATION  AGAINST  THE  POOR 
IS  STILL  DISCRIMINATION 

RE  "WHAT'S  IN  a  name  for  black  job 
seekers?"  (Economic  Viewpoint,  Nov.  3): 
I  thought  conservatives  doggedly  fought 
to  have  every  individual  judged  on  his  or 
her  own  merits.  Apparently  not.  Discrim- 
ination based  on  white-sounding  vs. 
black-sounding  names  seems  to  be  ac- 
ceptable because  it  is  simply  the  human- 
resources  system  brilliantly  detecting  un- 
derlying socioeconomic  status  (SES) 
patterns  and  miraculously  choosing, 
based  solely  on  a  name,  those  whose  par- 
ents have  a  higher  SES.  Discrimination  by 
any  other  name  is  discrimination. 

-Peter  D.  Jacobson 
Ann  Arbor,  Mich. 
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How  the  Parties  Got  That  Way 
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PARTY 


PARTY  OF  THE  PEOPLE  A  History  of  the  Democrats 

By  Jules  Witcover;  Random  House;  826pp;  $35 

GRAND  OLD  PARTY  A  History  of  the  Republicans 

By  Louis  L.  Gould;  Random  House;  597pp;  $35 

One  marvel  of  American  democracy  is 
the  durability  of  its  founding  principles. 
The  same  consistency  doesn't  apply  to 
the  nation's  major  political  parties.  The 
Democratic  Party,  created  in  the  factional 
tumult  of  post-revolutionary  days,  has 
changed  from  a  predominantly  rural, 
racist,  states'  rights  party  into  an  organ 

of  urban  minorities,  liberals,  and  federal 
power.  Meanwhile,  the  GOP  has  been 
transformed  from  the  party  of  government 
activism,  high  tariffs,  and  enfranchisement 
of  African  Americans  and  women  to  a  foe  of 
big  government,  high  taxes,  and  affirmative 
action. 

The  unlikely  journey  of  the  two  parties 
has  been  chronicled  in  a  pair  of 
complementary  volumes  written  from 
differing  perspectives  and  arriving  just  as 
the  2004  campaign  kicks  into  high  gear. 
Veteran  political  correspondent  Jules 
Witcover's  Party  of  the  People  tells  the  story  of 
the  Democratic  Party  in  a  lively,  journalistic  manner.  In 
contrast,  University  of  Texas  historian  Lewis  L. 
Gould's  Grand  Old  Party  is  written  in  an  academic 
style  that  is  drier  and  somewhat  less  insightful  than  its 
companion  volume. 

After  more  than  1,400  pages,  it  becomes  clear  that  few 
things  about  the  two  groups  have  remained  unchanged 
through  the  decades.  When  it  comes  to  the  Democrats,  the 
one  constant  was  best  identified  by  Will  Rogers:  "I  belong  to 
no  organized  party.  I  am  a  Democrat."  And  the  common 
thread  that  runs  through  the  GOP's  history  seems  to  be 
opposition  to  whatever  the  Democrats  stand  for.  "In  short," 
declared  Indiana's  Republican  Governor  Oliver  R  Morton  in 
1868,  "the  Democratic  Party  may  be  described  as  a  common 
sewer  and  loathsome  receptacle,  into  which  is  emptied  every 
element  of  treason  North  and  South,  every  element  of 
inhumanity  and  barbarism  which  has  dishonored  the  age." 
Or,  as  Franklin  D.  Roosevelt's  Republican  grandfather  told 
him,  not  every  Democrat  is  a  horse  thief,  but  "it  would  seem 
that  all  horse  thieves  are  Democrats."  Current  House  Majority 
Leader  Tom  DeLay  (R-Tex.)  couldn't  have  said  it  better. 

The  books  are  chock-full  of  colorful  quotes  and  fascinating 
characters,  both  well-known  and  obscure.  Gould's  most 
interesting  portrayals  are  of  Dwight  D.  Eisenhower  and 
Ronald  Reagan,  ike,  in  Gould's  view,  was  an  able  politician 
who  nonetheless  failed  to  institutionalize  his  concept  of 
"Modern  Republicanism,"  a  centrist  course  derided  by  Barry 
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M.  Goldwater  as  a  captive  of  "the  siren  song  of  socialisn 
Reagan,  the  author  argues,  is  a  transformational  figure 
completed  the  ideological  shift  started  by  Goldwater,  th« 
Presidential  nominee.  Their  Sunbelt  revolution  moved  t 
GOP  away  from  the  Wall  Street  Establishment  that  had 
dominated  it  for  most  of  the  20th  century. 

Witcover  writes  at  length  of  the  key  figures  in  Democra 
annals— Thomas  Jefferson,  Andrew  Jackson,  William  Jem 
Bryan,  and  FDR— with  an  eye  for  details  that  bring  histor 
life.  His  description  of  the  ailing  Roosevelt's  duplicitous 
scheming  to  replace  Vice-President  Henry  A.  Wallace  witl 
Missouri  Senator  Harry  S  Truman  in  1944  offers  insight  i 
the  great  Democrat's  character.  But  Witcover  also  de\ 
space  to  important  but  lesser-known  figures:  Martin 
Buren,  for  instance,  was  a  wily  New  York  Senator  wh 
skillful  1828  promotion  of  Andrew  Jackson's  war-hen 
image  paved  the  way  for  modern  electioneering. 

Although  Witcover,  a  liberal  columnist,  is  sympat 

to  the  Democrats,  he  doesn't  hesitate  to  condemn  th 

party's  dark  moments.  A  particularly 

odious  Democrat,  in  Witcover's  mine 

15  th  President  James  Buchanan,  a  vii 

racist  who,  in  the  years  just  before  th 

Civil  War,  blamed  national  friction  oi 

Northern  abolitionists  he  said  were 

stirring  up  slaves  with  hopes  of  freed 

The  stench  of  racism  turns  out  to  t 

continuing  threat  to  the  unity  of  the  1 

of  the  People.  The  Democrats'  populi 

coalition  of  farmers,  working-class  w 

and  immigrants  collapsed  in  the  pre- 

War  fight  over  slavery.  A  century  later 

new  schism  over  civil  right 

helped  Richard  M.  Nixon  i 

Ronald  Reagan  redraw  the| 

electoral  map. 

Today's  Republicans  hop 
that  their  current  dominanl 
reflects  a  long-term 
realignment.  Gould  isn't  sc 
sure,  and  his  admitted  lack| 
sympathy  for  the  GOP  is  lit 
grate  on  some  party  loyalisj 
few  of  his  editorial  judgmei 
(he  describes  1988  Democratic  nominee  Michael  S.  Duka 
as  "a  moderate,  centrist  Democrat")  seem  a  tad  partisan] 
At  the  dawn  of  the  21st  century,  the  parties  finally  appa 
be  close  to  reaching  the  left-right  ideological  realignmenj 
sought  60  years  earlier  by  liberal  Democrat  FDR  and 
conservative  Republicans  such  as  Ohio  Senator  Robert  Aj 
Taft.  But,  as  Gould  and  Witcover  ably  demonstrate,  todaj 
political  reality  could  become  tomorrow's  historical  relic.  I 

-By  Richard  S.  Duif 
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The  GOP  and 
the  Dems  are 
nothing  like 
their  original 
incarnations 
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we  can  jump  for  joy  at  any  age.  Because  with  advances  in  medical 

!e  sciences  today,  millions  of  people  live  longer,  happier  lives  with  early 

jsis  and  treatment  for  illnesses  that  were  once   incurable.   Hitachi's 

b  role  in  medical  and  life  sciences  has  resulted  in  imaging  systems  such 

in  MRIs,  diagnosis  and  analytic  equipment  like  electron  microscopes  and 

Ihrough  cancer  diagnosis  and  therapy.  Each,  is  a  confirmation  of  our 

■that  technology  must  never  be  for  its  own  sake  but       infrastructure 


k  benefit  of  all.  As  an  innovative  global  solutions 
liny,  Hitachi  touches  your  life  in  many  ways.  Visit  us 


"  Web  and  see  technology  in  action. 


ENVIRONMENT 


HITACHI 

Inspire  the  Next 
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www.hitachi.com/inspire/ 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


HDTV:  The  Floodgate: 
Are  Opening 


Now  the  digital- entertainment  revolution  can  begin.  Over  the  past  coup 
of  years,  the  technological  pieces  needed  to  bring  high-quality  digital  vi 
into  your  home  have  been  falling  into  place,  but  there  has  been  little 
worthwhile  content  for  people  to  show  on  the  fancy  new  equipment.  Th 
in  turn,  has  discouraged  sales  of  high-definition  television  (HDTV)  gear. 


The  reason  for  the  content  drought  is 
simple.  Hollywood  studios,  horrified  by 
the  sharing  of  music  files  on  the  Internet, 
wouldn't  make  movies  and  shows 
available  in  HDTV  format  without  some 
protection  against  a  video  version  of 
Napster  that  might  sap  their  profits. 

In  a  Nov.  4  decision  on  content 
protection  for  HDTV,  the  Federal 
Communications  Commission  may  have 
found  the  elusive  middle  ground 
between  the  studios'  demand  for 
protection  and  consumers'  desire  to  watch 
movies  any  time,  anywhere,  on  the  devices  of 
their  choice.  There  is  still  a  huge  amount  of  work  to  do  in 
implementing  the  new  rules,  but  a  framework  now  exists 
that  should  promote  the  growth  of  digital  video.  While  the 
regs  don't  take  effect  until  2005,  compliant  equipment  could 
come  to  market  next  year. 

THE  ISSUE  AT  HAND  FOR  THE  FCC  was  a  regulation  regarding 
bits  of  code  known  as  broadcast  flags.  These  are  invisible 
messages  embedded  in  digital  broadcasts  telling  TV  gear  to 
give  special  protection  to  certain  programs.  The  flag  itself 
wasn't  very  controversial;  debate  centered  on  what  sort  of 
protections  it  would  provide  and  what  technologies  would  be 
used  to  make  those  protections  work.  The  FCC  made  it  clear 
that  the  right  of  consumers  to  copy  shows  for  their  own  use 
was  going  to  be  preserved.  The  rules  only  aimed  to  prevent 
unauthorized  distribution  of  content  over  the  Internet. 
In  its  November  ruling,  the  FCC  considered  just  one 
proposal  for  the  handling  of  flagged  content.  It  was  submitted 
joindy  by  the  Motion  Picture  Association  of  America  and  a 
consortium  known  as  the  5C  group,  consisting  of  Sony, 
Matsushita,  Toshiba,  Hitachi,  and  Intel.  Under  this  proposal, 
if  a  5C  digital-TV  tuner  detected  a  broadcast  flag,  it  would 
refuse  to  pass  the  show  or  movie  on  to  another  device— say,  a 
personal  video  recorder— unless  that  gizmo  also  complied 
with  the  5C  rules.  TiVo-type  personal  video  recorders,  for 
example,  could  store  a  program  but  not  transmit  it  to  the 
Internet  or  save  it  on  an  unprotected  high-definition  recorder. 


(Incidentally,  none  of  the  PVRs  an 

players  on  the  market  now  are  affe 

by  the  rules,  which  apply  just  to  de 

that  handle  high-definition  conten 

The  FCC  accepted  most  of  the  jc 

proposal  but  made  two  changes  ci 

to  consumers.  First,  the  FCC  reject 

Hollywood's  request  that  the  cont< 

protection  must  be  robust  enough 

defeat  an  expert  hacker.  Intel  Vice 

President  Donald  Whiteside,  who 

worked  closely  with  the  ^C  group, 

the  intent  of  the  regulation  will  be 

keep  law-abiding  people 

honest."  This  lower  standai 

means  that  devices  can  be 

simpler  and  cheaper. 

Second,  the  FCC  rejected 
proposal  that  would  have  g 
the  studios  and  the  5C 
companies  tremendous  po 
over  what  additional 
technologies  will  be  approv] 
under  the  broadcast  flag.  T 
should  help  make  sure  that 
competing  antipiracy 
technologies  have  a  fair  chs 
but  it  is  vital  that  all  technologies  work  together. 

Many  groups  claiming  to  represent  consumers,  incluc 
Consumers  Union,  are  hostile  to  the  broadcast  flag  rules  I 
the  grounds  that  they  will  restrict  freedom.  But  given  th^ 
growing  clout  of  content  owners,  consumers  will  have  tc 
with  curbs  or  do  without  the  benefits  of  HDTV.  Considerl 
all  that,  I  think  the  FCC  is  steering  a  reasonable  course. 

E-mail:  tech&you@businesswe 


BusinessWeek  online 


For  a  collection  of  past  columns  and  onli 
only  reviews  of  technology  products,  go  to  Technology  &  You  at| 
www.businessweek.com/technology/ 

Steve  Wildstrom's  Tech  &  You  also  can  be  seen  every  weekend  < 
BusinessWeek  TV.  Check  local  listings  for  details. 


An  FCC  rule 
has  found 
the  middle 
ground  on 
content 
protection 
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over  10,000,000  acres  of  land  in  the  U.S. 

Meanwhile,  Ben  Paulsen  has  150  acres 

of  wheat  to  harvest. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


Harping  on  the  Deficit 
May  Undo  the  Dems 


I  hope  the  Democratic  candidates  for  President  are  in  touch  with  Joseph 
Stiglitz,  the  2001  Nobel  prize  co-winner  in  economics,  who  served  as 
chairman  of  President  Clinton's  Council  of  Economic  Advisers  from  199 
until  1997  In  Stiglitz'  new  book,  The  Roaring  Nineties,  and  at  a  recent 
conference  at  Columbia  University  honoring  his  work  on  market  failures 


Stiglitz  challenged  a  premise  that  has  become  like  holy  writ: 
the  idea  that  deficit  reductions  caused  the  boom  of  the  1990s. 

Under  this  scenario,  Clinton  agreed  to  cut  the  deficit,  the 
Federal  Reserve  obliged  with  lower  short-term  rates,  markets 
were  reassured,  and  the  great  boom  was  on.  Message:  A 
balanced  budget  equals  prosperity.  Stiglitz  has  a  more 
persuasive  view:  Other  forces,  most  notably  higher 
productivity  growth,  allowed  the  Fed  to  run  a  hotter 
economy.  "Deficit  reduction,"  he  writes,  "accelerated  the 
decline  in  interest  rates,  which  helped  recapitalize  the  banks. 
But  interest  rates  would  have  fallen  anyway.  The  forces 
taming  inflation— weaker  unions  and  increased  international 
competition  in  addition  to  rising  productivity— were  already 
at  play.  It  was  the  lower  inflation  as  well  as  the  deficit 
reduction  that  lowered  long-term  interest  rates." 

STIGLITZ  DID  SUPPORT  REDUCTION  of  the  structural  deficits 
inherited  from  the  Reagan  and  Bush  I  administrations, 
resulting  from  excessive  tax  cuts.  These  had  to  be  reduced 
because  they  had  put  the  budget  on  a  path  to  ever-rising 
national  debt.  But  in  Stiglitz'  view,  Clinton  overdid  a  good 
thing.  He  writes  that  if  the  Clinton  Administration  had  put 
less  money  into  deficit  reduction  and  more  into  research  and 
development,  technology,  infrastructure,  and  education, 
"given  the  high  returns  for  these  investments,  [gross 
domestic  product]  in  2000  would  have  been  even  higher,  and 
the  economy's  growth  potential  would  have  been  stronger." 

Stiglitz  told  Clinton  all  this.  But  he  lost  that  argument  with 
Treasury  Secretary  Robert  E.  Rubin,  on  whom  Clinton  relied 
to  understand  the  markets'  pulse.  Recently,  Rubin  reiterated 
that  high  deficits  cause  high  interest  rates  because 
government  competes  with  other  users  of  credit  for  a  limited 
supply  of  savings.  However,  this  premise  is  true  only  at  full 
employment. 

Stiglitz'  point  on  the  deficit  is  especially  important  now,  as 
George  W.  Bush  repeats  Reagan's  squeeze  play:  cut  taxes, 
generate  huge  deficits,  make  Democrats  play  the  role  of  fiscal 
Scrooges,  and  force  permanent  program  cuts.  As  Rubinomics 
has  more  sway  over  most  Democrats  than  Stiglitz-omics, 
Democrats  are  about  to  repeat  Clinton's  mistake. 

It's  hardly  surprising  that  the  immense  deficits  have 


stimulated  sizzling  short-term  growth.  The  third-quarte 
growth  is  impressive,  but  entirely  Keynesian.  And  while 
temporary  deficits  can  generate  short-term  stimulus, 
permanent  structural  deficits  can  sap  productivity. 

As  Stiglitz  made  clear  at  the  recent  conference,  the  B 
tax  cuts  should  certainly  be  repealed,  save  those  for  mid< 
and  lower-income  taxpayers.  But  the  revenue  gained  she 
not  go  entirely  for  deficit  reduction.  Rather,  it  would  be  b 
in  the  short  term  if  the  money  went  to  help  states  and 
localities  avoid  cutting  jobs.  In  the  long  term,  it  would  be 
better  for  more  money  to  go  into  productivity- enhancing 
public  investments  in  education  and  technology.  And  the 
proposed  new  corporate  tax  cuts?  They  won't  spur  much 

investment,  given  the  capacity 

StlSiitZ  iS  overhang. 

Bush's  earlier  tax  cuts  were 
huge  that  even  if  those  for  the 
are  repealed,  there  appears  to 
little  room  for  increased  public 
outlay.  Here,  I  commend  The  I 
York  Times  reporter  David  Cay 
Johnston's  Perfectly  Legal,  the 
definitive  investigation  of  lega 
(and  illegal)  tax  cheating.  Johr 
shows  how  tax  avoidance  amo 
corporations  and  upper-incom 
individuals  is  far  outrunning  t 
audit  capacity  of  the  Internal  Revenue  Service.  There's  a 
billion  gap  between  what  corporations  should  be  paying 
what  they  pay.  And  78%  of  the  cases  of  known  underpayi 
by  partnerships  were  not  even  pursued  by  the  IRS. 

Combine  a  repeal  of  much  of  the  tax  cut  with  a  serious 
effort  to  collect  revenue,  and  the  deficit  can  be  brought  d( 
to,  say,  2%  of  GDP,  with  money  to  spare  for  new  public 
outlays.  This  would  be  sensible  economics  and  better  pol 
since  it  would  let  Democrats  offer  something  tangible  to 
voters.  But  it's  more  likely  the  Dems  will  wrap  themselve 
the  reassuring— and  suffocating— blanket  of  Rubinomics 

Robert  Kuttner  is  co-editor  of  The  American  Prospect  and 
author  of  Everything  for  Sale 
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r  it's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us. 
at  is  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
nDand  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
^he  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
Ration,  log  on  to  www.t-mobile.com/hotspot. 
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Economic  Trends 


BY  GENE  KORETZ 


IS  INFLATION 
SET  TO  SURGE? 

The  Fed  could  be  in  for 
a  nasty  surprise 


WITH  CORE  CONSUMER 
prices  still  rising  at  less 
than  a  1.5%  annual  rate, 
the  Federal  Reserve 
continues  to  view 
deflation  as  a  bigger  threat  than  inflation. 
Thus  it  is  keeping  money  easy,  apparently 
secure  in  the  belief  that  it  can  quickly 
curb  inflation  when  it  reappears. 
Economist  Martin  Barnes  of 
investment  advisers  BCA  Research  in 
Montreal  is  not  so  sure.  Given  the 
uncertain  lags  surrounding  monetary 
policy  and  the 
Fed's  natural 


MOST  PRICES 
AREN'T  SLUGGISH 


PERCENT  RISE  YEAR  OVER  YEAR 


CONSUMER  PRICE4N0EX-— 
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aversion  to 
boosting  rates 
in  an  election 
year,  he 
worries  that 
the  markets 
and  the  Fed 
could  be  in  for 
a  "nasty 
inflationary 
surprise." 

Barnes  believes  the  economic  risks 
have  now  shifted  decisively  in  the 
direction  of  inflation.  The  return  of 
payroll  job  growth,  he  argues,  indicates 
that  the  expansion  is  finally  on  a  sure 
footing  and  likely  to  post  above-trend 
growth  over  the  next  year.  And  close 
analysis  reveals  that  prices  of  most 
consumer  goods  and  services  actually 
have  been  trending  higher  for  some  time. 

The  main  downward  pressures  on 
inflation,  notes  Barnes,  have  come  from 
goods,  particularly  in  industries  facing 
competition  from  Asia.  Further,  falling 
prices  are  concentrated  in  durable 
goods,  such  as  cars,  furniture,  major 
appliances,  and  computers,  which 
account  for  only  11.4%  of  the  consumer 
price  index  and  by  definition  are 
purchased  infrequently.  Subtracting 
durables  from  the  index  reveals  that 
high-frequency  inflation— that  is,  prices 
for  goods  and  services  that  are  bought 
more  frequently— is  around  3%  and  has 
been  edging  higher  recently.  This  jibes 
with  consumer  reports  that  the  costs  of 
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many  items,  from  taxi  fares  to  health 
care  and  education,  keep  going  up. 

Barnes  also  points  to  signs  that  U.S. 
companies  at  the  receiving  end  of  Asian 
competition  may  soon  get  some  relief. 
After  falling  in  dollar  terms  for  more 
than  two  years,  the  export  prices  of  eight 
Asian  economies,  excluding  China,  are 
now  rising  modestly  in  dollar  terms.  U.S. 
non-oil  import  prices  have  been  broadly 
flat  for  more  than  a  year,  and  the 
prospect  of  further  declines  in  the  dollar 
in  coming  years  suggests  that  import 
prices  will  start  to  trend  higher. 

At  the  same  time,  an  improving 
manufacturing  outlook  in  Japan  and 
much  of  Europe  indicates  that  global 
economic  conditions  are  no  longer 
deflationary.  The  proof  of  the  pudding  is 
in  the  recent  sharp  price  increases  of  a 
broad  range  of  industrial  commodities. 

The  U.S.  economy,  of  course,  could 
deflect  these  inflationary  pressures  if 
productivity  continues  to  surge  higher. 
But  like  many  others,  Barnes  believes 
that  productivity  growth  is  bound  to 
slow  as  hiring  accelerates.  "The  real 
question,"  he  says,  "is  not  whether 
inflation  will  rise,  but  whether  it  does  so 
gradually  or  with  surprising  vigor." 


TEACHER  TESTS 
FAIL  THE  GRADE 

State  exams  haven't 
yielded  better  teachers 


IN  RECENT  DECADES,  THE  VAST 
majority  of  states  began  requiring 
applicants  for  teaching  jobs  in 
public  schools  to  pass  statewide 
certification  exams.  The  idea  was  to 
raise  teacher  quality  by  ensuring  that 
they  met  minimum  standards  for  basic 
skills  and  subject  knowledge. 

Unfortunately,  teacher  testing  doesn't 
seem  to  have  achieved  that  goal,  report 
Joshua  Angrist  and  Jonathan  Guryan  in 
a  recent  National  Bureau  of  Economic 
Research  working  paper.  Using  data 
from  nationwide  surveys  of  teachers  and 
schools  conducted  from  1987  to  2000, 
they  found  that  state-mandated  exams 
did  tend  to  raise  teachers'  salaries  by 
some  3%  to  5%.  But  they  found  no 
evidence  that  certification  raised  the 
quality  of  new  teachers. 


These  findings  are  not  surprising. 
Economists  have  long  viewed  keens: 
requirements  with  skepticism.  Whik 
tend  to  push  up  pay  in  the  professioi 
they  protect,  they  also  may  discouraj 
qualified  applicants— especially  whe 
other  well-paying  jobs  without  such 
requirements  are  readily  available. 


A  LIFELINE  FOl 
POOR  NATION 

Cash  from  workers 
abroad  buoys  econom 


FOREIGN  AID  IS  SUBJECT  1 
the  whims  of  donor  countr 
Multilateral  lending  institi 
can  tighten  or  turn  off  the 
spigot.  And  foreign  investo 
can  panic  and  bail  out  en  masse.  So 
whatf  s  a  poor  developing  nation  to 
The  answer  for  many  is  the  mone 
sent  home  by  citizens  working  abro; 
the  current  issue  of  Foreign  Policy,  D 
Kapur  of  Harvard  University  and  Jol 
McHale  of  Queen's  School  of  Busine 
Ontario  write 


MIGRATION  PAY! 
OFF  BACK  HOME 


80 


60 


BILLIONS  OFDOLLARS 

CASH  SENT 
TO  DEVELOPING 

--    NAT4QNSW 

WORKERS  ABROAD 


40 


20 


Data  World  Bank 


that  migrant 
workers  have 
emerged  as 
"the  most 
stable  source 
of  financial 
flows  for  poor 
nations." 

In  the  past 
two  decades, 
they  report, 
remittances  to 
developing  countries  have  surged  ft 
$17.7  billion  a  year  to  nearly  $80  bil 
That's  twice  the  foreign  aid  and  10 1 
the  net  foreign  private  capital  they 
received  in  2001. 

This  cash,  say  the  authors,  is  helpi 
finance  small-business  startups  and 
entire  nations  out  of  poverty.  And  wh 
fears  that  foreign  workers  may  be  ste 
jobs  and  financing  terrorism  could 
temporarily  slow  the  tide  of  immigra 
remittances  are  almost  certain  to  gro 
over  the  long-term.  That's  because  th 
U.S.,  as  well  as  many  advanced  natioi 
whose  populations  are  barely  growin 
depend  on  immigrants  as  a  major  soi 
of  workforce  growth 


It  takes  a  range  of  talent  to  ensure 
a  successful  investment  these  days. 


Hondas  investment  in  America  started  with  an  eight-person  office  in  California  back  in 
1959.  Today,  our  $5.9  billion  investment  is  a  success,  largely  due  to  the  energy,  commitment 
and  talent  of  24,000  people  working  in  8  plants,  10  R&D  facilities,  and  additional  sales  and 
distribution  offices  around  the  country.  Honda  associates  do  everything  from  researching 
and  designing  to  assembling  and  marketing  our  vehicles,  motorcycles,  personal  watercraft, 
ATVs  and  power-equipment  products.  More  proof  that  our  best  investment  is  in  people. 


The  power  of  dreams. 
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Martha  Groszewski,  CFO,  Patagonia 


The  bank  of  Martha 


helps  Patagonia  weather  any  economic  climate 


lets  them  manage  cash  flow  via  the  web 


offers  the  expertise  of  a  dedicated  relationship  manager 


knows  how  to  tailor  financing  solutions 


fits  like  a  Windzone  fleece  glove. 


Invest  in  you 


Union 

Bank  of 
California 


Commercial  Banking  Small  Business  Services  -  (866)  876-7065 

Northern  California  -  Michael  Riley,  SVP,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  SVP,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  SVP,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  SVP,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  ALUs  Curran,  SVP,  (619)  230-3374 
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independent 
spirit. 


THIS  IS  THE  STORY  of  a  single  malt  whisky  made  without  compromise. 

Distilled  by  an  independent  family  company.  Matured  at  its  own 

Highland  distillery  for  a  full  12  years.  Bottled  as  Glenfiddich, 

which  means  'valley  of  the  deer.'  Discover  it.  Savour  it.  Enjoy  it. 
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To  protect  your  patents  in  Detroit, 
get  a  clear  view  of  the  facts  in  Germany. 


As     rival     makers     of    rearview    mirrors     battled    over 
critical  patents   in   the   U.S.   and  Europe,   one  called   the 

Lawyers  from  our  Frankfurt, 
Chicago  and  Cleveland  offices  held  depositions  in  German  and 
English  and  coordinated  intensive  discovery  and  conn 
proceedings  in  several  states  and  in  Frankfurt,  Munich  and 
Stuttgart.  Hie  result?  A  business  solution  that  ended  the 
litigation  and  established  a  process  for  resolving  future  disputes. 
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LEGAL  MINDS.  GLOBAL  INTELLIGENCE. 


2000  lawyers  in  29  locations.  One  firm  worldwide. 

www.joneaday.com 


* 


fS? 


5C.C00F 

ssl 


J  After  i 
kgtheoutpu 


HOW  DO  I  KEEP  MY  EMPLOYEES  A 
BOTTOM  LINE  HEALTHY?" 
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..iCare  is  your  Total  Soluti 

We  understand  that  small  businesses  want  the  same  choices  and 
options  in  their  health  plan  that  large  businesses  get.  That's  why 
PacifiCare  offers  a  Total  Solution  that  makes  quality  health  care 
affordable  for  almost  any  size  business,  including  yours.  So  now 
I  you  can  offer  your  employees  the  health  plan  choices  they  want, 
all  from  one  source,  and  all  supported  by  a  dedicated  account 
team  thai  will  be  with  you  every  step  of  the  way.  That's  the 

PacifiCare  Total  Solution.  To  learn  more,  call  your  broker, 
or  PacifiCare  at  1-866-286-7501  today. 
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are  offered  by  Pacific 


California,  Inc., 

written  by  PacifiCare  Life  and  Hl_. 

Oregon,  Texas  and  Oklahoma  are  underwritten  by  PacifiG 

Health  Plan  Administrators,  Inc.,  RxSolutions,  Inc.,  and  I  ^ 

PacifiCar'f  T  '^  *"^  Hralrn  Insurance  Comnanv.  SDe<  r 


PacifiCare  offers  many  extra  benefits  your 
employees  want: 

•  Life  Insurance 

•  Dental  and  vision  plans 

•  Prescription  drug  plans 

And  innovative  programs  that  offer  your  employi 
extra  value  on  health  care  products  and  services 

•  PacifiCare  PerksSM 

•  Women's  Health  SolutionsSM 

•  Latino  Health  Solutions 
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PacifiCare® 

Caring  is  good.  Doing  something  is  bett; 


PacifiCare  family  of  companies:  Health  plan  products  and  ser 
e  of  Colorado,  Inc.,  PacifiCare  of  Nevada,  Inc.,  Pacific 
iCare  of  Washington,  Inc.,  PacifiCare  Behavioral  Hea 

Inc.  Indemnity  insurance  products  offered  in  California  are  ur 
rm  products  offered  in  Arizona,  Colorado,  Nevada,  Washing 
company.  Other  products  and  services  are  offered  by  Pac 

:---l  Health,  Inc.  PacifiCare"  is  a  federally  registered  tradema: 
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AMES  C.  COOPER  &  KATHLEEN  MADIGAN 


I  he  Jobless  Recovery: 
j  jss  It  Good-bye 

re  demand  and  smaller  productivity  gains  will  boost  payrolls 


U.S.  ECONOMY  Wi 


ter  two  long  years,  the  recovery  from  the  2001 
|:ession  is  no  longer  jobless.  The  Labor  Dept.  says  payrolls  have 
len  for  three  consecutive  months,  although  at  a  pace  well  below  that 
a  typical  recovery.  What  everyone  from  job  seekers  to  investors  to 
Lshington  pols  wants  to  know  is:  Will  job  growth  pick  up  enough  in 


4  to  cut  unemployment  and  keep  consumers 
jiding?  After  all,  companies  have  become  adept  at 

the  output  of  their  existing  workers,  causing 
luctivity  to  soar  in  recent  quarters, 
(.est  easy.  More  jobs  are  on  the  way,  and  the  reason  lies 
le  normal  ebb  and  flow  of  the  business  cycle.  First  of 
demand  is  accelerating.  Over  the  past  four  quarters, 
land  has  grown  3.8%,  up  from  2.5%  a  year  ago  and 
n  0.9%  two  years  ago.  Faced  with  unexpectedly  strong 
land  this  summer,  businesses  had  to  fatten  payrolls  by 
,000  in  September  and  126,000  in  October.  Better  yet, 
;ral  key  indicators  point  to  further  job  gains. 
»econd,  and  equally  important,  the  unusually  rapid 
;  of  productivity  is  set  to  slow,  perhaps  sharply.  That 
ans  economic  growth  next  year  will  be  better  balanced 
ween  new  jobs  and  productivity  gains. 
\  hiring  rebound  could  prove  pivotal  to  the  2004 
■sidential  election,  but  only  if  the  turnaround  carries 
o  the  factory  sector,  the  source  of  all  job  losses  over  the 
>t  year.  That's  because  most  of  the  big  manufacturing 
tes  are  also  major  sources  of  electoral  votes. 

ERE  IS  NO  QUESTION  that  the  long-term  trend  in 
Dductivity  growth  has  shifted  up  in  recent  years,  which 
lelping  to  lift  profits,  real  wages,  and  living  standards, 
iwever,  in  the  short  run,  productivity  is  highly  sensitive 
the  up-and-down  movements  of  the  economy  (chart). 
For  example,  early  in  a  recovery,  productivity  typically 
ars.  After  working  to  restore  profit  margins  by  shedding 
Drkers,  businesses  are  hesitant  to  take  on  the  added  cost 
new  workers  when  demand  picks  up,  fearing  the 
nick  won't  last.  Plus,  the  workers  that  companies  hang 
l  to  tend  to  be  the  most  productive.  The  result: 
•oductivity  jumps,  as  in  the  second  and  third  quarters, 
hen  it  shot  up  by  7%  and  8.1%,  respectively. 
But  even  with  the  fanciest  of  technologies,  businesses 
innot  extract  those  kinds  of  productivity  gains  over  the 
mg  haul,  since  there  are  limits.  Like  a  runner  in  a 
larathon,  productivity  can  pick  up  the  pace  for  a  short 
me,  but  it  will  have  to  give  back  some  of  the  gains  later. 
hat's  exactly  what  happened  in  the  jobless  recovery  after 
te  ll)(>0  l)l  recession:  Nearly  growth  in  productivity 
lummeted  from  4%  in  1992  to  zero  in  1993,  when 


demand  zoomed  ahead  and  businesses  began  to  hire. 

A  similar  short-term  pattern  is  emerging  now.  Keep  in 
mind  that  productivity  is  output  per  hour  worked. 
According  to  the  employment  report,  over  the  past  11 
quarters,  the  work-hours  denominator  has  fallen  because 
of  shrinking  payrolls  and  a  shorter  workweek  for  those 
remaining.  So  even  the  small  gains  in  output  caused  a  big 

boost  in  productivity. 


PRODUCTIVITY: 

SHORT  RUN,  LONG  RUN 


PERCENT.  ANNUAL  RATES 
ANNUAL  GROWTH  RATES  OVER: 


Data:  Labor  Dept..  Global  Insight  Inc. 


But  for  the  first  time 
since  before  the  recession 
began,  hours  worked  are 
rising.  In  October,  they 
were  up  at  an  annual  rate 
of  2.2%  from  the  third 
quarter.  Further  gains  in 
November  and  December 
will  push  the  pace  higher. 
At  the  same  time,  real 
gross  domestic  product  is 
slowing  after  last 
quarter's  7.2%  surge, 
which  reflected  temporary  boosts.  As  a  result, 
productivity  this  quarter  will  struggle  to  grow. 

PRODUCTIVITY  GROWTH  won't  have  to  slip  all  the  way 
to  zero,  as  it  did  in  1993,  to  ensure  solid  job  growth.  If  the 
economy  grows  by  4%  in  the  coming  year,  derived  from, 
say,  2%  productivity  growth  and  2%  job  growth,  that 
would  translate  into  job  gains  averaging  about  200,000 
per  month.  That's  not  an  irrational  expectation.  Payroll 
gains  in  the  third  year  of  the  recovery  after  the  1990-91 
recession  averaged  268,000  per  month. 

Moreover,  a  pace  of  200,000  a  month  will  gradually 
push  down  the  unemployment  rate.  Data  from  the  Labor 
Dept.'s  survey  of  households,  from  which  the 
unemployment  rate  is  derived,  suggest  that  employment 
must  grow  by  about  140,000  a  month  to  absorb  all  the 
new  people  looking  for  work  and  hold  the  jobless  rate 
steady.  A  year  of  job  gains  averaging  200,000  per  month 
would  cut  the  rate  by  about  half  a  percentage  point. 

Already,  labor  market  indicators  that  foreshadow  job 
growth  strongly  suggest  bigger  payroll  gains  are  on  the 
way.  Through  October,  temporary  jobs  are  up  six  months 
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in  a  row,  posting  the  largest  gain  in  3^  years.  The  average 
workweek  has  registered  the  largest  three-month 
increase  since  1997.  And  the  decline  in  hew  claims  for 
unemployment  benefits  picked  up  speed  in  November. 

EVEN  THE  OUTLOOK  for  manufacturing  jobs  looks  a 
litde  brighter.  To  be  sure,  U.S.  factories  face  a  long-term 
decline  amid  global  competition,  and  job  outsourcing  is 
becoming  more  common.  But  in  the  short  run,  stronger 
demand  is  generating  some  bounce  in  manufacturing, 
which  should  generate  new  jobs  in  the  first  half  of  2004. 

The  clearest  evidence  of  a  factory  rebound  comes  from 
the  nation's  purchasing  managers.  The  Institute  for 
Supply  Management/ s  October  survey  showed  the  factory 
sector  grew  for  the  fourth  month  in  a  row.  In  addition, 
the  ISM's  index  of  total  orders  rose  to  64-3%,  and  export 
demand  alone  jumped  to  59.6%.  Both  are  the  highest 
readings  since  1994.  Because  inventories  outside  of 
motor  vehicles  are  so  low,  producers  are  not  able  to  fill 
these  orders  with  warehoused  goods.  That  means 
nonauto  industrial  production  should  continue  to  grow 
in  the  fourth  quarter  and  into  2004. 

Hiring  in  manufacturing  lagged  behind  total  payrolls 
because  demand  for  goods  had  fallen  off  dramatically.  At 
the  same  time,  the  factory  sector  was  on  the  leading  edge 
of  the  productivity  boom,  powered  by  industries 
producing  high-tech  equipment.  Over  the  past  five  years, 
output  per  hour  in  the  nonfarm  business  sector  rose  3.6% 
annually,  while  factory  productivity  increased  by  4.2%. 
With  demand  so  weak,  it's  not  surprising  that  1.3  million 
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factory  jobs  have  disappeared  in  this  recovery.  One  b: 
good  news:  Last  month's  loss  of  24,000  jobs  was  the 
smallest  in  three  years,  and  layoffs  have  been  declinii 
since  the  summer. 

Factory  workers  account  for  only  11.2%  of  all 
employees,  so  it's  easy  to  dismiss  their  significance  to 

economy.  But  the  fate 
the  factory  worker  m 
play  an  outsize  role  ir 
Presidential  election 
Therefore,  the  trend  i 
factory  jobs  will  bear 
scrutiny. 

Of  the  10  states  wit 
the  worst  unemployn 
rates  in  September,  h; 
have  a  higher  share  b 
factory-job  payrolls  tl 
the  U.S.  average.  Thos 
five  states  control  a 
quarter  of  the  electoral  votes  needed  to  win  the 
Presidency.  Add  in  California,  where  the  factory-job  re 
is  on  par  with  the  national  rate,  and  the  votes  jump  to 
123,  or  almost  half  of  the  270  needed  (table). 

Politics  aside,  the  job  outlook  is  better  now  than  at  i 
time  in  the  past  three  years.  That's  due  in  large  part  to 
demand  speeding  up  and  productivity  pulling  back  to 
more  sustainable  level.  That  combination  will  assure  1 
rising  business  profits  and  increased  household  incom 
the  keys  to  keeping  the  recovery  going.  ■ 


THE  RESERVE  BANK  of  Australia 
has  begun  the  fight  to  preempt  any 
rise  in  inflation.  But  its  hike  in 
interest  rates  is  not  without  risks. 

On  Nov.  6,  the  RBA  lifted  its  policy 
rate  by  a  quarter-point,  to  5%,  and 
indicated  the  move,  the  first  in  17 
months,  would  not  be  the  last.  In  its 
policy  statement,  the  RBA  said  the 
need  for  an  expansionary  monetary 
stance  had  now  passed,  since  demand 
was  picking  up  and 
the  risks  for  higher 
inflation  were  greater 
than  the  odds  of 
smaller  price  rises. 

The  economy's 
better  outlook  is  a 
switch  from  its 
performance  since 
late  2002,  when 
noneconomic  factors 
curbed  growth.  A 
severe  drought  slowed 
agriculture  output. 


WILL  A  RISING  CURRENCY 
HURT  EXPORT  GROWTH? 


APR.  4.  '03 

Data1  Clonal  Insieht  Inc 


The  SARS  epidemic  cut  exports  to 
Southeast  Asia,  and,  together  with  the 
U.S.-Iraq  war,  hurt  tourism.  As  a 
result,  real  gross  domestic  product 
grew  at  an  annual  rate  of  only  2% 
over  the  past  three  quarters. 

Now  the  economy  is  on  track  to 
grow  by  more  than  3%.  Australia  is 
hosting  the  2003  Rugby  World  Cup, 
which  will  lift  real  GDP  growth  this 
quarter.  In  October  alone,  69,200  jobs 
were  added,  most  of 
them  at  stores  and 
hotels  catering  to 
rugby  fans,  with  the 
jobless  rate  falling  to 
a  14-year  low  of  5.6%. 
Plus,  monthly  data 
show  retail  sales  and 
car  purchases  up 
strongly  in  the  third 
quarter.  Australian 
exports  rose  in  August 
and  September,  with 
shipments  to  Hong 
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Kong  and  Japan  up  by  double  digi 
The  danger,  however,  is  that  by 
moving  before  other  central  banks 
the  RBA  is  pushing  up  the  Aussie 
dollar,  and  that  could  slow  export 
growth.  Since  early  September,  wh 
policymakers  first  hinted  at  a  rate 
hike,  the  dollar  has  jumped  12%  i 
the  U.S.  dollar,  to  a  six-year  high. 
RBA  must  ensure  that  further  hike 
don't  pump  the  Aussie  dollar  so  hi 
that  exports  become  uncompetitiv 
while  world  growth  speeds  up. 

But  at  the  same  time,  the  RBA 
wants  higher  rates  to  slow  the  rum 
in  home  prices,  which  has  triggers 
flood  of  refinancings  and  home  equ 
loans.  Home  values  jumped  18%  in 
the  year  ended  in  the  second  quart* 
and  home  loans  were  growing  19% 
September.  The  RBA  knows  a  colla 
in  the  housing  market  would  cause 
drop-off  in  consumer  spending  anc 
probably  would  ruin  the  finances  of 
many  households.  ■ 


30  I  BusinessWeek  I  November  24.  2003 


■■Bmuim 


'VP 


Questions  are  everywhere.  Insight  is  not. 
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laking  important  decisions  is  your  job.  Delivering  the  insight  to  help  you  mak 
narter  decisions  is  ours.  With  business  applications  from  financial  management 
)  customer  relationship  management,  we  have  the  experience  andresources 
3  help  you  succeed  in  an  ever-changing  business  world.  To  learn  more,  visit 
iicrosoft.com/BusinessSolutions/lnsight 
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£A  FASTOVV  is  chafed  with  helping  husband  Andy 


Goilld  be  the  key  to  nailing  Enron's  top  dogs.  BY  MIKE  FRAN<  s 
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FIRST  TO  COURT  Lea 

Fastow  is  scheduled  to 
be  tried  ahead  of  her 
husband  Andrew 


1E  RIVER  OAKS  COUNTRY  CLUB  IN  HOUSTON 

ts  like  a  plantation  mansion  amid  a  vast  ex- 
■nse  of  magnolias,  dogwood,  azaleas,  and  golf 
eens.  Yet  the  club  barely  stands  out  among  the 
jually  massive  estates— the  mock  Taras,  Pick- 
irs,  Monticellos,  and  Bridesheads— that  popu- 
te  the  city's  most  prestigious  neighborhood, 
ne  of  these  trophy  properties,  a  three-story 
othic  Revival  with  a  small  fountain  in  front,  is 
here  Lea  Weingarten  grew  up. 
She  lived  among  the  city's  social  royalty: 


Neighbors  included  art  patron  Dominique  De- 
Menil,  ex-Governor  John  Connolly,  and  the  de- 
scendants of  wildcatters,  ranchers,  and  financiers 
who  had  founded  Rice  University,  Humble  Oil, 
and  most  of  the  city's  other  major  institutions.  In 
Houston,  Lea's  family  stood  alongside  these  leg- 
ends. The  main  pavilion  at  the  Jewish  Communi- 
ty Center  of  Houston  was  named  after  her  grand- 
father, a  Polish  immigrant  named  Joseph 
Weingarten  who  built  big  grocery  store  W  ^ 
and  real  estate  empires  in  the  Southwest,     ff 
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There  wasn't  much  farther  up  Hous- 
ton's social  ladder  to  go.  And  yet,  as  an 
adult,  Lea  W.  Fastow,  now  41,  climbed 
higher.  She  and  her  ambitious  husband, 
Andrew  S.  Fastow,  also  41,  took  jobs  at 
booming  Enron  Corp.  in  1990.  He  rocket- 
ed to  the  post  of  chief  financial  officer  in 
less  than  eight  years.  She  quit  in  1997,  af- 
ter the  first  of  her  two  sons  was  born,  and 
proceeded  to  become  a  nationally  promi- 
nent art  patron— leading  Enron's  art 
committee  and  enlisting  hot  talents  to  de- 
sign custom  projects  for  the  company's 
headquarters.  Jeff  Koons,  for  instance, 
proposed  an  outdoor  sculpture  made  of 
tulips— because  they  were  the  first  things 
ever  traded  on  a  stock  market.  In  a  vision 
statement  e-mailed  to  top  executives  in 
2000,  Lea  declared,  "the  Enron  Corp.  Art 
Collection  will  [reflect]  Enron's  corporate 
culture  of  thinking  outside  the  lines,  cre- 
ating the  new  convention." 

FIRST  TO  BE  TRIED 

NONE  OF  HER  high-concept  projects  ever 
came  to  be.  That's  too  bad,  because  a  big 
mound  of  stratospherically  priced  tulips 
would  have  been  a  perfect  monument  to 
Enron.  And,  in  hindsight,  a  sculpture 
evoking  the  world's  first  speculative  mania 
would  have  been  a  pretty  good  symbol  of 
Lea  Fastow's  crash,  too.  On  May  1,  federal 
agents  handcuffed  her  and  charged  the 
Houston  heiress  with  helping  Andrew  or- 
chestrate one  of  the  most  notorious  white- 
collar  crimes  in  history.  She's  accused  of 
wire  fraud,  money  laundering,  and  fifing 
false  income-tax  returns. 

According  to  the  government,  the  so- 
cialite belonged  to  a  small  group  of  loyal- 
ists who  executed  the  complex  schemes 
devised  by  Andrew  Fastow  to  inflate  En- 
ron's performance  and  enrich  them- 
selves. She  is  accused,  essentially,  of  serv- 
ing as  a  stand-in  for  her  husband 
—wiring  money,  cashing  checks,  and 
handling  financial  housekeeping  matters 
that  the  Enron  CFO  didn't  want  his  fin- 
gerprints on.  Lea's  story,  pieced  together 
for  the  first  time  by  BusinessWeek  from  in- 
ternal corporate  documents,  government 
investigations,  and  more  than  two  dozen 
interviews  with  friends  and  co-workers,  is 
unique.  No  heiress  has  ever  been  charged 
with  such  complex  financial  fraud.  She 
and  Andy,  who  earned  more  than  $60 
million  from  1997  to  2000,  are  the  only 
husband-and-wife  team  implicated  in  the 
current  round  of  corporate  scandals. 

At  the  moment,  Lea  is  front  and  cen- 
ter in  the  Enron  Task  Force  investiga- 
tion. She  is  the  first  former  executive 
scheduled  to  go  to  trial,  on  Feb.  11.  Lea 
has  also  been  involved  in  plea  bargain 


negotiations  with  the  Justice  Dept.,  ac- 
cording to  the  Houston  Chronicle  and 
other  sources.  She  could  potentially  help 
pry  open  the  frustrating  case.  Nearly  two 
years  after  the  company  collapsed,  the 
task  force  has  indicted  only  one  person 
who  worked  on  the  lavish  50th  floor  of 
the  Enron  Tower:  Andrew  Fastow.  No 
criminal  charges  have  been  filed  against 
Chairman  Kenneth  L. 
Lay,  President  Jeffrey  K. 
Skilling,  Chief  Account- 
ing Officer  Richard  A. 
Causey,  Chief  Risk  Offi- 
cer Rick  Buy,  or  General 
Counsel  Jim  Derrick. 

At  a  time  of  seemingly 
unrelenting  corporate 
scandal,  the  slow  pace  of 
the  Enron  prosecution  is 
causing  many  Ameri- 
cans to  question  whether 
the  law  reaches  into  the 
executive  suite.  "Skilling 
and  Lay  are  iconic,"  says 
University  of  Texas  law 
professor  Henry  T.C.  Hu. 
"Whether  they  go  to  jail 
will  send  a  terribly  im- 
portant message  to  the 
public,  and  more  impor- 
tantly, to  managers." 

Lea  could  potentially 
provide  the  govern- 
ment's first  foothold  on 
the  50th  floor.  The  pros- 
ecutors' strategy  in  go- 
ing after  her  first,  most 
experts  agree,  is  to  pres- 
sure her  husband  to  ac- 
cept a  plea  bargain  to 
minimize  any  punish- 
ment of  the  mother  of 
his  children.  As  part  of 
any  deal,  he  would  be 
forced  to  testify  against 
former  Chairman  Kenneth  L.  Lay  and 
President  Jeffrey  K.  Skilling.  Andrew  Fas- 
tow is,  after  all,  the  perfect  witness  to  tell 
jurors  what  the  top  leaders  knew  about 
his  own  off-the-books  partnerships.  If 
Justice's  gambit  works,  the  task  force 
coJ  '  ilip  Andy  without  even  having  to 
take  him  to  trial. 

But  plea  bargain  deals  are  notoriously 
slippery.  If  Justice's  effort  to  twist  Andy's 
arm  fails,  it  would  raise  serious  questions 
about  the  Enron  Task  Force's  ability  to 
nab  Skilling  and  Lay  (who  both  say  they 
are  innocent  of  wrongdoing).  Rather 
than  telling  jurors  a  simple  story— that 
Skilling  and  Lay  approved  Fastow's  du- 
bious deals— government  lawyers  would 
have  to  focus  on  less  heinous  transac- 


WHY  LEA 
FASTOW 
MATTERS 

She's  the  route  to  Andrew 
Fastow,  who  is  the 
highest-ranking  Enron 
executive  indicted  so  far, 
and  the  one  with  most 
direct  contact  with 
Chairman  Kenneth  Lay 
and  CEO  Jeffrey  Skilling. 


CORPORATE  STAFF 


FORMER  ASSISTANT 
TREASURER 


tions  that  would  probably  be  easier  ti 
fend  in  court.  Prosecutors  would  be 
gated  to  frame  the  evidence  as  p 
broad  pattern  of  criminal  miscond 
the  company.  On  Oct.  30,  Justice  sec 
an  insider-trading  guilty  plea  from 
mer  Enron  Energy  Services  CEO  I 
Delainey  on  the  basis  of  this  type  of  c 
pany-wide  conspiracy  claim.  But  n 
white-collar  crime 
perts  question  whe 
a  similar  tactic  c< 
nail  Skilling  and 
"It  would  be  a 
sweeping  case  wi 
they  would  have 
prove  the  illegal  b 
ness  practices  of  sev 
groups,"  says  Hou 
criminal  defense  a 
ney  Philip  Hilder, 
represents  several 
ron  vets.  "They  wo 
have  a  much  ea 
time  with  a  pinp 
bombing." 

The    Fastows, 
declined  to  speak 
BusinessWeek,  have  b 
pleaded  not  guilty, 
public  statements,  th| 
lawyers    have    arg 
that  Enron's  direct 
executives,  lawyers, 
accountants  kn 

about    and     approvi 


Lea  Fastow 


everything    Andy    ai 
Lea  did.  Her  attorne| 
have   repeatedly  cor 
plained  in  court  abo| 
the  unfairness  of  forcir 
her  to  go  to  trial  befoj 
her  husband— who 
be  unable  to  testify 
her  behalf  without  jeopardizing  his  o\ 
case.  "Mrs.  Fastow  is  being  charged 
order  to  put  pressure  on  her  husband 
18  years,  Andy  Fastow,"  her  lawyers  sail 
in  a  statement  on  the  day  she  was  indicl 
ed.  "These  tactics  are  unfair  and  unjust.| 

GANGBUSTERS 

THE  PROSECUTORS  going  after  Lea  arl 
some  of  the  toughest  in  the  land.  Enrol 
Task  Force  leader  Leslie  Caldwell 
deputy  Andrew  Weissman,  and  severs 
other  team  members  met  at  the  U.S.  Atl 
torney's  office  in  Brooklyn,  N.Y.  Thei 
have  sent  to  prison  the  leaders  of  som^ 
of  the  most  brutal  heroin-trafficking 
rings  in  New  York  City  history.  One  crit-l 
ic  accuses  them  of  bringing  drug  prose \ 
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ENRON'S  TOP 
LEADERSHIP 
IN  2000 

More  than  20  employees, 
most  well  below  the 
top  echelons,  have  been 
charged  with  criminal 
conduct. 
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cution  techniques  to  the  world  of  white- 
collar  crime.  "These  prosecutors  cut 
their  teeth  on  cases  where  the  crimes 
were  violent  and  horrific.  Their  primary 
tactic  was  squeezing  people  as  hard  as 
they  possibly  could,"  says  one  criminal 
defense  attorney.  "If  the  government  has 
a  strong  case  against  Andy  Fastow,  it 
should  win  it  in  court,  rather  than 
threatening  to  orphan  his  children." 

CLOSE  COUPLE 

THERE'S  NO  DOUBT  that  prosecuting 
Lea  is  a  hardball  maneuver.  But  if  s  also 
true  that  she  was  no  mere  pampered 
housewife.  Lea  graduated  from  North- 
western University's  Kellogg  Graduate 
School  of  Management  in  1987  and  held 
an  upper-middle-management  post  in 
Enron's  treasurer's  office  from  1990  until 
1997  During  her  tenure,  BusinessWeek  lias 
learned,  she  managed  a  controversial  tax 
shelter  that  was  unsuccessfully  attacked 
by  the  Internal  Revenue  Service.  "Lea  was 
perceived  as  being  at  least  as  talented  as 
he  was,"  says  a  former  manager. 

Many  experts  think  Lea's  lawyers  are 
going  to  have  a  tough  time  keeping  her  out 
of  jail.  The  first  deal  that  she  allegedly 
worked  on,  known  as  RADR,  helped  Enron 
hold  on  to  millions  of  dollars  in  unde- 
served price-support  subsidies  for  Califor- 
nia wind  farms— costs  that  were  ultimate- 
ly passed  on  to  the  state's  consumers.  The 
second  one,  Chewco,  enabled  Enron  to 
boost  net  income  by  more  than  $400  mil- 
lion and  slash  reported  debt  by  some  $2.5 
billion.  So  far,  three  key  players  in  the 
RADR  and  Chewco  deals  have  pleaded 
guilty:  Michael  Kopper,  Ben  Glisan,  and 
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Larry  Lawyer.  What's  more,  U.S.  District 
Judge  David  Hittner  in  Houston  has  ruled 
against  Lea  in  key  preliminary  scheduling 
hearings.  And  Attorney  General  John 
Ashcroft  has  been  pressuring  prosecutors 
to  strike  much  tougher  deals  with  criminal 
defendants. 

How  a  wealthy,  intelligent,  seemingly 
well-grounded  woman  got  embroiled  in 
such  a  mess  still  mystifies  many  people 
who  know  Lea  Fastow.  The  only  answer 
that  most  people  can  come  up  with  is  that 
loyalty  blinded  her  to  her  spouse's  dark 
side.  Lea  and  Andy  were,  by  most  ac- 
counts, a  very  close  couple.  At  a  company 
notable  for  the  number  of  philanderers 
among  senior  management,  Andy  stood 
out  for  lacking  a  wandering  eye.  "Lea 
adored  Andy,"  says  one  art  world  contact. 
"I  remember  once  we  had  a  meeting  at 
Enron  and  when  we  walked  into  his  of- 
fice, they  both  lit  up  to  be  with  one  anoth- 
er. She  told  me  Andy  was  the  golden  boy 
at  the  company." 

TROUBLED  FAMILY 

LIKE  MANY  SEEMINGLY  successful 
couples,  though,  Lea  and  Andy  are  in 
some  ways  opposites.  One  former  work 
acquaintance  calls  her  "the  yin  to  Andy's 
yang."  A  college  friend  calls  them  "a 
Mutt-and-Jeff  couple."  Where  Andrew 
Fastow  is  ambitious  and  defensive  and 
often  has  a  scowl  on  his  sharp  angular 
face,  Lea  is  sweet,  understated,  and  has 
an  easy  smile.  She's  a  hugger  and  a  gift- 
giver— always  quick  to  send  cards  for 
weddings,  birthdays,  and  anniversaries. 
"She  was  plump  and  sweet  and  every- 
body liked  her,"  recalls  celebrated  Enron 


whistleblower     SPINNINGTROUE 

Sherron  Watkins,     The  RADR  wine 
who  worked  for    farm  at  the  cent 
Andrew  and  went 
to  holiday  parties 
at  their  home.  "If 

you  didn't  know  she  was  a  membe] 
the  Weingarten  family,  she'd  never  b 
it  up." 

But  few  things  about  Lea  Fastow 
as  clear  as  they  seem— including 
family.  While  the  Weingarten  name 
have  been  glamorous,  her  backgro 
was  more  tumultuous  than  many  r< 
ized.  Lea's  father,  Jack,  and  her  mo 
Miriam,  a  former  Israeli  beauty  qu 
divorced  when  Lea  was  5.  After  a  lol 
unpleasant  legal  battle,  in  which  alle| 
tions  of  infidelity  and  abusiveness 
raised,  the  parents  split  custody.  At 
tony  Kinkaid  School,  Lea  was  a  mem 
of  the  drama  club  and  appeared  in 
senior  year  production  of  Pippin.  But  s 
didn't  hang  out  with  the  most  popu 
clique  at  school  and  she  didn't  date  a 
according  to  one  friend.  "She  wasn' 
cheerleader.  She  wasn't  on  any  spo 
teams.  She  wasn't  the  prettiest  girl 
class,"  says  this  high  school  acquai 
tance.  "But  she  was  the  nicest." 

Lea  went  to  college  at  Tufts  Univer, 
ty  in  Boston.  As  a  sophomore,  she  liv 
in  the  same  dormitory,  Miller  Hall, 
Andrew  Fastow,  a  good-looking  g 
from  New  Jersey.  The  two  started  datii 
right  away.  A  "very  straight  guy,"  Anc 
shunned  drugs  and  alcohol  and  urge 
Lea  to  do  likewise,  recalls  the  Tuf 
friend.  "They  were  very  close,"  recal 
this  friend  from  the  college  years.  ' 
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don't  remember  them  at  any  toga  par- 
ties. I  just  remember  them  just  being 
with  one  another." 

FINANCIALLY  SAVVY 

RARELY  DO  THE  PROFESSIONAL  lives  of 
couples  progress  in  such  lockstep.  Lea  and 
Andy  both  attended  Kellogg,  both  were  in 
the  management  training  program  at 
Continental  Bank  of  Chicago,  and  then 
both  moved  to  Houston  in  1990  to  work  at 
Enron.  While  Andy  hooked  up  with 
Skilling  in  the  company's  nascent  trading 
business,  Lea  took  a  job  in  the  corporate 
treasurer's  office.  She  raised  working  cap- 
ital through  private  placements,  preferred 
stock  offerings,  and  other  financings. 

The  Enron  of  that  era  was,  by  general 
consensus,  honest.  But  signs  of  its  later 
problems  were  starting  to  emerge.  The 
rapidly  growing  energy  giant  burned 
through  enormous  sums  of  cash,  bor- 
rowed heavily,  hated  to  declare  any  type 
of  loss,  and  was  run  by  managers  ob- 
sessed with  holding  up  the  stock  price 
and  the  credit  rating.  These  qualities  cre- 
ated problems  that  landed  squarely  in  the 
laps  of  Lea  and  other  employees  in  the 
treasurer's  office.  This  is  not  simply  a 
matter  of  historical  interest.  Prosecutors 


are  likely  to  use  Lea's  resume  as  proof  she 
comprehended  Enron's  underlying  finan- 
cial "problems  and  therefore  understood 
why  the  transactions  broke  the  law— a 
key  to  proving  criminal  intent. 

One  of  Lea's  earliest  highest-profile 
deals  was  managing  Enron's  first  offering 
of  Monthly  Income  Preferred  Securities, 
or  MIPS— a  controversial  tax  shelter  that 
Goldman,  Sachs  &  Co.  started  marketing 
in  1993.  The  perfect  financial  vehicle  for 
Enron,  MIPS  were  hybrid  preferred  stock 
that  was  reported  as  debt  to  the  IRS— 
meaning  interest  payments  could  be  de- 
ducted from  taxable  income.  But  they 
were  labeled  equity  to  analysts  and  cred- 
it-rating agencies,  which  disapproved  of 
excess  leverage.  To  pull  this  alchemy  off, 
the  issuer  had  to  create  an  offshore  sub- 
sidiary in  Turks  &  Caicos,  then  engage  in 
a  series  of  complex  transactions. 

With  the  31-year-old  Lea  leading  the 
way,  Enron  had  the  courage  to  make  the 
second  MIPS  offering  in  history,  a  $200 
million  issue  in  November,  1993.  It  then 
followed  with  a  similar  $75  million  deal, 
managed  by  Merrill  Lynch  &  Co.  in  April, 
1994.  "There  were  a  lot  of  tax  and  ac- 
counting issues  that  she  had  to  investi- 
gate to  make  sure  that  we  got  the  proper 


FROM  LUXURY  TO  INFAMY 


Lea  Fastow 

She  started  at  the  top  of  Houston 
society  and  then  moved  higher 

1961  Born  to  Jack  Weingarten,  heir 
to  a  Houston  real  estate  and 
grocery  fortune.  Mom  Miriam  is  a 
former  Israeli  beauty  queen. 

1970  Parents  divorce  after  a 
drawn-out  legal  battle. 

1979  Leaves  exclusive  Kinkaid 
School  in  Houston  to  attend  Tufts 
University  in  Boston.  Meets  future 
husband  Andrew  Fastow,  an 
economics  and  Chinese  major  from 
New  Jersey. 

1987  Earns  MBA  from 
Northwestern's  Kellogg  Graduate 
School  of  Management. 

1990  Joins  Enron  with  husband 
Andy.  He  works  in  the  company's 
trading  operation;  she  takes  job 
in  the  treasurer's  office. 

SCHOOL  DAYS  Lea 

Weingarten  in  high  school; 
Above:  The  grocery  chain 
founded  by  her  grandfather 
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1993  Handles  a  controversial  tax 
shelter  known  as  MIPS  that  the  IRS 
unsuccessfully  challenges 

1997  Leaves  company  to  raise  the 
first  of  their  two  sons.  Then 
allegedly  helps  husband  fund 
RADR,  a  special  purpose  entity  that 
the  government  says  is  the  key  to 
the  criminal  case  against  her. 

1998  Receives  alleged  "kickbacks" 
from  RADR  and  Chewco,  another 
special  purpose  entity. 

2000  Plays  leading  role  in  Enron's 
art  committee,  drafting  vision 
statement  and  enlisting  artists  to 
design  projects  for  company 

2003  Indicted  for  tax  fraud,  money 
laundering,  and  wire  fraud.  Pleads 
not  guilty. 


Data:  BusinessWeek 


treatment,"  says  one  former  meml 
the  treasurer's  department.  "She 
made  all  the  presentations  to 
management  and  dealt  with  the  la^ 
and  the  investment  bankers." 

Unhappy  with  MIPS  from  the 
the  U.S.  Treasury  Dept.  tried  to  pen 
Congress  to  ban  them  in  1994.  Alth 
such  vehicles  cost  the  country  billio] 
tax  receipts,  lawmakers  never  acta 
the  agency  decided  to  try  another 
In  1998,  the  IRS  disallowed  nearly^ 
million  in  tax  deductions  that  E 
claimed  from  its  MIPS— making 
deal,  in  essence,  a  test  case  for  the  v> 
enterprise.  After  a  massive  Wall  ,S 
lobbying  campaign,  though,  the  ag 
backed  down— which  many  accour 
experts  say  contributed  in  part  to  the 
torted  earnings  mess  of  the  late  199 
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CROSSING  THE  LINE 

AS  LEA'S  STAR  ROSE  at  Enron,  Andy1; 
rocketed.  In  January,  1997,  Skilling 
Andy  a  senior  vice-president.  A 
months  later,  Lea  quit  to  take  care  oft 
first  child,  Jeffrey.  They  also  hav 
younger  son,  Matthew.  In  the  revisio 
history  of  Enron  that  has  emerged  in 
cent  months,  the  moment  that  Skill 
Fastow  &  Co.  took  the  reins  in  199' 
when  aggressiveness  appears  to 
crossed  over  into  illegality. 

The  two  deals  in  which  Lea  is  accu 
of  participating  are  among  the  first 
investigators  now  say  were  on  the  wrc 
side  of  the  line.  The  RADR  transaction 
gan  in  January,  1997,  when  Enron  bouj 
Zond  Windsystems,  which  owned  seve 
wind  farms  near  Bakersfield,  Calif, 
profitability  of  this  investment  depend 
on  subsidies  provided  under  the  Put 
Utility  Regulatory  Policy  Act  of  1978, 
quiring  utilities  to  buy  energy  at  high 
rates  from  alternative-power  supplie 
But  those  benefits  disappear  if  the  wi 
farms  are  owned  by  a  utility.  And  that  w 
going  to  happen  at  Enron,  whi 
planned  to  buy  Portland  General  Electr 
an  Oregon  utility,  in  July. 

To  eliminate  the  conflict,  the  compa 
could  have  sold  either  the  wind  farm  or  t 
utility.  But  Enron  didn't  want  to  sacrifi 
either.  So  it  found  a  way  to  keep  both,  a 
cording  to  Justice.  Using  a  technique  th 
would  soon  become  an  important  part 
the  Enron  playbook,  the  company  decide 
to  sell  its  Zond  stake  to  a  pair  of  specia 
purpose  entities  (SPE)  called  RADR  ZW 
and  RADR  ZWS  MM.  While  the  RADfI 
were  ostensibly  independent,  prosecutoi 
say  that  they  were,  in  fact,  closely  cor 
trolled  by  Enron. 

Accounting  rules  allowed  Enron 
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fund  97%  of  the  SPEs  as  long  as  the  other 
3%  came  from  outside  investors.  The 
sticky  problem  of  finding  outsiders  who 
were  legally  separate  from  the  company 
but  willing  to  do  its  bidding  was  given  to 
Andrew  Fastow— whose  ability  to  man- 
age Enron's  thorniest  issues  had  become 
the  source  of  his  power.  His  plan,  Justice 
says,  was  to  sell  the  3%  stake  to  Lea's  fa- 
ther and  some  other  Weingarten  relatives 
in  a  venture  to  have  been  named  Alpine 
Investors.  But  for  reasons  that  aren't 
clear,  this  deal  fell  through. 

So  new  investors  were  lined  up.  One 
was  Patty  Melcher,  a  former  financial  an- 
alyst and  a  friend  of  Lea's.  An- 
other was  Houston  real  estate 
broker  Kathy  Wetmore,  who 
represented  several  Enron  exec- 
utives (including  the  Fastows  in 
their  purchase  of  an  8,700- 
square-foot  mansion  in  River 
Oaks  in  2000).  The  last  investor 
was  William  Dodson,  the  domes- 
tic partner  of  Andrew  Fastow' s 
right-hand  man,  Michael  Kop- 
per.  Along  with  a  handful  of  oth- 
ers, this  trio  became  known  as 
the  Friends  of  Enron,  a  group 
that  could  be  counted  on  to  buy 
3%  stakes  on  short  notice. 
(Melcher,  Wetmore,  and  Dodson 
declined  to  speak  with  Business- 
Week. They  haven't  been 
charged  with  any  crime.) 

The  transaction  between  En- 
ron and  the  Friends  was  suspi- 
cious, to  say  the  least.  Although 
Zond's  CEO  estimated  that  the 
wind  farms  were  worth  $30  mil- 
lion in  April,  1997,  it  sold  them  for 
an  effective  final  price  of  $12.5 
million.  At  the  same  time,  they  gave  Enron 
a  repurchase  option  that  was  exercised  in 
2000  for  $2  million,  according  to  the  Fed- 
eral Energy  Regulatory  Commission.  In  a 
little-noticed  report  released  in  April, 
2003,  FERC  concluded  the  evidence  "im- 
plies that  the  RADR  sale  and  repurchase 
option  were  not  arm's-length  deals." 

Why  would  the  Friends  strike  such  an 
odd  deal?  Because  they  were  being  secret- 
ly subsidized  by  Enron— making  the 
whole  transaction  a  charade,  according  to 
the  Justice  Dept.  In  one  of  her  main  acts  of 
complicity  in  the  deal,  Lea  in  May  alleged- 
ly wired  $419,000  of  the  couple's  joint  sav- 
ings to  Michael  Kopper,  according  to  Jus- 
tice. The  two  allegedly  signed  documents 
to  make  the  deal  look  like  a  loan.  Kopper 
then  purportedly  gave  the  money  to  Wet- 
more and  Dodson.  According  to  an  FBI 
agent,  "it  was  understood  that  the  loan  to 
them  would  be  repaid  from  RADR  pro- 


ceeds, and  that  Kopper  would  control  any 
other  RADR  funds  they  received."  (Melch- 
er apparently  used  her  own  money.) 

The  RADRs  started  making  distribu- 
tions of  wind  farm  profits  to  the  investors 
in  July.  By  the  end  of  August,  the  SPEs 
had  paid  out  at  least  $498,068  to  Wet- 
more and  Dodson.  They,  in  turn,  for- 
warded the  funds  to  Kopper— and  he  re- 
paid the  Fastows  all  of  their  original 
investment  plus  $62,850  in  interest.  Over 
the  next  two-and-a-half  years,  the  RADRs 
gushed  money,  and  Lea  and  Andy  collect- 
ed $125,000  more  "in  the  form  of  kick- 
backs," according  to  the  FBI.  "To  disguise 


CLOSE  COUPLE  Did 

Lea's  loyalty  blind 
her  to  her  spouse's 
dark  side? 


the  nature  of  the  payments, 
[Andrew]  instructed  Kop- 
per to  establish  a  'gifting 
program'  [to]  Fastow  family 
members."  According  to 
Justice,  Lea  endorsed  sever- 
al of  these  checks.  What's  more,  she 
signed  a  joint  tax  return  that  didn't  reveal 
the  RADR  payments. 

QUIET  LIFE 

THE  CHEWCO  transaction  played  a  much 
bigger  role  in  the  history  of  the  Enron 
debacle.  It  is,  in  fact,  the  deal  that  forced 
auditor  Arthur  Andersen  to  make  its 
initial  restatement  of  the  company's  earn- 
ings—an event  that  rapidly  led  to  the 
energy  giant's  collapse.  But  it  plays  a 
smaller  part  in  Lea's  story.  Chewco  was 
set  up  in  late  1997  to  buy  out  the  Univer- 
sity of  California's  interest  in  an  earlier 
Enron  investment  partnership.  Like  RADR, 


it  was  represented  as  an  independel 
but  failed  to  meet  the  3%  thre 
The  government  says  Andy  Fastd 
Kopper  in  charge  of  Chewco,  alll 
him  to  collect  more  than  $5  millioi 
licit  income.  In  exchange,  Fastc 
legedly  demanded  kickbacks  of  $6| 
which  were  paid  in  the  form  of  che 
Andy,  Lea,  and  the  children.  Accorc 
an  interview  that  former  Enron : 
Shirley  Hudler  gave  to  the  comi 
court-appointed  bankruptcy  exar 
Lea  also  handled  back-office  functiol 
Chewco  during  1998  and  1999^ 
mostly  involved  drawing  money  froi| 
bank  to  pay  off  a  loan  fror] 
other.  The  Fastows  "did  nl 
veal  their  receipt  of  the  $6| 
to  their  accountants  whol 
pared  their  income  tax  ret 
nor  did  they  report  the  incc 
the  government  claimed 
indictment  of  Lea. 

For  now,  Lea  and  Andjj 
trying  to  lead  a  quiet  life! 
helps  to  coach  his  kids' 
She   has   enrolled   in   n 
school  at  the  University  of  1 
ton.  Both  are  involved  in 
sons'  school,  St.  Johns.  But  1 
is  no  escaping  Enron.  Somij 
tried  to  set  fire  to  the  ma 
they  were   building   in 
Oaks.  Earlier  this(year  tl 
tended  a  parents  event  at) 
John's.  "Someone  in  my  ca 
who  is  a  prince  of  a  guy  and ' 
lost  a  gazillion  dollars  on  Er 
wanted  to  jump  them,"  red 
one  former  Enron  exec  wfj 
kids  also  go  to  the  school, 
got  to  believe  that  every  da 
that  same  thing  for  them." 

One  high-ranking  former  | 
ron  executive  who  was  frier 
with  Lea  and  Andy  socially  rec 
being  shocked  at  her  indictml 
Like  many  people  in  Houston| 
views  her  as  one  of  Andy's  victims.  Bi 
would  sort  of  seduce  people,"  this  sou] 
says.  "Maybe  he  lulled  Lea  into  some  fa 
sense  of  security.  'Hey,  this  is  all  up-frc) 
the  board  approved  it,  it  is  the  new  pa 
digm,  Skilling  loves  this,  Wall  Street  lo| 
this,  I  was  CFO  of  the  year.'  A  wife  cof 
become  blind  to  it  as  well— notwithsta 
ing  how  bright  she  was."  Such  psychoid 
ical  speculation  is  nearly  a  compulsj 
among  those  who  know  and  care  for  ! 
Fastow.  But  whatever  the  answer  is,  pr\ 
ecutors  don't  much  care.  They're  just 
to  nab  the  villains  who  are  behind 
white-collar  crime  of  the  century.  II 
-With  Julia  Cosgrove  andSusann  RutledL 
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Analysis  &  Commentary 


POLITICS 


THE  GENERAL 
STUMBLES 

The  early  buzz  around  Wesley  Clark's 
candidacy  has  faded.  Can  he  still  prevail? 


HE  WAS  THE  DEMOCRATIC 
candidate  from  Central 
Casting  for  the  post-Sep- 
tember 11  world:  a  hand- 
some four-star  general 
and  former  Rhodes 
scholar  from  the  South. 
Indeed,  only  days  after  announcing  his 
intention  to  challenge  Commander-in- 
Chief  George  W.  Bush  in  September,  Wes- 
ley K.  Clark  rocketed  to  the  top  tier  of 
Presidential  contenders.  But  the  general 
who  subdued  Serbia  is  finding  a  tougher 
slog  in  the  Democratic  trenches.  After  the 
first  burst  of  publicity,  Clark's  campaign 
has  bogged  down  in  basic  problems  of 
message  and  campaign  management. 

The  former  NATO  commander  has  fall- 
en behind  the  surging  Democratic  front- 
runner,  former  Vermont  Governor 
Howard  Dean.  While  still  leading  in  the 
Feb.  3  showdown  state  of  South  Carolina, 
Clark  is  lagging  in  New  Hampshire's  first- 
in-the-nation  Jan.  27  primary.  Clark  was 
expected  to  dent  Dean's  momentum  with 
a  strong  showing  in  New  Hampshire,  but 
his  support  there  is  just  4%,  according  to 
a  Nov.  2-5  American  Research  Group 
Inc.  poll  of  likely  Democtratic  primary 
voters.  That's  hardly  a  threat  to  Dean's 
38%.  Even  if  he  falls  short  in  the  Granite 
State,  Clark  says  he  isn't  worried.  "Look, 
everything  about  this  candidacy  is  un- 
conventional," he  told  BusinessWeek  on 
Nov.  11  as  he  campaigned  at  a  series  of 
Veterans  Day  events  across  the  state.  "I 
believe  in  this  country,  and  if  people  be- 
lieve in  me,  that's  all  the  magic  it  takes." 
At  this  point,  however,  Clark  is  still 
looking  for  that  elusive  magic.  Hyped  as  a 
straight-talking  outsider  who  could  ap- 
peal to  independents  and  moderate  Re- 
publicans, he  has  come  across  in  early  de- 
bates as  a  conventional  liberal.  His 
frequent  opening  line— "I'm  a  pro- 
choice,  pro-affirmative  action,  pro-health 
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Democrat"— sounds  an  awful  lot  like 
Dean  Lite.  "He  had  to  stay  white-hot  and 
become  the  'electable  Dean,'"  says  De- 
mocratic strategist  Kenneth  Baer.  "In- 
stead, he  has  come  across  as  a  pol." 

What's  more,  the  Clark  effort  has  been 
rife  with  infighting.  Campaign  manager 
Donnie  Fowler,  Vice-President  Al  Gore's 
field  director  in  2000,  quit  in  less  than  a 
month  because  senior  advisers  were  rely- 
ing more  on  Washington  insiders  than  on 
the  Draft  Clark  outsiders  who  got  the 
general  to  run  after  a  six-month  Internet 
offensive.  Another  problem:  Many  of 
Clark's  top  strategists  are  working  part- 
time— a  sharp  contrast  with  Dean  staffers 
who  have  decamped  to  Vermont. 

THE  OPTIMISTIC  OUTSIDER? 

STILL,  WHILE  CLARK  may  be  down,  he's 
far  from  out.  As  the  economy  improves, 
the  campaign's  focus  is  shifting  toward 
foreign  policy,  his  strong  suit.  And  the  De- 
mocratic Establishment  is  growing  in- 
creasingly frantic  to  find  an  alternative  to 
maverick  outsider  Dean,  who  is  perceived 
by  party  bosses  as  a  likely  loser  to  Bush. 
Clark  strategists  plan  to  highlight  a 
stylistic  distinction  with  the  blunt  front- 
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Where  the  Race  Stands 

If  the  Democratic  primary  were  held  today, 
for  whom  would  you  vote? 

SEPT.  3-5 

SEPT.  22-24 

OCT.  15-18 

NOV.  3-5 

Howard  Dean 

16% 

12% 

12% 

15% 

Wesley  Clark 

3 

12 

10 

10 

Dick  Gephardt 

8 

6 

5 

9 

Joe  Lieberman 

12 

5 

8 

9 

John  Kerry 

13 

7 

9 

7 

Data  Zogby  America  poll.  558  likely  Democratic  voters  nationwide; 
margin  of  error  +/-  4.2  percentage  points 

MOMENT  OF  runner:  If 

SILENCE  Clark  in  the   angry 

New  Hampshire  Clark  will  be  the  of 

onVeterans  Day  mistic    one     Ifs 

^^™"  theme    the    geneladditton 

hits  repeatedly  as  he  exhorts  audiences  nee  to  la; 
embrace  "a  new  American  patriotism. 
Above  all  else,  the  Clarities  will  nu 
the  case  that  he  can  attract  undecided  v 
ers  in  the  South  and  Midwest  turned  taiybases 
by  Dean's  Northeastern  brashness.  "T  services 
key  is  who  can  appeal  to  swing  voters  a  e,  "It's  lik 
not  be  polarizing,"  says  longtime  frie  ihdvisei 
Skip  Rutherford,  president  of  the  Clint  11  need 
Foundation  in  Little  Rock,  Ark.  "Demc  Itowins 
rats  have  to  start  asking  themselves  he  like  even 
important  winning  is.  Clark  can  win."  ik  is  posit 
But  to  win  against  Bush,  Clark  mi  in  strait 
first  win  the  Democratic  nominatio  its  are 
Having  opted  out  of  low  uld  fare 
aides  concede  that  he  nee<  Be.  "Fd 
to  finish,  at  worst,  a  stror  id  beat 
third  in  New  Hampshire  b  Le  ol 
hind  New  England  favori  hedabo 
sons  Dean  and  Massacht  icordro 
setts  Senator  John  F.  Ken  b  Clai 
Clark  is  hoping  to  overtal  must 
fellow  Vietnam  vet  Kerry 
whose  troubled  campaign  n 
cently  lost  three  top  officia  ndidate 
in  a  last-gasp  shakeup— wit ."  says 
town  hall  meetings  designe 
to  showcase  his  intelligent'  & 
and  easy  rapport  with  avei 
age  Americans.  It's  no  sur 
prise:    A    similar    strateg 


POLITICS 


i  >ed  another  decorated  war  hero,  2000 
dj  ublican  Presidential  candidate  John 
Iain   (R-Ariz.),  upset  Bush  in  the 
;  nite  State. 

ah  addition  to  tapping  his  military  ex- 
s  ence  to  lay  out  an  alternative  vision 
'post-war  Iraq,  Clark  will  try  to  con- 
j  :e  Dems  of  his  domestic  knowhow.  He 
n  point  to  his  experience  managing 
olitary  bases  with  thousands  of  families 
1 1  services  such  as  schools  and  health 
ie.  "It's  like  being  a  mayor,"  says  one 
jrk  adviser.  That's  a  stretch:  Generals 
i'er  need  to  raise  taxes,  and  mayors 
fe  to  win  support,  not  command  it. 
nike  every  other  Democratic  hopeful, 
jk  is  positioning  himself  to  capitalize  if 
Ian  stumbles.  And  some  rank-and-file 
[;ers  are  worried  about  how  Dean 
Bid  tare  against  the  GOP  attack  ma- 
me.  "I'd  vote  for  a  dog  catcher  if  he 
|jld  beat  Bush,"  said  retiree  Peter 
urque  of  Manchester.  "But  I'm  con- 
iTied  about  Dean.  He's  too  in-your-face 
d  confrontational." 

For  Clark  to  capture  the  nomination, 
must  persuade  voters  such  as  Bourque 
enlist  in  his  campaign  army.  He  still 
■  soiik'  selling  to  do.  "Right  now,  as  a 
ndidate,  I'd  give  him  maybe  a  'B'  or  a 
,' "  says  bourque.  Not  a  failing  grade, 
it  not  enough  to  rise  to  the  top  of  the 
ass,  either.  ■ 

-By  Richard  S.  Dunham  and 

Alexandra  Starr  in  Washington,  and  Lee 

Walczak  in  Manchester,  N.H. 


Wesley  Clark 
In  His  Own  Words 


Can  Wesley  K.  Clark  get  his 
troubled  campaign  back  on 
track?  On  Nov.  11,  Washington 
Bureau  Chief  Lee  Walczak  sat 
down  with  the  former  general 
in  Franklin,  N.H.,  to  explore  Clark's  views  on 
strategy,  the  economy,  Iraq,  and  other  key 
issues. 

After  much  early  hoopla,  your  cam- 
paign seems  to  have  lost  altitude.  When 
will  your  Presidential  bid  take  off? 

I've  never  been  in  elected  politics  and 
didn't  prepare  a  campaign.  It  was  all  very 
much  to  be  expected.  But  we  have  laid  out 
very  solid  policy  positions,  we've  got 
enormous  fundraising,  and  we  have  a  lot  of 
Internet  support.  Unlike  the  [Howard]  Dean 
campaign,  this  is  not  a  campaign  of 
protest.  This  effort  is  built  around  hope  and 
promise. 


You've  spent  much  time  on  the 
defensive,  explaining  your 
changing  views  on  Iraq  and 
your  earlier  praise  of  the 
President.  Are  these 
problems  behind  you? 
Those  aren't  issues.  They  don't 
resonate.  The  American  people 
don't  care  whether  I  praised 
[George  W.]  Bush  or  not  or 
when  I  became  a  Democrat. 
They  care  about  things  like, 
"What  are  we  going  to  do  now 
about  Iraq?" 


A  repeal 
ofthe 
Bush  tax 
cuts 'is 
going  to 
happen5 


back?  We  have  to  recognize  that  the  future 
of  this  economy  depends  on  creating 
manufacturing  and  knowledge-based  jobs 
that  will  be  resident  here. 

First,  [we  need]  direct  government 
action  to  help  address  urgent  needs  with 
infrastructure,  homeland  security,  tuition 
assistance,  and  the  like.  Secondly,  [we 
must]  work  on  science  and  technology  with 
a  real  national  goals  program  that  invests 
real  money.  Third,  we  need  a  program  of 
education  that  assures  that  every  boy  and 
girl  is  developed  to  their  full  potential. 
Vouchers  won't  do  it;  charter  schools  won't 
do  it.  It's  public  education. 

Is  it  realistic  to  call  for  repeal  of 
President  Bush's  tax  cuts? 

It's  not  only  viable,  it's  going  to  happen. 
This  Administration's  economic  policy  is 
founded  on  hope,  not  reality.  I'm  saying 
that  1%  to  1.5%  of  the  population  will  give 
back  the  [money]  that  George  Bush 

borrowed  from  our  children. 
Many  executives  tell  me 
privately  that  this  Bush  tax  cut 
is  bad,  because  people  who 
should  be  shopping  at  their 
stores  are  being  hurt. 


What  has  been  the  impact  of  the  war  in 
Iraq  on  the  war  on  terror? 

The  truth  is  that  there  are  hundreds  of 
thousands  of  angry,  humiliated,  frustrated, 
powerless  young  men  in  the  Islamic  world. 
And  what  we  have  done  in  Iraq  is  make 
ourselves  accessible  to  them.  We  must 
move  expeditiously  to  put  the  Iraqi  people 
back  in  charge.  Because  the  longer  we  stay 
there,  the  greater  the  possibility  of  a 
disastrous  fracturing  of  Iraq. 

The  economy  grew  at  7.2%  in  the  last 
quarter  and  is  generating  new  jobs.  Do 
you  really  think  you  can  do  better? 

We  still  lost  manufacturing  jobs  last  month. 
The  question  is:  Are  those  jobs  ever  coming 


You  have  pledged  to  make 
the  deficit  a  central  focus. 
What's  your  plan? 

We  have  laid  out  a  deficit- 
reduction  plan  that  gives  $2.3 
trillion  back.  We'll  probably  use 
about  $1  trillion  for  health  care. 
Then  it's  pay-as-you-go. 

You  claim  to  be  a  free  trader  but  also 
talk  of  strengthening  labor  and 
environmental  safeguards  in  trade 
pacts. 

You  can't  have  free  markets  without  strong 
regulation.  They  go  together. 

What  has  surprised  you  since  you 
entered  the  race? 

[Hoarsely]  Losing  my  voice!  I  just  keep 
talking  too  much. 


Hiisiiu\ss\ViTk  online 


For  an  extended 
version  of  this  interview,  go  to 
businessweek.com/magazine/extra/htm 
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HOT  EXACTLY 
A  KODAK  MOMENT 

Investors  are  split  over  CEO  Carp's  digital 
plan.  And  now  Carl  Icahn  is  in  die  picture 


IN  ITS  111-YEAR  HISTORY,  THE 
once-mighty  Eastman  Kodak  Co. 
has  rarely  known  such  turmoil. 
Since  CEO  Daniel  A.  Carp  unveiled 
his  risky  new  strategy  of  investing 
$3  billion  in  emerging  digital  tech- 
nologies, dissident  shareholders 
have  been  mighty  worked  up.  They're  ar- 
guing there  must  be  a  better  way  to 
mend  the  ailing  icon— and  proba- 
bly one  that  doesn't  include  Carp's 
plan  to  cut  Kodak's  dividend  by 
72%.  Bert  Denton,  President  of 
Providence  Capital,  who  attracted 
shareholders  representing  nearly  a 
third  of  Kodak  stock  to  an  Oct.  22 
meeting,  is  pushing  for  radical  cost 
cuts  to  quickly  boost  earnings. 
With  the  stock  now  trading  at 
$25— the  same  level  it  traded  at  in 
the  early  1980s— corporate  raider 
Carl  Icahn  has  just  received  clear- 
ance to  buy  up  to  7%  of  Kodak. 
Many  figure  he  wants  to  break  it  up 
and  sell  off  the  pieces.  "This  com- 
pany is  in  danger,"  warns  Denton. 
Carp  has  been  working  overtime 
to  quell  the  revolt.  He  insists  the 
company  is  already  making 
strides.  One  sign  of  progress:  On 
Nov.  12,  Kodak  announced  agree- 
ments with  Cingular  Wireless  and 
Nokia  under  which  it  will  provide 
services  that  will  help  their  cus- 
tomers store,  share,  and  print  the 
digital  images  they  take  with  pop- 
ular new  camera  cell  phones. 

Moreover,  Carp  contends  that  re- 
cent meetings  he  has  held  with  roughly  35 
investors  to  explain  his  vision  for  Kodak's 
digital  future  are  turning  the  tide.  He  ar- 
gues that  the  swift  decline  in  traditional 
film  markets  leaves  Kodak  no  choice  but  to 
slash  the  dividend  and  pour  its  resources 
into  digital.  The  alternatives  being 
bandied  about,  he  says,  "really  aren't  vi- 
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able,  practical  options."  Carp  argues  that 
many  investors  are  now  convinced  the 
strategy  is  correct,  though  he  concedes 
that  questions  remain  over  whether  Ko- 
dak's management  team  can  pull  it  off. 

Little  wonder:  Kodak  has  struggled  to 
transition  to  digital  for  close  to  a  decade 
now.  While  it  has  had  some  success,  many 
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Kodak:  Up  for  Grabs? 


WHAT  DAN  CARP  WANTS  The  Kodak  CEO  insists  his 
$3  billion  bet  on  digital  technology,  financed  with  a  72% 
dividend  cut,  is  the  only  viable  plan  for  reviving  Kodak 


WHAT  BERT  DENTON  WANTS  The  president  of  activist 
shareholder  Providence  Capital  is  pressing  big  cost 
cuts  to  boost  earnings  and  ward  off  corporate  raiders 


WHAT  CARL  ICAHN  WANTS  He's  not  talking,  but  other 
investors  expect  him  to  try  to  bolster  Kodak's  deeply 
depressed  shares,  possibly  by  breaking  it  up 


investors  say  it  isn't  enough,  given  the  bil- 
lions spent.  Meanwhile,  costs  remain  too 
high  in  film,  given  the  rapid  sales  drop. 
"If  s  all  about  execution,"  says  Joan  Lap- 
pin,  chairman  and  chief  investment  officer 
of  Gramercy  Capital,  which  hold  Kodak 
shares.  "This  company  has  a  clearly  de- 
fined set  of  problems.  If  this  group  doesn't 


fix  it,  the  board  will  find  one  that 
For   the    moment,   Carp    may 
bought  himself  some  breathing  rj 
The  stock  has  bounced  back  from  thq 
of  $20.40  it  hit  after  he  unveiled  his  ] 
Yet  that  recovery  may  have  been  fuele 
news  of  Icahn's  interest.  Others,  ser 
opportunity,  are  also  piling  in.  Le 
son  Funds,  Kodak's  largest  sharehc 
reported  on  Nov.  12  it  upped  its 
from  8.6%  in  June  to  10%,  or  28.7  mi| 
shares,  at  the  end  of  October. 


UNKIND  CUTS 

SO  FAR,  CARP'S  critics  have  not  yet 
lesced  around  an  alternative  plan.  L 
isn't  revealing  his  intentions,  but  the 
eran  raider  and  greenmailer  isn't  kn 
for  his  patient  investing.  Other  inve: 
figure  he's  likely  to  use  the  approach  at| 
dak  he  took  at  RJR  Nabisco  Inc.,  wher 
got  the  conglomerate  to  split  its  tob 
and  food  groups— and  made  $1  billio 
the  process.  "In  general,  when  he  goe 
ter  something,  he  believes  the  breakup 
ue  is  higher  than  what  he's  paying,' 
serves  Wilbur  L.  Ross  Jr.,  ch 
and  CEO  at  WL.  Ross  &  Co.,  an 
er  investor  in  distressed  comp; 
Denton  argues  that  Kodak 
only  ward  off  such  raiders  by  t  lilt 
ing  aggressive  actions  "that 
long-term  shareholders  reaso 
hang    on."    He   wants    to    si; 
spending  on  executive  perks 
other  operating  expenses  by  $ 
million  a  year,  or  5%,  and  then  i 
the  savings  to  pay  down  debt.  D 
ton  says  Carp  rejected  his  cost-c 
ting  plan  as  excessive. 

For  now,  Carp  isn't  buying  an; 

this.  While  conceding  Kodak  ne< 

to  cut  costs  further,  he  contends  a 

breakup  that  tried  to  capitalize 

the  film  business  would  only  acclfad 

erate  Kodak's  decline.  That's  1  [cri 

cause  many  of  the  retailers,  phc  pel 

shops,  and  radiologists  Kodak  st  pfc 

plies  would  abandon  it  for  supplk  riti 

better  able  to  help  manage  the  tra  p 

sition  to  digital.  "You  can't  pick  ids  rj 

strategy  to  target  a  selected  set  j  s 

investors,"   says  a  defiant  Cat  p 

"You  turn  yourself  into  a  pretz  b 

and  you  kill  your  company."  Carp. 

strategy  may  be  correct.  Trouble  it 

investors  may  run  out  of  patience  befo  |y 

he  can  prove  it.  ■  t  < 

-By  William  Symonds,  wi  \j 

Faith  Arner,  in  Bostc  jy 
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For  a  Q&A  with  Carp 
and  Kodak  President  Antonio  Perez,  log  on  t 
www.businessweek.com/magazine/extra.htr 


DONALDSON 

Open  door  for 
changes  later 


E  STOCK  MARKET 


HE  BIG  BOARD'S 
LUEPRINT:  DONE  DEAL? 

itics  feel  shortchanged  by  Reed's  plan, 
nt  the  SEC  is  already  on  board 


_  m  HEN  INTERIM 

I  ■       W  New  York  Stock  Ex- 

II  A  ^m    change 
IMVM    John'  in 

>  m  ■  ■  veiled  a  new  gover- 
■      ■  ■       nance  plan  for  the 

^W  W  exchange  on  Nov.  5, 
;  heads  of  state  pension  funds  immedi- 
>ly  cried  foul.  Reed  had  not  only  failed 
■elect  a  public  pension  fund  represen- 
:ive  for  the  new  board  but  had  also  de- 
iied  to  separate  the  market's  regulatory 
d  commercial  functions,  a  feature  the 
ids  had  sought.  Within  minutes,  pow- 
ul  state  controllers  and  treasurers 
srseeing  some  $600  billion  in  assets 
gan   lobbying  the  Securities  &   Ex- 


change Commission  to  alter  Reed's  plan. 
That's  not  likely.  Those  now  calling  for 
the  SEC  to  step  up  and  put  its  mark  on 
Reed's  plan  overlook  a  crucial  point:  The 
agency  has  already  done  so.  Chairman 
William  H.  Donaldson  and  aides  who 
oversee  market  regulation  reviewed  nu- 
merous versions  of  the  plan,  and  they  in- 
sisted on  key  alterations  along  the  way, 
say  sources  close  to  the  matter.  By  the 
time  Reed  announced  the  details,  the  new 
design  was  as  much  the  SEC's  as  it  was 
his.  The  new  structure  also  passes  muster 
with  prominent  corporate  governance  ex- 
perts. Even  mutual  funds,  which  also 
wanted  a  seat  of  their  own,  are  begrudg- 
ingly  accepting  the  new  system.  By  in- 


sisting on  separating  regulation  from  the 
marketplace,  "critics  are  putting  Bonn 
over  substance,"  says  Patrick  McGum, 

senior  vice-president  at  Institutional 
Shareholder  Services  Inc.,  which  advises 
pension  and  mutual  funds  on  governance 
issues. 

To  ensure  backing  for  his  plan,  Reed 
was  careful  to  lay  the  groundwork  with 
the  two  constituencies  that  matter  most: 
the  1,366  voting  members  of  the  ex- 
change and  the  five  members  of  the  SEC. 
Reed  has  met  with  hundreds  of  exchange 
members,  scheduling  an  eight-city  blitz  to 
speak  to  some  950  members  who  lease 
out  their  seats.  And  he  consulted  almost 
daily  with  the  SEC's  senior  staff,  who 
briefed  Donaldson  along  the  way.  The  re- 
sult is  that  Reed's  new  constitution  is  like- 
ly to  win  overwhelming  approval  from 
members  on  Nov.  18.  If  all  goes  according 
to  plan,  a  new  board  will  meet  on  Dec.  4 
to  choose  a  chairman  and  chief  executive 
officer— or  it  may  vote  to  separate  the  two 
jobs.  And  while  Donaldson  and  other  SEC 
commissioners  are  leaving  the  door  open 
to  more  changes  next  year,  especially  in 
the  way  the  floor  functions,  they  are  like- 
ly to  give  Reed's  blueprint  their  blessing 
in  mid-December. 

NO  SEPARATION  NEEDED 

DESPITE  CALLS  FROM  critics  that  Reed 
spin  off  regulation,  Donaldson  believed  it 
was  unnecessary.  An  SEC  source  says 
Donaldson  thought  Reed's  toughest  job 
would  be  figuring  out  how  to  give  the 
regulatory  unit  a  long  enough  leash  to 
make  unpopular  decisions  without  inter- 
ference, but  not  so  independent  that  it 
would  be  isolated  from  the  markets  or  im- 
mune to  the  consequences  of  its  rulings. 
Reed's  solution:  an  independent  su- 
pervisory board  holding  all  the  voting 
power,  with  input  from  a  separate  adviso- 
ry board  representing  listed  companies, 
Wall  Street  firms,  and  other  interested 
parties.  It  was  also  Reed's  idea  to  create  a 
Chief  Regulatory  Officer  who  reports  to 
the  independent  board,  not  NYSE  man- 
agement. But  the  SEC  insisted  on  more.  It 
said  the  NYSE  chief  exec  could  not  partic- 
ipate in  board  meetings  at  which  regula- 
tory matters  were  discussed.  Nor  could 
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Why  the 
Likes  Reed's 
Plan  for 
The  NYSE 


■  The  new  chief  regulatory 
officer  would  report  not  to  the 
CEO  but  to  an  independent 
board.  That  should  guarantee 
tha.t  exchange  management 
can't  influence  regulatory 
matters  by  hiring  a  CRO 
beholden  to  the  chief  exec. 


■  The  CRO's  overall  program, 
budget,  performance  reviews, 
and  staffing  levels  would  be  set 
by  a  Regulatory  Oversight 
Committee  of  the  board  and 
would  not  exchange  manage- 
ment, thus  further  ensuring 
independent  regulation. 


■  The  CRO's  compensation 
would  be  set  by  the  full  board, 
not  the  NYSE  chief  executive. 
The  goal:  To  insulate  the  CRO 
from  backlash  for  enforcement 
decisions  that  might  be 
unpopular  or  costly  to  the 
members. 
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the  CEO  set  the  CRO's  compensation. 
To  further  satisfy  the  SEC,  Reed  came 
up  with  a  Regulatory  Oversight  Com- 
mittee, composed  only  of  independent 
board  members,  to  hire,  review,  and,  if 
necessary,  fire  the  CRO.  That  board  will 
also  determine  the  division's  staffing 
levels  and  annual  budget.  "The  CRO  is 
so  independent  it's  almost  scary,"  says  a 
top  SEC  official.  The  SEC  also  asked 
Reed  to  clarify  that  the  CEO  would  not 
be  able  to  take  part  in  three  other  board 
committees  dealing  with  compensa- 
tion, audits,  and  governance  matters. 

Will  the  reforms  mollify  critics?  State 
pension  fund  trustees  are  dubious.  "The 
composition  of  the  board  really  doesn't 
provide  for  the  kind  of  independence  we'd 
like  to  see,"  says  Sean  Harrigan,  president 
of  the  board  of  the  California  Public  Em- 
ployees' Retirement  System  (CalPERS),  the 
nation's  largest 
pension  fund,  with 
$147  billion  in 
assets. 

But     the     SEC 
thinks  the  public 
V»  <x\  ro  pension  funds  are 

LldVc  in    the    minority. 

While  mutual- 
fund  companies 
are  disappointed 
they  didn't  get  a 
designated  board 
seat,  they  aren't 
battling  the  Reed  plan.  "Our  big  fight 
will  come  later,"  says  John  J.  Wheeler, 
head  of  equity  trading  at  mutual-fund 
company  American  Century  Invest- 
ment Management,  "when  the  new 
board  gets  down  to  the  nuts  and  bolts  of 
how  to  make  the  auction  market  more 
electronic."  McGurn  says  the  true  test  of 
independence  will  depend  on  whether 
the  CRO's  budget  and  staff  truly  are  be- 
yond management5  s  reach. 

Some  governance  gurus  think  Reed 
may  have  chosen  a  board  that  is  too  in- 
dependent. "They  have  no  stake  in  the 
institution,"  says  Charles  M.  Elson,  di- 
rector of  the  University  of  Delaware's 
John  L.  Weinberg  Center  for  Corporate 
Governance.  He  says  the  board,  which 
has  eight  director-nominees  but  could 
expand  to  12,  should  include  represen- 
tatives of  the  investing  public. 

Reed  isn't  budging.  He's  convinced 
that  his  new  design  is  the  best  way  for- 
ward. Of  course,  if  he's  wrong,  he'll  be 
long  gone  from  the  exchange  by  the 
time  that  becomes  evident.  II 

-By  Paula  Dwyer,  with  Amy  Bonus, 

in  Washington  and  with  Christopher 

Palmeri  in  Los  Angeles 


Does  the 

new 

board 


enough  of 
a  stake? 


COMMENTARY 


BY  RICH  MILLER 


Why  Greenspan 
WiUjustLetitRide 

Hell  wait  till  there's  less  economic  slack  to  raise  rati 


THE  ECONOMY  IS 
cooking.  Business 
spending  is  rising  and 
the  job  market  has 
turned  up.  The  pickup 
in  growth,  in  the  U.S.  and  abroad, 
has  sent  commodity  prices 
soaring  and  fanned  fears  of  a 
resurgence  of  inflation.  The 
central  banks  of  Australia  and 
Britain  have  already  raised  interest 
rates,  and  the  U.S.  bond  market  figures 
the  Federal  Reserve  will  follow  suit 
early  next  year. 

Don't  count  on  it.  Although 
economic  growth  hit  a 
staggering  7.2%  in  the  third 
quarter  and  is  expected  to 
settle  in  at  a  zippy  4%  over 
the  next  few  quarters,  Fed 
Chairman  Alan  Greenspan 
and  his  cohorts  believe  they 
can  take  their  time  before 
raising  rates.  Despite 
investors'  skepticism,  Fed 
insiders  believe  the  U.S.  is  in  a 
unique  period  where 
inflation  is  so  low— and  the 
economy  still  boasts  so  much 
slack— that  they  can  relax 
and  let  things  rip.  "In  these 
circumstances,"  Greenspan  said  on 
Nov.  6,  "monetary  policy  is  able  to  be 
more  patient." 

THAT'S  A  BIG  SHIFT  from  past 
recoveries.  Generally,  the  Fed  has  felt 
compelled  to  raise  rates  early  in  the 
cycle  because  it  believed  inflation  was 
too  high  and  needed  to  be  contained. 
Not  this  time.  Excluding  volatile  food 
and  energy  costs,  consumer  prices  in 
September  stood  just  1.2%  higher  than 
a  year  earlier.  Contrast  that  to  the 
nearly  3%  core  inflation  rate  that 
prevailed  in  February,  1994,  when  the 


THE  CHAIRMAN 

Inflation-watching 


Fed  began  hiking  rates  in  the  last 
cycle.  Some  Fed  officials  might  eve| 
willing  to  wait  to  tighten  until  inf 
ticks  up  and  moves  the  economy ' 
clear  of  the  deflationary  danger  zor 
BECAUSE  OF  EXCESS  CAPACITY  ar 
elevated  unemployment— what 
economists  call  the  output  gap— pl^ 
of  slack  still  remains  in  the  econor 
According  to  output-gap  theorists,  I 
recession  of  '01  and  the  slow  recovd 
since  have  left  the  economy  some  2J 
smaller  than  it  would  have  been  had 
stayed  on  its  long-term  growth  trenl 
Until  that  growth  deficit  disappears] 
the  theory  goes,  inflation  pressures 
will  be  muted.  In  fact,  some  at  the 
Fed,  including  Governor 
Ben  S.  Bernanke,  fear  the  | 
will  put  unwelcome 
downward  pressure  on 
inflation  in  2004. 

The  only  way  to  get  rid  i 
that  gap,  Bernanke  and 
others  believe,  is  to 
turbocharge  the  economy  1 
running  it  in  excess  of  its 
long-run  cruising  speed.  IfJ 
many  Fed  policymakers 
believe,  the  trend  growth  ra| 
of  the  economy  is  3'^%,  ther 
needs  to  grow  5'^%  next ; 
to  close  the  gap. 

To  be  sure,  there  are  risks  to  the  Fe<] 
strategy.  As  Greenspan  is  well  aware, 
the  output  gap  is  an  ephemeral  conce i 
at  best.  Indeed,  Fed  research  found  th] 
estimates  of  the  gap  often  are  badly  of 
the  mark  and  can  lead  to  policy 
mistakes.  What's  more,  if  the  Fed  hold| 
off  too  long  on  hiking  rates  next  year,  i 
faces  the  politically  difficult  choice  of 
raising  them  too  close  to  the  Novembe 
2004,  Presidential  election.  Still,  with 
inflation  low  and  the  jobs  recovery  justl 
begun,  Greenspan  seems  willing  to  err| 
on  the  side  of  ease  for  now.  ■ 
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AIRLINES 


LOOK  WHO'S  BUZZING 
THE  DISCOUNTERS 

Suddenly,  the  majors  are  fighting  back 
against  JetBlue,  Southwest,  and  others 


IT'S  NO  SECRET  THAT  JETBLUE 
Airways  Corp.  is  growing  fast, 
posting  healthy  profits  and  win- 
ning acclaim  from  fliers.  But  even 
JetBlue  can  stumble.  Witness  the 
recent  dustup  in  Adanta,  where  the 
airline  is  packing  its  bags  on  Dec.  4 
after  seven  months  of  ferocious  competi- 
tion from  hometown  giant  Delta  Air 
Lines  Inc.  When  JetBlue  launched  service 
from  Adanta  to  Long  Beach,  Calif.,  in 
May,  Delta  slashed  fares  and  hiked  its  ca- 
pacity to  Los  Angeles  airports  by  nearly 
50%.  "It  was  definitely  a  violent  reaction," 
says  David  F.  Ulmer,  JetBlue's  vice-presi- 
dent for  planning.  "We  decided  to  use  our 
resources  best  elsewhere." 

Those  kinds  of  skirmishes  were  once 
common  in  the  cutthroat  airline  industry. 
Yet  they've  been  scarce  in  recent  years  as 
the  so-called  "legacy"  carriers,  such  as 
Delta  and  American  Airlines  Inc.  focused 
more  on  survival  than  on  snaring  market 
share.  But  with  the  economy  growing  and 
their  finances  stabilizing  after  three  years 
of  retreat,  the  big  network  airlines  appear 
ready  to  rumble  with  such  low-cost  play- 
ers as  JetBlue,  Southwest  Airlines,  and 
AirTran  Airways.  "We're  not  running 
from  these  carriers  anymore,"  vows 
American  Airlines  CEO  Gerard  J.  Arpey. 
The  latest  to  jump  into  the  fray:  On  Nov. 
12,  United  Airlines  announced  it  will 
launch  "Ted,"  a  low-cost  unit  that  will 
take  on  Frontier  Airlines  Inc.  in  Denver. 

The  stepped-up  competition  could 
mean  slowing  revenue  growth  and 
pressure  on  margins  and  stock  multiples 
for  the  upstarts.  Already,  JetBlue's  high- 
priced  stock  has  tumbled  22%  since 
Oct.  22  as  nervous  investors  rethink  its 
growth  prospects.  Discounters  with 
higher  costs  or  weaker  franchises,  such 
as  Frontier  and  Spirit  Airlines  Inc., 
stand  to  get  squeezed  the  most. 

It's  no  wonder  the  goliaths  are  fighting 
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EASING  OFF 

Profits  and 
shares  could 
come  under 
pressure 
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back.  For  every  seat  they  have  cut  in  re- 
cent years,  discounters  have  rushed  to  fill 
the  gap.  The  low-cost  carriers'  market 
share,  about  20%  of  domestic  capacity, 
has  doubled  since  1995.  By  the  end  of 
next  year,  estimates  analyst  Samuel  But- 
trick  of  UBS  Securities,  total  industry  ca- 
pacity will  be  back  to 
pre-September  11  levels, 
even  though  the  majors 
have  shrunk  14%  over 
the  period. 

But  now,  deep  cost  re- 
ductions and  a  surging 
economy  are  giving  the 
majors  the  confidence  to 
fight  back  more  often. 
American  and  Delta,  for 
example,  are  matching 
the  discounters'  low 
prices  on  more  seats  or 
even  jumping  into  new 


HOW  MUCH  HIGHER? 
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DISCOUNT  CARRIERS' 
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routes  after  their  low- cost  rivals.  All 
the  majors  and  their  regional  partne: 
expected  to  boost  domestic  capacit 
next  year,  with  much  of  that  expai 
aimed  at  markets  with  low-cost  con 
tion.  And  they're  doing  it  cheaply  b 
ing  planes  more  intensively,  not  hea 
on  new  aircraft  orders. 

CUSTOMER  LOYALTY 

WITH   HIGHER  AIRCRAFT  use,  Sl| 
fares,  and  some  $5  billion  in  annual 
cuts  by  2005,  United  vows  that  Ted,  w 
starts  in  February,  will  be  profitable  sei 
such  leisure  markets  as  Reno,  Nev,  La; 
gas,  and  Tampa.  Delta,  too,  is  conside 
expansion  of  its  36-plane,  low-cost  5 
unit,    even    though    ana 
question  its   ability  to  w  »-~ 
share  from  JetBlue.  And  An 
can  has  capped  its  transct 
nental  fares  at  $299  one- 
and  beefed  up  its  Dallas 
Chicago  hubs. 

The  low-cost  carriers  wil 
doubt  feel  some  pain.  Beca 
of  increased  competition, 
Morgan  Chase  &  Co.  an; 
Jamie  Baker  has  cut  his  fou 
quarter  earnings-per-share 
timate  for  JetBlue  by  11% 
downgraded  the  stock.  He 
his   fourth- quarter  earnin 
per-share  estimate  for  AirTi 
by  26%.  Still,  the  current 
of  discounters  isn't  going 
collapse— the  fate  of  the  o 
hugely   popular    People 
press.  They  still  boast  a  h 
cost  advantage  and  growi| 
customer  loyalty.   Southwi 
for      instance,     will      en 
Philadelphia,  a  US  Airways  Group  I: 
hub,  next  May.  Profitable  Adanta-bas| 
AirTran  Airways  Inc.  is  expanding  to  S; 
Francisco,  Las  Vegas,  and  Denver. 

What's  more,  legacy  carriers  st 
struggle  with  huge  pension  obligatio 
and  crushing  debt.  Escalating  pensidiEi 
costs  prompted  Del 
on  Nov.  12  to  up  its  for 
cast  of  fourth-quart 
losses  to  as  high 
$415  million— near 
double  an  earlier  est 
mate.  So  taking  on  di 
counters  will  cost  ti 
big  boys.  They'll  thro 
punches,  but  don't  loo 
for  a  knockout  anytim 
soon.  ■ 

-By  Wendy  Zellner  i 
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LEAVE  LATE.  ARRIVE  EARLY.  Now  you  can  sleep  in  and  still  be  an  early  bird.  That's  the  beauty  of  having  an  advanced 
3.2-liter  VTEC  engine,  six  close-ratio  gears;  cutting-edge  suspension,  Vehicle  Stability  Assist,  a  smooth  Drive-by-Wire 
Throttle  System"  and  the  safety  of  standard  side  curtain  airbags.  But  before  you  plan  on  arriving  fashionably  early, 
race  on  over  to  acura.com  or  call  us  at  1-800-To-Acura.  The  all-new  270-hp  AcuraTL.  A  higher  form  of  performance. 
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WRECK  ON 
MAD  AVE 

When  he  became  CEO  of 
Interpublic  Group  in 
February,  David  Bell  warned 
that  turning  around  the 
troubled  ad  giant  could  be 
tough.  He  wasn't  kidding.  On 
Nov.  11,  IPG  reported  a  net 
loss  of  $327.1  million  for  the 
third  quarter  on  a  2.3%  gain 
in  revenues,  to  $1.4  billion. 
Among  the  nasty  surprises:  a 
noncash  charge  of  $221 
million  to  wipe  out  goodwill  at 
troubled  sports  marketer 
Octagon,  and  a  $127.6  million 
charge  to  cover  potential 
costs  of  shareholder  lawsuits. 
Be'l  also  put  $57.1  million  into 
an  ongoing  restructuring,  now 
likely  to  cost  $250  million. 
Although  IPG's  revenue  from 
existing  clients  declined  1.7% 
at  a  time  when  the  ad 
business  seems  to  be 
recovering  at  last,  Bell  put  the 
best  face  on  things.  He 
pointed  to  a  healthy  influx  of 
$850  million  in  new  business 
and  noted  that  no  major 
clients  defected  in  the  third 
quarter.  Investors,  however, 
were  less  forgiving.  Fearing 
big  losses,  they  sent  the  stock 
tumbling  6.2%  the  day  before 
IPG  reported.  It  recovered 
only  slightly  once  the  news 
was  out. 

-Gerry  Khermouch 
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CHINA:  DRIVE 
RIGHT  ON  IN 

After  U.S.  manufacturing 
companies  and  labor  unions 
griped  about  China's  growing 
$110  billion  trade  surplus  with 
the  U.S.,  China's  Vice- 
Minister  of  Trade,  Ma  Xiuhong, 
dropped  by  Detroit  on  Nov.  12 
with  a  little  good  news.  He 
announced  a  deal  that  allows 
General  Motors  and  Ford  Motor 
to  ship  thousands  of  cars  to 
China  tariff-free.  GM  will 
begin  shipping  Buicks  and 
Cadillacs  such  as  the  XLR 
roadster,  CTS  sedan,  and  SRX 
sport-utility  vehicle  to  China, 
as  well  as  parts  to  make  more 
Buicks  at  its  Shanghai  plant. 
GM  is  considering  the 
Hummer  H2  for  China,  too. 
Ford  also  plans  to  ship  5,250 
vehicles,  but  it  has  not 
decided  which  models  to 
send.  Sport  utilities  are  a 
likely  candidate. 

A RETREAT 
BY  ORACLE? 


Oracle's  $7.3  billion  hostile 
takeover  bid  of  rival 
Peoplesoft  may  be  on  the 
ropes.  On  Nov.  10,  the 
database  giant  said  in  a 
Delaware  court  filing  that  a 
takeover  would  not  be 
"economically  reasonable" 
if  Peoplesoft  is  allowed  to 
continue  a  program  that 
guarantees  customers  a 
payment  of  up  to  five  times 
the  cost  of  software 
purchased  if  Peoplesoft 


gets  taken  over.  Oracle  has 
asked  the  courts  to  bar 
Peoplesoft  from  making  the 
guarantee.  And  even  if  a 
judge  sides  with  Oracle,  the 
Justice  Dept.  could  oppose 
the  deal  on  anticompetitive 
grounds.  A  Justice 
spokesperson  declined  to 
comment  on  a  USA  Today 
report  that  it  is  preparing  to 
oppose  the  merger.  Oracle 
CEO  Larry  Ellison  has  said 
that  if  the  government 
blocks  the  deal,  he'll  drop  it. 
However,  an  Oracle 
spokesperson  said  the 
company  remains  confident 
it  will  get  the  green  light. 


DEAL  CITY 
FOR  VIVENDI 

Vivendi  Universal  signed  new 
contracts  with  Imagine 
Entertainment  and 
DreamWorks  SKG,  helping  to 
secure  programming  for  its 
new  owner,  General  Electric's 
NBC.  Vivendi  added  three 
years  to  the  two  years 
remaining  on  its  deal  with 
director  Ron  Howard's 
Imagine,  which  made  such 
hits  as  A  Beautiful  Mind  and 
Dr.  Seuss'  How  the  Grinch 
Stole  Christmas  for  Universal. 
Vivendi  also  extended 
through  2010  Universale 
contract  to  distribute  films 
and  DVDs  for  DreamWorks. 
Vivendi  also  agreed  to  pay 
$100  million  to  buy 
Dreamworks'  records  unit, 
home  to  Toby  Keith  and  Nelly 
Furtado. 


WHY  MERCK 
FEELS  BLUE 

Merck  pulled  the  plug  on  a 
promising  experimental 
treatment  for  depression.  On 
Nov.  12,  it  announced  that  the 
drug,  called  Emend,  had 
failed  to  ease  the  symptoms 
of  depression  in  a  late-stage 
clinical  trial.  Merck  already 
sells  Emend  as  a  treatment 


for  nausea  caused  by 
chemotherapy,  but  appro^ 
for  depression  would  hav< 
transformed  it  from  a  nic 
product  to  a  potential  $1 
billion-a-year  blockbuster 
And  it  would  have  gone  a 
long  way  toward  easing  th 
pain  when  Merck's 
cholesterol-fighting  hit  dri 
Zocor  loses  its  patent 
protection  in  2006. 
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»  Federated  Department 

Stores  reported  lower 
earnings  for  the  third  quaif*1 
»  Neither  party  won 
damages  in  the  Rosie 
O'Donnell-Gruner  +  Jahrfigl*  e 
»  Standard  &  Poor's  cut  its 
rating  on  Ford's  debt  to  on 
notch  above  junk. 
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Highflier  EchoStar 
Communications 
fell  13%,  to  $32.05, 
on  Nov.  11,  after  its 
$35.1  million  third- 
quarter  profit 
missed  Wall  Street  |p 
expectations. 
Analysts  also 
worried  that  with 
only  285,000  new 
subscribers  in  the 
quarter,  it  is  losing 
market  share  to 
rival  DirecTV. 
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Vill  Bush  and  Dean  Kill 
Hiblic-Financed  Races? 


i 


I  NOV.  8,  WHEN  DEMOCRATIC  front-runner  Howard  Dean  joined 
iorge  W.  Bush  in  kissing  off  the  spending  limits  attached  to 
deral  matching  funds,  pundits  predicted  the  demise  of  the 
stem  that  has  funded  Presidential  primaries  since  Watergate, 
nid  the  rush  to  the  exits— wealthy  Massachusetts  Senator 


in  F.  Kerry  could  be  next— it's  clear  that 
!  taxpayer-subsidized  nomination 
i^ocess  is  in  trouble. 
Here's  why:  Spending  limits  for  publicly 

anced  candidates  haven't  kept  pace  with 
jiji?  exploding  costs  of  modern  campaigns. 
,  hat's  more,  there  is  an  unintended  effect 
itj  the  McCain-Feingold  campaign-finance 

v  of  2002,  which  doubled  individual 

ntribution  limits,  to  $2,000:  Because  if  s 

sier  for  candidates  to  rake 
more  money,  they  now 

ive  an  increased  incentive 

opt  out  of  the  system 

stead  of  accepting  the 

•ending  limits  that  come 

ith  taxpayer  subsidies. 
Bush  is  expected  to  raise 

id  spend  a  record  $200 

illion-plus  before  the 

epublican  convention 

egins  next  Aug.  30,  despite 

le  fact  that  he  has  no 

rimary  opposition.  Dean 

as  already  raised  more 

lan  $25  million;  he  hopes 

)  collect  $200  million  more 

efore  the  general  election, 
he  other  Democratic 
hallengers,  if  they  take 
ederal  money,  will  be 

Baited  to  a  $45  million 
jrimary  spending  cap. 

If  Dean  has  irritated  proponents  of 
bblicly  funded  campaigns,  he  also  has 
Uvanized  the  reformers  who  last  year 
von  congressional  passage  of  a  ban  on 
olt-moiK'v  contributions.  They  are 
ianning  ;1  push  to  revitalize  the  public- 
inancing  system. 

Led  by  Senators  John  McCain  (R-Ariz.) 
uul  Kuss  Feingold  (D-Wis.),  reform 
Bvocates  arc  mulling  a  number  of  ideas, 
rhey  want  to  lure  candidates  back  into 
he  system  and  level  the  playing  field  by 


OPTING  OUT 

Tactics  aren't  the 
only  thing  hurting 
public  financing 


raising  the  primary  spending  limit  as  high 
as  $75  million— the  same  as  for  the 
general  election.  Another  proposal: 
Encourage  public  participation  in  the 
political  process  by  increasing  the  one-to- 
one  match  for  small  donations  to  two-to- 
one  or  even  four-to-one. 

To  fund  the  system,  reformers  propose 
hiking  the  $3  check-off  on  income-tax 
forms  to  $5.  They  also  are  jawboning 

makers  of  tax-preparation 
software  to  rewrite  their 
programs,  which  now 
default  to  the  "no"  box.  And 
they  want  candidates  who 
opt  out  of  public  financing 
during  the  primaries,  such 
as  Bush  and  Dean,  to  lose 
their  $75  million  windfall  in 
the  general  election. 
"Candidates  shouldn't  be 
able  to  reject  public 
financing  and  accept  it 
when  it  suits  their  tactical 
advantage,"  says  Fred 
Wertheimer,  CEO  of 
Democracy  21,  a 
nonpartisan  campaign- 
finance  reform  group. 

It's  more  than  tactics,  though,  that 
are  roiling  the  public-financing 
system  for  Presidential  campaigns, 
and  reformers  are  bucking  the  winds 
of  change.  Because  of  the  front-loaded 
primary  season,  candidates  must  raise  lots 
of  money  in  a  few  months.  The  Internet  is 
lowering  the  cost  of  fund-raising  and 
making  it  easier  for  voters  to  have  their 
voices  heard  through  online  donations. 
And  more  important,  fewer  taxpayers- 
only  11%  in  2002— are  contributing  to  the 
public-financing  system  by  checking  off  a 
donation  on  their  Form  1040.  The  public,  it 
seems,  is  voting  with  its  tax  returns.  ■ 
-By  Lorraine  Wocllcrt,  with  Paula  Dwycr 


CAPITAL 
WRAPUP 

THE  WTO:  LOVE  IT 
OR  LEAVE  IT? 

FREE-TRADERS  are  cheering 
the  World  Trade  Organization's 
Nov.  10  ruling  slapping 
down  President  George  W. 
Bush's  three-year  tariffs  on 
imported  steel.  But  there's 
reason  for  them  to  fret,  too: 
The  decision  is  fanning  the 
flames  of  bipartisan  anti-WTO 
sentiment  in  Congress  that 
could  ultimately  lead  to 
America's  departure  from  the 
148-nation  body. 

Senator  Max  S.  Baucus  CD- 
Mont.)  has 

Rulings 
against 
the  U.S. 
raise 
ire  in 
Congress 


renewed  his 
call  for  a 
commission 
of  U.S.  judges 
to  review  the 
reasons 
behind  the 
WTO's  string 
ofanti-U.S. 
decisions. 
Baucus  says 
the  cases 
are  "under- 
mining confidence"  in  the 
Geneva-based  organization. 
Many  Republicans  have  long 
warned  that  the  WTO  threatens 
U.S.  sovereignty.  Moderate 
Representative  Phil  English  (R- 
Pa.)  calls  its  recent  decisions 
"extraordinarily  arbitrary." 

A  General  Accounting  Office 
report  finds  the  U.S.  is  the 
biggest  loser  in  WTO  rulings 
and  faces  the  highest  penalties. 
Recent  WTO  decisions  have 
authorized  Europe  to  levy 
penalty  tariffs  on  up  to  $6 
billion  in  U.S.  exports. 

The  WTO  still  has  its 
defenders,  including  Senate 
Finance  Chairman  Charles  E. 
Grassley  (R-Iowa).  But  even  he 
is  angry  that  it  allows  judges  to 
receive  documents,  hear 
arguments,  and  deliberate 
entirely  in  secret.  Congress 
must  vote  in  2005  on  whether 
to  stay  in  the  WTO. 

-By  Paul  Magnasson 
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COMPUTERS 


EUROPE  IS  FOR 
LAPTOP  LOVERS 

Thanks  to  plunging  prices  and  new 
features,  sales  are  taxing  off 


JUSTIN  SYKES  FINALLY  HAS 
a  digital  home.  The  27-year- 
old  Brit,  who  works  for  the 
U.N.'s  International  Labor 
Organization  in  Geneva,  has 
used  PCs  for  years  at  school 
and  in  the  office  but  has  nev- 
er owned  one.  Now,  like  millions  of  Euro- 
peans this  year,  Sykes  has  succumbed  to 
the  call  of  the  Internet  and  plunked  down 
$1,800  for  an  Apple  computer.  He  plans  to 
surf  the  Net,  but  also  to  watch  DVDs  and 
store  digital  music  and  photographs.  His 
new  toy  is  no  desktop  monster,  though: 
Sykes  joined  the  craze  sweeping  Europe 
for  notebook  PCs.  "I  decided  if  I  was  going 
to  buy  a  home  computer,  I  might  as  well 
get  a  laptop,"  he  says. 

Thanks  to  plunging  prices  and  enticing 
features,  Europeans  are  snapping  up  note- 
book PCs  at  record  rates.  In  the  third  quar- 
ter, they  purchased  more  than  3.1  million 
machines,  a  staggering  53%  increase  over 
the  same  period  in  2002,  says  market  re- 
searcher IDC  in  London.  That  compares  to 
just  31%  growth  in  the  larger  U.S.  market. 
Overall,  that  made  Eu- 
rope the  world's  fastest- 
growing  PC  market, 
with  unit  sales  up  near- 
ly 20%.  Taiwan's  Acer 
Inc.,  the  No.  4  brand  in 
Europe,  recorded  the 
biggest  sales  gains 
(55.5%),  followed  by 
No.  2  Dell  Inc.  (29%). 
Hewlett-Packard  Co., 
by  far  the  market 
leader,  managed  a 
17.6%  gain,  thanks  in 
part  to  a  near-tripling 
in  sales  of  consumer 


LAPTOP  ROMANCE 


MILLIONS 
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laptops.  "We  haven't  seen  numbers  like 
this  in  three  years,"  says  Karine  Paoli,  Lon- 
don-based research  director  for  IDC's  Eu- 
ropean personal-computing  group. 

What's  behind  the  surge?  Growing  In- 
ternet usage  and  digital  convergence- 
cameras,  music,  video,  and  the  like— cer- 
tainly play  a  role.  But  the  real  driver  is 
price.  Not  long  ago,  consumers  in  the  Old 
World  regarded  laptops,  costing  upwards 
of  $2,000,  as  expensive  luxuries  for  corpo- 
rate road  warriors.  Now,  many  models  cost 
less  than  $1,500,  and  some  are  under 
$1,000.  Brian  Gammage,  a  vice-president 
at  researcher  Gartner  Inc.,  figures  half  of 
the  Europeans  who  purchased  notebooks 
in  the  third  quarter  were  first-time  buyers. 
In  countries  like  Spain  with  relatively  low 
PC  penetration,  "we're  seeing  users  hop 
right  past  desktop  PCs  directly  to  laptops," 
says  Gammage. 

The  implications  for  the  PC  business 
are  huge.  Home  PC  penetration  in  Europe 
has  long  lagged  behind  the  U.S.  Even  this 
year,  it  will  hit  just  21%,  vs.  60%  in  the 
U.S.,  says  IDC.  But  Europeans'  new  infat- 
uation with  notebooks 
could  help  close  the 
gap— and  accelerate  a 
worldwide  shift  to 
portable  PCs.  "We've 
been  talking  for  years 
about  the  trend  toward 
notebooks,"  says  Kas- 
per  Rorsted,  managing 
director  for  Europe, 
the  Middle  East,  and 
Africa  at  HP.  "Now  it 
has  finally  hit  this 
year."  HP  reckons  con- 
sumer notebook  sales 
could   overtake  desk- 


N0TEB00KS  IN  PARIS 

As  PC  penetration 
rises,  the  Internet 
will  get  a  boost 


tops  within  tv\ 
years 
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Unfortunate  ^ 
for  PC  maker  ^P 
swooning  price  P' 
mean  that  revenues  aren't  climbing  i  -W 
fast  as  unit  sales.  IDC  figures  Europea  "^ 
laptop  prices  fell  25%  in  the  third  quarte  ^'co 
vs.  the  same  period  in  2002,  wiping  ox  seai 
nearly  half  the  unit-sales  gain.  That  take  Pew 
a  bite  out  of  profits,  too,  because  note  m 
books  carry  higher  margins  than  desk '  ^ 
tops.  Lehman  Brothers  Inc.  analyst 
Daniel  T.  Niles  says  price  pressures  an< les^ 
higher  costs  for  components  coulc^ 
squeeze  HP's  operating  margins  fronllts 

1.5%  to  just  1.3%  in  its  fourth  quarter.      * 

A 

PILING  ON  TO  THE  NET  jfa 

STILL,  MANY  OUTFITS  linked  to  the  PC  icts 
business  are  feeling  a  lift.  Swiss  peripher-  « 
als  maker  Logitech  booked  17%  highei  P 
revenues  in  the  quarter  ended  Sept.  30  ?e- 
thanks  to  strong  sales  of  mice,  Webcams,  'eni 
and  speakers.  Buoyant  PC  demand  was5 
one  of  the  reasons  cited  by  Ulrich  Schu- 
macher, CEO  of  Munich-based  Infineonf"1 
Technologies,  for  the  chipmaker's  return 
to  profitability  in  the  third  quarter. 

No  sector  stands  to  gain  more  than  the 
Internet.  In  the  past  year  alone,  10  million 
more  Europeans  have  piled  on  to  the  Net, 
bringing  the  total  to  83  million  active 
surfers,  compared  with  126  million  in  the 
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Meet  the  Continent's 
Mighty  Midgets 


* 


3.,  says  researcher  Nielsen//NetRat- 
;s.  What's  more,  the  number  of  broad- 
rid  subscribers  in  Europe  has  doubled 
I  the  past  year,  to  more  than  18  million. 
Lat's  boosting  results  for  Internet  serv- 
1  providers  such  as  France's  Wanadoo 
d  Germany's  T-Online. 
[E-commerce  also  is  surging.  Forrester 
j 'search  figures  total  online  sales  in  Eu- 
[pe  will  top  $42  billion  this  year,  a  23% 
(.crease  over  2002.  EBay  has  already  seen 
I  European  sales  volume  soar  85%  in 
'.  e  past  year.  And  Europe's  leading  on- 
le  shopping-comparison  service,  Paris- 
ised  Kelkoo,  says  the  number  of  visitors 
its  Web  site  in  September  topped  20 
lillion,  more  than  triple  that  of  a  year 
irlier.  "We're  going  to  have  a  very  hot 
aline  Christmas-shopping  season,"  pre- 
ic  is  CEO  Pierre  Chappaz. 

Could  anything  cool  the  European 
iptop  market?  Analysts  fret  about  short- 
ges  of  liquid-crystal  displays  because  of 
emand  from  competing  products,  such 
s  Bat-panel  TVs.  There  also  are  signs  that 
igher  demand  could  spike  costs  for  some 
Proponents,  which  in  turn  could  force  up 
notebook  prices.  But  manufacturers,  ea- 
per  for  fourth-quarter  sales  growth  at  any 
ost,  may  swallow  the  difference  even  at 
isk  to  their  profits.  One  way  or  another, 
his  romance  looks  set  to  stay  hot.  ■ 

-By  Andy  Rcinlnudt, 
with  Ellen  Groves,  in  Paris 


Squaring  off  against  global 
computer  giants  like  Hewlett- 
Packard  and  Dell  might  strike 
fear  into  the  hearts  of  the 
bravest  entrepreneurs.  But  a 
handful  of  small  European  companies  is 
doing  just  that,  and  with  remarkable 
success.  Their  secret?  Focusing  on  the 
sizzling  market  for  notebook  computers 
and  offering  ultralow  prices.  While  none  of 
the  upstarts  threatens  to  knock  top-tier 
players  out  of  the  ring,  they're  grabbing 
enough  market  share  to  get  noticed-and 
to  force  down  prices  across  the  board,  to 
the  delight  of  European  consumers. 

Call  them  the  mighty  midgets.  They 
include  dynamos  such  as  Gericom,  based 
in  Linz,  Austria,  which  sells  only  laptops. 
The  13-year-old  public  company  earned 
$3.1  million  in  profits  in  the  first  half  of  this 
year  on  revenues  of  $270  million.  That's  a 
fraction  of  the  $3.89  billion  in  European 
sales  Dell  Inc.  racked  up 
in  the  first  half.  But 
Gericom  has  led  the  way 
in  slashing  prices  by 
using  cheap  desktop  PC 
processors  instead  of 
pricier  mobile 
counterparts  to  build 
highly  affordable 
notebooks.  That  has 
allowed  it  to  claim  the 
No.  1  spot  in  the  huge 
market  for  consumer 
notebooks  in  Germany  for 
two  years  running.  The 
outfit  reels  in  customers 
with  products  like  the 
Hummer,  which  features 
a  2.2-GHz  Intel  processor,  a  14-inch  screen, 
a  30-gigabyte  hard  drive,  and  a  DVD 
burner,  all  for  less  than  $1000.  "Notebooks 
are  very  trendy  products,  and  we  sold  an 
enormous  number  last  year,"  says 
Gericom's  head  of  investor  relations,  Ingo 
Middelmenne. 

Rival  Medion  is  taking  a  different  tack. 
Based  in  Essen,  Germany,  the  company 
sells  everything  from  laptops  to  home 
audio  systems  to  answering  machines. 
First-half  profits  reached  $44.8  million  on 
the  back  of  a  15%  increase  in  revenues,  to 
$1.37  billion.  Its  strategy  is  the  polar 


opposite  of  the  built-to-order  model 
perfected  by  Dell.  Medion  orders  up  giant 
batches  of  Asian-made  computers  with 
fixed  configurations  and  stuffs  them 
through  the  huge  distribution  networks  of 
German  retailers  such  as  Aldi  and  Lidl. 
That's  how  the  company  sold  290,000 
identical  PCs  in  just  two  days  during  the 
2001  Christmas  season.  With  only  1,000 
employees  and  virtually  no  research  and 
development,  Medion  has  operating 
expenses  of  just  5.9%  of  revenues-40% 
lower  than  even  Dell  can  muster.  "The 
strategy  is  all  about  short-term  pro- 
motions," says  PC  analyst  Chris  Jones  of 
researcher  Canalys  in  Reading,  England. 

In  Spain,  one  of  Europe's  fastest-growing 
PC  markets,  the  No.  4  seller  behind  HR 
Acer,  and  Dell  is  hometown  hero  Infinity 
System  of  Guadalajara,  which  sells  laptops 
and  consumer  electronics  under  the  name 
Airis.  The  privately  held  company  had 


The  small 
fly  battle 
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revenues  last  year  of  $218 
million,  up  22%,  and 
expects  another  24%  |ump 
this  year.  Researcher  IDC 
figures  sales  of  Airis  PCs  soared  31%  in  the 
year  to  September,  thanks  to  rock-bottom 
deals  like  its  $1,034  Linx  490,  a  Linux-based 
laptop  powered  by  a  2-GHz  Intel  chip. 

Will  Europe's  midgets  survive 
competition  with  global  giants?  Medion 
and  Airis  are  still  managing  to  increase 
sales  and  build  share  in  their  home 
markets,  but  price  pressure  will  probably 
wind  up  lopping  8%  off  Gericom's  2003 
revenues,  in  Europe's  rough-and-tumble 
PC  market,  everything  can  change  in  the 
blink  of  an  eye. 

-By  Andy  Remhardt  in  Pans 
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INVESTMENT  BANKING 


IN  EUROPE,  THE  RETURN 
OF  THE  DEAL 

After  years  of  cost-cutting  and  market 
turmoil,  M&A  is  coming  back 


L 


AS  CEO  OF  CITIGROUP'S 
Global  Corporate  &  In- 
vestment Bank,  respon- 
sible for  Europe,  the 
Middle  East,  and 
Africa,  Michael  Klein 
has  every  reason  to  be 
confident.  Seven  of  the  10  biggest  deals 
Citi  has  done  around  the  world  so 
far  this  year— including  the  $2 
billion  acquisition  of  British  tav- 
ern chain  Pubmaster  by  Punch 
Taverns  PLC— have  come  from 
Europe.  And  the  operation  he 
manages  from  the  bank's  Euro- 
pean headquarters  at  London's 
Canary  Wharf  is  generating 
record  revenues.  "We're  generally 
pretty  positive,"  he  says,  when 
asked  about  the  opportunities 
ahead.  "We're  operating  at  a 
higher  level  than  ever  before  in 
the  region." 

Many  of  Klein's  investment- 
banking  competitors  are  also 
brimming  with  optimism.  After 
three  years  of  cost-cutting  and 
market  turmoil,  a  time  that  saw  to- 
tal investment-banking  revenue  in 
Europe  plunge  from  $62  billion  in 
2000  to  $49  billion  last  year,  deal- 
making  is  staging  a  comeback.  Re- 
cent noteworthy  transactions  in- 
clude the  sale  of  a  $2.5  billion 
chunk  of  shares  in  electricity  com- 
pany Enel  by  the  government  of 
Italy  and  the  $5  billion  divestment 
by  German  financial-services  giant 
Allianz  of  most  of  its  stake  in  cos- 
metics maker  Beiersdorf.  "I  am  en- 
couraged because  our  traditional 
businesses  such  as  M&A  and  equi- 
ty financing  are  showing  signs  of 
life,"  says  Peter  A.  Weinberg,  CEO 
of  Goldman  Sachs  International  in 

London,  which  ranks  first  in  Euro- 

•l/i 
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pean  M&A  deals  so  far  this  year,  with 
$142.5  billion. 

Signs  abound  that  the  fat  days  for 
the  investment-banking  community  are 
back.  Many  European  companies,  among 
them  telecom  operators  and  insurers,  re- 
cently have  buttressed  their  balance 
sheets  by  cutting  debt  or  raising  fresh 
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Who's  Who  in  the  Top  10 

Banks  are  revving  up  for  a  spate  of  new  European  mergers 
and  acquisitions 


DEAL  VALUE* 


NO. 
OF  DEALS 


1.  Goldman  Sachs 

$142 
130 

91 

25.21% 

2.  Lazard 

94 

22.98 

3.  Merrill  Lynch 

126 

57 

22.3 

4.  J.P.  Morgan  Chase 

120 

121 

21.24 

5.  Citigroup 

82 

75 

14.57 
13.87 

6.  UBS 

78 

92 

capital,  and  they're  poised  to  start  mall 
strategic  acquisitions  again.  Meanwl 
the  steady  rise  in  equity  prices  means  f 
laggard  companies  are  better  able  to 
structure  by  selling  off  noncore  assel] 
reasonable  prices.  "There's  a  feeling  j 
the  good  times  are  coming  back," 
Karl    Dannenbaum,    CEO    of  Lehr 
Brothers  Inc.  in  Germany. 

SLEEPIEST  MARKET 

THE  SPURT  OF  DEALS  in  German! 
particularly  significant:  The  country  ! 
long  been  considered  Europe's  sleep) 
investment-banking  market.  And  the ; 
of  its  M&A  market  is  still  less  than, 
that  of  Britain's.  Analysts,  however, 
Germany  is  expected  to  generate  ml 
deals  in  the  coming  months  as  it  come| 
terms  with  its  need  to  restructure, 
value  of  M&A  [in  Germany]  is  on  the  II 
side  if  you  think  what  could  be  donq 
people  got  going,"  says  Andrew  Pisl 
CEO  of  London-based  Dresdner  Kiel 
wort  Wasserstein.  "But  once  some 
deals  get  done,  you  could  get  a  snowb 
effect." 

Despite  the  new  activity,  dJ 
volumes  are  still  far  below  th| 
2000  peak.  But  most  banks  ha 
cut  staff  and  costs  over  the  p^ 
three  years,  so  rising  revenues  I 
right  to  the  bottom  line.  Wha 
more,  investment  banks  hi 
made  up  for  some  of  the  earnin| 
lost  on  the  M&A  and  equity  fror 
in  the  bond  markets,  which  haj 
boomed  as  a  result  of  record 
interest  rates.  The  solid  earninl 
for  the  first  half  of  2003,  when  e| 
uity  and  M&A  markets  were  st 
in  a  funk,  are  proof  of  that.  "E^ 
ropean  investment  banks  dor 
need  a  raging  bull  market 
prosper,"  says  Weinberg. 

What  could  mar  this  pretty  pi| 
ture?A  lingering  surplus  in 
number  of  banks.  Despite  a  glil 
of  firms  chasing  European  deall 
none  has  been  driven  out  of  th| 
business.  Industry  experts  had  e^j 
pected  some  of  the  less  prominer 
players,  such  as  ABN-AMRO  anl 
Dresdner  Kleinwort  Wassersteir| 
to  beat  a  retreat.  The  upshot 
that  the  European  market  is  get] 
ting  even  more  competitive, 
course,  the  intense  rivalry  has 
big  upside  for  their  clients:  lowel 
fees.  Yes,  business  is  back  for  Eul 
rope's  investment  bankers.  Bu| 
they  still  have  to  fight  for  it. 

-By  David  Fairlamb  in  Frank\ 
fiirt  and  Stanley  Reed  in  Londor 
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BY  JASON  BUSH 
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Can  Putin  Contain  the  Fallout? 

Despite  the  Yukos  crackdown,  he's  struggling  to  keep  economic  reform  on  trach )  r 

3c 


THE  OCT.  25  ARREST  OF 
Mikhail  B.  Khodorkovsky, 
Russia's  richest  businessman, 
on  charges  of  fraud  and  tax 
evasion  set  off  the  biggest 
political  crisis  of  Vladimir  V.  Putin's 
presidency.  His  chief  of  staff  quit  in 
protest.  The  stock  market  plunged. 
Russian  liberals  called  him  a  dictator. 
Foreign  investors  quaked,  worrying  that 

a  group  of  ex- KGB  hardliners  intent  on  renationalizing  the 
Russian  economy  had  seized  control  of  the  Kremlin. 

But  Putin,  who  takes  great  pride  in  the  economic  boom 
under  his  rule,  has  jumped  into  damage-control  mode.  His 
goal:  to  reassert  his  credentials  as  an  economic  reformer.  He 
appointed  a  new  chief  of  staff,  Dmitry  Medvedev,  who  is  well 
liked  by  business.  On  the  day  the  federal  prosecutor  froze 
Khodorkovsky's  shares  in  oil  company  Yukos,  Putin  met  with 
foreign  investors  to  reassure  them  he  had  no  intention  of 
renationalizing  property.  He  even  dangled  the  prospect  of 
allowing  non-Russians  to  buy  into  Gazprom,  Russia's  huge 
natural  gas  monopoly,  something  they  have  long  wanted. 
When  the  Natural  Resources  Minister  said  his  Ministry  might 
confiscate  some  licenses  to  oil  fields  held  by  Yukos,  Putin 
slapped  him  down.  And  on  Nov.  10,  two  officials  in  the  same 
ministry  were  arrested  for  corruption,  a  sign  that  Putin  is 
trying  to  divert  the  focus  of  the  anti-corruption  campaign 
away  from  business,  toward  corruption  in  the  bureaucracy. 

No  question,  Putin  is  still  in  charge.  And  he's  beefing  up 
the  reformist  element  as  a  counterweight  to  the  siloviki,  or  ex- 
KGB  contingent.  But  reform  is  an  ambiguous  word.  In  Putin's 
Russia,  economic  reform  seems  to  come  at  the  expense  of 
political  reform.  In  the  past  four 
years,  Putin  pushed  through 
market  reforms,  touching  every- 
thing from  taxes  to  land  owner- 
ship. But  he  let  his  surrogates 
wrest  control  of  two  private  TV 
networks  from  oligarchs  who 
criticized  Putin's  policies  on  the  air. 

The  rules  for  oligarchs  are  clear: 
Cross  Putin  and  face  exile  or  prison. 
That  has  worrying  implications  for 
political  pluralism,  of  course.  But 
many  Russians,  liberal  reformers 


The  rule  for 
oligarchs  is 
clear:  Cross 
Putin  and 
face  exile 
or  prison 


among  them,  are  glad  to  se 
the  back  of  oligarchs  like 
Khodorkovsky.  One  leading 
reformer,  Finance  Minister 
Alexei  Kudrin,  has  openly 
welcomed  Khodorkovsky's  ■ 
arrest.  Many  investors  and  J 
analysts  are  also  inclined  to 
blame  Khodorkovsky,  rathe 
than  Putin,  for  the  affair.  Th 
see  the  oil  mogul's  downfall 
as  the  final  blow  to  the 
oligarchic  system  that  Putin 
inherited  from  Boris  N. 
Yeltsin,  whereby  tycoons  us< 
their  wealth  to  influence 
political  decision-making 
"Khodorkovsky  was  trying  t 
turn  the  clock  back  to  the  ol< 
days,"  says  Chris  Weafer, 
chief  strategist  at  Moscow's 
Alfa  Bank. 

Even  the  other  oligarchs  have  been  notably  silent  about 
Khodorkovsky  since  his  arrest— partly  out  of  fear.  But  they  a 
also  said  to  be  privately  furious  at  Yukos'  ex-boss  for  violatin 
the  deal  they  struck  with  Putin  in  2000  to  stay  out  of  politics 
Some  other  business  voices  are  more  openly  critical,  despite 
their  concerns  over  Khodorkovsky's  arrest.  Ivan  Grachev,  a 
member  of  Parliament  and  head  of  the  pro-business  party 
Development  of  Enterprise,  slams  Khodorkovsky's  lobbying 
for  lower  taxes  on  oil  companies,  saying  the  change  resulted  in 
higher  taxes  for  other  businesses.  "If  it  was  necessary  to  sell 
out  small  and  medium-sized  business,  [Khodorkovsky's 
representatives]  did  this  without  hesitation,"  he  says. 
Foreign  investors,  too,  seem  to  be  shrugging  off  the 
scandal.  Since  the  arrest,  Deutsche  Bank  has  bought  a  local 
investment  bank,  United  Financial  Group  Inc.,  in  a  deal 
analysts  say  is  worth  $70  million,  while  General  Motors  Corp 
is  pumping  $60  million  into  a  project  to  make  GM  cars  at 
Russia's  Avtovaz  plant  in  Togliatti.  Andrew  Somers,  president 
of  the  American  Chamber  of  Commerce  in  Moscow,  says 
several  more  U.S.  companies  are  planning  major  investments 

With  parliamentary  elections  coming  in  December  and 
presidential  elections  next  March,  there  are  still  plenty  of 
opportunities  for  political  intrigue.  If  anything, 
Khodorkovsky  seems  intent  on  transforming  the  criminal 
case  against  him  into  a  trial  of  the  Putin  regime.  But  in  his 
ability  to  be  both  reformer  and  authoritarian,  Putin  is  proving 
a  wily  adversary.  II 


[( 
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It's  Getting  Hot 

In  the  House  of  Saud 


FOR  THE  SECOND  TIME  in  six  months,  a  massive  bombing  attack 
hit  Riyadh,  devastating  a  housing  complex  and  killing  17 
people  on  Nov.  8.  That  brutal  act,  in  which  mostly  Arabs  died, 
could  turn  many  Saudis  away  from  al  Qaeda-inspired  Islamic 
militants  operating  in  the  country.  But  even  so  it  won't  end  the 


troubles  of  the  Saudi  royal  family. 

In  fact,  Saudi  Arabia  is  entering  an  era 
of  far  greater  political  ferment,  which 
could  put  the  House  of  Saud  to  a  severe 
test.  The  violence  occurs  against  a 
backdrop  of  growing  discontent  with  the 
royal  family  and  strained  ties  with  the 
U.S.,  long  the  country's  most  important 
ally.  On  Oct.  14,  Riyadh  witnessed  the  first 
street  protests  in  memory.  While  the 
police  cracked  down  on  the 
demonstrators,  more  incidents  are  likely. 

"No  way  out" 

THE  HANDFUL  of  senior  princes  who  are 
Saudi  Arabia's  key  decision-makers  know 
they  face  serious  problems.  But  they  don't 
agree  on  what  to  do.  They  all  more  or  less 
back  a  gradual 
privatization  of  the 
state- owned 
economy.  But 
granting  political 
freedom  is  more 
controversial.  They 
fear  that  going  down 
that  road  could  lead 
to  a  constitutional 
monarchy- 
anathema  to  men 
used  to  having 
thousands  of 
retainers  and 
unlimited  budgets. 

Other  consequences  of  a  political 
opening  could  be  far  more  serious.  Saudi 
society  remains  conservative  and  deeply 
religious.  Promoting  rights  of  women— a 
cherished  goal  of  some  Saudi  reformers- 
would  provoke  a  backlash.  And  any 
political  openings  would  almost  certainly 
be  filled  by  Islamists  rather  than  the 
Western-oriented  businesspeople  that  the 
Bush  Administration  might  like  to  see  in 
power.  Worse  for  the  House  of  Saud,  a 
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popularly  elected  government  would 
likely  try  to  bring  the  royal  family  to 
account  for  decades  of  mismanagement. 
"There  is  no  way  out.  Once  [the  family] 
allows  freedom  of  expression,  it  will 
collapse,"  says  Saad  al-Fagih,  a  London- 
based  Saudi  dissident  who  has 
campaigned  against  the  royal  family's 
disregard  for  laws  and  civil  rights.  He 
helped  trigger  the  October  demos  with 
radio  broadcasts  on  a  channel  that  has 
since  been  jammed. 

It's  true  that  Crown  Prince  Abdullah, 
the  de  facto  ruler  since  1996,  is  pushing 
for  change.  But  a  nascent  opposition  says 
he's  moving  far  too  slowly.  One  criticism: 
He  hasn't  opened  the  economy  enough  to 
cut  joblessness,  which  is  27%  for  20-  to 
24 -year-olds— attrac- 
tive recruits  for  al 
Qaeda-linked  groups. 
Recently,  300  Saudi 
professionals  and 
academics,  including 
51  women,  signed  a 
document  that  said  the 
kingdom  should 
"admit  that  being  late 
in  adopting  radical 
reforms  and  ignoring  popular 
participation  in  decision-making"  are  the 
"main  reason"  the  nation  faces  a  security 
threat.  Petitions  calling  for  everything 
from  elections  to  greater  rights  for  the 
Shiite  minority  have  been  presented  to  the 
rulers.  Abdullah  now  promises  municipal 
elections  and  has  begun  a  "national 
dialogue"  with  the  Shiites. 

Impatient  Saudis  want  more.  "The 
dialogue  that  has  been  taking  place  is  very 
limited,  and  the  underlying  economic 
problems  are  getting  worse,"  warns  Aziz 
Abu  Hamad,  a  Saudi  analyst.  Every  delay 
makes  the  solution  even  harder.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

WILL  ANOTHER  TRADE 
DEAL  DERAIL? 

NOT  YKT.  That  seems  to  be 
betting  as  ministers  from 
34  democracies  of  the  Westenl 
Hemisphere  head  to  Miami 
on  Nov.  20  for  key  talks  on 
establishing  a  Free  Trade  Area 
of  the  Americas.  To  avoid  a    , 
breakdown  like  the  one  that 
occurred  at  September's  Worlci 
Trade  Organization  talks  in 
Cancun,  trade  ministers  are 
likely  to  pull  back  from  such  h| 
issues  as  U.S.  farm  subsidies 
and  quotas  and  Brazil's 
copyright  piracy.  Instead, 
negotiations  will  focus  on 
reducing  tariffs  in  all  countries 
and  easing  customs  procedure^ 
That  may  make  it  easier  to  mee 
a  January,  2005,  deadline  for 
reaching  agreement,  but  such 
pact  would  be  far  less  ambitioul 
than  envisioned  just  a  few  year  J 
ago.  Already,  some  observers 
are  talking  about  "FTAA  Lite." 


A  NEW  POLITICAL 
DYNAMIC  IN  JAPAN 

IS  JAPAN  finally  moving  toward 
a  two-party  political  system? 
That' s  one  conclusion  from  the 
surprising  showing  of  the 
opposition  Democratic  Party  of 
Japan  in  the  general  election  on 
Nov.  9.  Although  Prime  Minister 
Junichiro  Koizumi  and  his  ruling 
Liberal  Democratic  Party 
remained  in  power,  they  face  a 
feistier  opposition,  which  now 
controls  about  37%  of  the  seats 
in  the  Lower  House  of  the  Diet. 
The  party,  led  by  Naoto  Kan,  did 
far  better  than  the  LDP  in  urban 
centers,  where  voters  are  hungry 
for  reform.  Now,  Kan  will  exploit 
any  dissembling  by  Koizumi 
when  it  comes  to  fixing  Japan's 
sick  banks  and  the  country's 
monster  budget  deficits.  Kan's 
party  also  opposes  sending 
Japanese  peacekeepers  to  Iraq. 
Count  on  him  to  keep  the 
pressure  on  Koizumi. 
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High  performance  technology  that's  also 

good 

I  >J  I        II  I W      CI  I  VII  Ul  Ivl  I  La    Now  you  can  hug  corners  while  you  hug  Mother  Nature. 

Toyota's  revolutionary  new  Hybrid  Synergy  Drive"  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be 

slugged  in.  The  result?  Super-efficient,  super-charged  performance.  This  groundbreaking  yet  affordable  technology  has  already  hit  the 

roads  in  the  all-new  Prius.  Prius  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer 

smog-forming  emissions  -  all  while  accelerating  from  0  to  60  mph  in  20%  less  time  than  its  competitor.' 

Beyond  Prius,  Hybrid  Synergy  Drive  will  be  available  in  more  and  more  Toyota  products  -  including  SUVs. 

With  Hybrid  Synergy  Drive,  we're  helping  save  the  planet.  Faster. 

toyota.com/tomorrow 

m  2004  EPA  est  city  &  combined  mpg.  0-60  mph  tor  comparison  only.  Obtained  with  prototype  vehicle  by  professional  using  special  procedures.  Do  not  attempt  C2003 
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Labor  Sharpens 
Its  Pension  Sword 

Unions  are  using  their  shareholder  clout- 
and  pickets— to  lean  on  employers 


N  OCT.  28,  SEVERAL 
dozen  union  members 
rallied  at  Kroger  Co.'s 
headquarters  in  Cincin- 
nati, holding  signs 
protesting  the  compa- 
ny's threat  to  cut  health- 
care benefits  for  its  striking  supermarket 
workers  in  Southern  California.  But  these 
protesters  were  not  strikers,  or  even  col- 
leagues from  their  union,  the  United  Food 
&  Commercial  Workers  (UFCW).  The 
picketers  were  members  of  14  Cincinnati 
area  construction  unions.  Stranger  still, 
they  were  there  at  the  behest  of  the 
Cincinnati  Worker-Owner  Council,  a 
group  of  construction  labor  officials  who 


are  also  trustees  of  union  pension  funds. 

What  was  going  on?  The  construction 
unions  were  using  their  pension  funds, 
which  own  5  million  shares  of  Kroger 
stock,  to  help  fellow  unionists  draw  a  line 
in  the  sand  against  health-care  rollbacks. 
Their  argument:  Kroger's  benefit  cuts 
hurt  shareholders— including  construc- 
tion worker  pensioners— by  sapping  em- 
ployee morale  and  productivity.  "As  own- 
ers, we  need  to  provide  for  long-term 
value. ...  If  there's  this  endless  taking  it 
out  of  the  pockets  of  the  employees,  we 
don't  think  it  will  help  KrogePs,"  says  Ed 
Durkin,  director  of  corporate  affairs  at  the 
United  Brotherhood  of  Carpenters. 

Ever  since  John  J.  Sweeney  took  the 


reins  of  the  AFL-CIO  in  1995,  he  has  b 
urging  unions  to  use  the  power  of  tl 
$350  billion  in  pension  funds  to  beco 
shareholder  activists.  Spearheaded  by 
AFL-CIO  Office  of  Investments,  labor 
become  one  of  the  country's  strong] 
voices  for  corporate  reform,  demand 
independent  boards  of  directors,  mu 
fund  accountability,  and  curbs  on  r 
away  CEO  pay.  But  now  a  number 
unions  are  upping  the  ante,  using  thj 
pension  holdings  to  pressure  compan) 
on  bread-and-butter  labor  issues  as  wi 
Combining  old-fashioned  tactics  such 
picketing  with  their  clout  in  the  boa 
room,  unions  are  attacking  employers 
everything  from  health-care  benefits 
job  outsourcing  (table). 

While  a  few  unions  have  tried  such  t£ 
tics  before,  there  has  been  a  new  burst 
activism  recently  as  they  have  becoi 
more  comfortable  wielding  sharehold 
clout.  Labor's  efforts  spell  trouble  f 
management,  which  could  face  a  ne 
wave  of  demands  by  shareholders  of 
stripes  if  the  arguments  catch  on.  But  1 
bor  isn't  exactly  united  around  the  mo 
militant  approach,  either.  Some  union 
ficials  worry  it  could  undermine  the  ere 
ibility  that  the  AFL-CIO  has  so  careful 
cultivated  with  institutional  shareholde 
by  pushing  governance  and  other  tra 
tional  stockholder  issues.  "If  the  Secu 
ties  &  Exchange  Commission  thinks  lab 
is  starting  to  use  its  shareholder  vote  i 
appropriately,  I  fear  there  will  be  mo 


Flexing  Workers5 
Shareholder  Muscle 

Some  union  pension  funds  are  now  linking  their 
shareholder  power  to  bargaining  and  organizing 
issues— which  could  alienate  other  stockholders. 
A  few  examples: 

HEALTH-CARE  CUTS  The  AFL-CIO  and  construction  workers' 
pension  funds  are  telling  Kroger  and  Safeway  shareholders 
that  management  shouldn't  slash  health-care  benefits— an 
issue  that  has  caused  a  month-long  strike  in  California 

RESPONSIBLE  CONTRACTING  The  Service  Employees 
International  Union  has  persuaded  a  dozen  public  pension 
funds  to  invest  in  office  buildings  only  if  the  property 
manager  uses  janitorial  contractors  that  permit 
unionization  and  offer  workers  decent  wages  and  benefits 


PRIVATIZATION  The  American  Federation  of  State,  County 
&  Municipal  Employees  has  coaxed  large  pension  funds 
holding  its  members'  money  to  not  invest  in  companies 
that  privatize  public  jobs-transferring  work  to 
independent  businesses 
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s  Labor  Relations 


regulation  of  us,"  says  one  labor  staffer. 
Still,  officials  at  the  AFL-CIO,  the  Car- 
penters, and  other  unions  argue  that  their 
intent  is  precisely  to  redefine  just  what  the 
interests  of  stockholders  can  be.  Paying 
good  benefits  and  respecting  labor  rights 
doesn't  conflict  with  the  idea  of  maximiz- 
ing shareholder  value  but  rather  pro- 
motes it  over  the  long  term,  argues 
William  B.  Patterson,  the  head  of  the  AFL- 
CIO  Office  of  Investment.  Nor  does  this 
agenda  threaten  shareholders  who  dis- 
agree. "Other  shareholders  will  vote  no 
[on  labor-sponsored  proxy  resolutions]  if 
they  think  our  demands  are  not  in  their 
interest,"  says  Patterson. 

ABRUPT  DOWNGRADE 

LABOR  HAS  A  LONG  WAY  to  go  to  win 
over  most  institutional  shareholders,  but 
it's  making  some  inroads.  Even  as  the 
Carpenters  took  to  the  streets,  Patterson's 
office  hosted  an  analysts'  call  to  make  the 
case  about  the  California  supermarket 
strike.  The  Oct.  30  call  was  co-sponsored 
by  J.P.  Morgan  Chase  &  Co.  and  Smith 
Barney  Citigroup  and  featured  UFCW  Ex- 
ecutive Vice-President  Sarah  Palmer- 
Amos.  She  may  not  have  changed  many 
minds,  but  labor's  resolve  did  help  per- 


suade Smith  Barney  retailing  analyst 
Lisa  F.  Cartwright  to  downgrade  her  as- 
sessment of  Safeway  Inc.,  one  of  the  mar- 
keters involved  in  the  labor  dispute. 
Cartwright  co-sponsored  the  call  because 
"it's  important  for  investors  to  under- 
stand the  whole  picture,  even  if  they  dis- 
agree with  the  union,"  she  says. 

Other  unions  have  had 
some  luck  using  their  share- 
holder clout  to  aid  in  organiz- 
ing drives.  The  Service  Em- 
ployees International  Union 
(SEIU)  has  signed  up  hun- 
dreds of  office-building  jani- 
tors around  the  country  by 
leaning  on  the  state  and  local 
pension  funds  of  their  mem- 
bers who  work  in  public-sec- 
tor jobs.  Many  of  the  funds  in- 
vest in  large  office  buildings, 
often  buying  a  majority  stake. 
About  a  dozen,  including  the  California 
Public  Employees'  Retirement  System 
(CalPERS)  and  the  Ohio  Public  Employ- 
ees Retirement  System,  have  adopted  an 
SEIU-sponsored  "responsible  contrac- 
tor" policy.  These  require  the  real  estate 
companies  that  manage  the  office  build- 
ings to  hire  janitorial  companies  with 
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"fair"  wages  and  benefits.  In  practice 
often  means  the  contractors  mul 
union  or  allow  the  SEIU  to  try  to  orgl 
the  building.  Says  Bruce  Perelm{ 
board  member  of  the  $27  billion  Lo: 
geles  County  Employees  Retirej 
Assn.,  which  in  December  adopted  su 
policy:  "Some  [building]  manager^] 
you  pay  people  as  little  as 
can,  but  we  think  that's  nd 
ways  the  best  idea  from  a^ 
vestor  standpoint." 

Unions  are  walking  a  I 
line  when  they  use  their  re 
ment  funds  to  pursue  traditj 
al  labor  goals  as  well  as  si 
holder  ones.  The  danger  is  I 
they  can  be  accused  of  exc\ 
ing  their  duties  as  pension  1 
fiduciaries,     says     VandeJ 
University  law  professor 
dall  S.  Thomas.  But  that's 
labor's  point:  expanding  the  concept 
fiduciary  interest  beyond  simply  m\ 
mizing  short-run  returns.  As  labor  ms 
its  case,  more  companies  may  face  a : 
era  of  shareholder  activism.  ■ 

-By  Aaron  Bernstein  and  Amy  Bor 
in  Washington,  with  Christof 
Palmeri  in  LosAngl 
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Barring  the  Door 


Against  AIDS 


A  new  generation  of  drugs  focuses  on 
keeping  the  virus  from  entering  cells 


AT  FIRST  GLANCE,  THE 
war  on  AIDS  is  going 
well.  Potent  drugs  intro- 
duced since  1996  have 
dropped  the  number  of 
deaths  in  the  U.S.  to  less 
than  20,000  a  year, 
from  their  1995  peak  of  50,000.  But  the 
truth  is  that  the  battle  between  man  and 
microbe  still  rages. 

New  cases  of  infection  continue  in  the 
U.  S.  at  a  rate  of  about  40,000  each  year— 
and  the  disease  is  taking  a  devastating  toll 


in  Africa  and  elsewhere  around  the 
world.  In  addition,  the  drugs  have  major 
limitations.  They're  expensive  and  usual- 
ly complicated  to  take.  Over  years  of  use, 
they  cause  potentially  life-threatening 
side  effects.  And  they're  being  outwitted 
by  the  virus,  which  is  developing  muta- 
tions that  enable  it  to  evade  the  drugs.  Ex- 
isting treatments  "are  reaching  their  lim- 
it," says  Rob  Camp,  antiviral  project 
director  at  the  Treatment  Action  Group. 

Researchers   are  now  fighting  back 
with  a  slew  of  novel  weapons.  Twenty- 


three  of  today's  24  approved  AIDS  dr 
tackle  HIV  at  just  two  points  in  its  life 
cle— both  after  the  virus  has  aire 
forced  its  way  into  cells  and  hijacked  t 
machinery  to  reproduce  itself.  In  contr 
"the  next  major  wave  of  drugs  will  be 
try  inhibitors,"  predicts  Dr.  Robert  C.  ( 
lo,  director  of  the  University  of  Mi 
land's  Institute  of  Human  Virology, 
co-discoverer  of  HIV.  By  barring  the  c 
to  HIV,  these  new  therapies,  in  effect, 
try  to  turn  the  virus  into  a  toothless  m 
ster  that  can  do  little  more  than  ang 
rattle  the  cells'  door  handles.  Indeed,  a< 
William  A.  Haseltine,  chief  executive 
Human  Genome  Sciences  Inc.,  "w 
everyone  is  hoping  is  that  with  one 
more  drugs  added  to  the  cocktail,  we  n 
get  lifelong  remission." 


MOLECULAR  DANCE 

THE  NEW  APPROACHES  to  fighting  h 
are  the  result  of  a  series  of  discover 
about  the  intricate  molecular  dance  tl 
the  virus  performs  to  force  its  way  ii 
cells.  As  the  microbe  floats  through 
body  in  the  bloodstream,  it  searches 
so-called  CD4  cells.  These  immune-S} 
tern  cells  sport  natural  docking  ports 
receptors— also  called  CD4— on  their  oi 
er  membranes.  The  virus  first  uses  a  pr 
tein  on  its  outer  coat,  named  gpl20, 


The  Weapons 
Against  AIDS 

Companies  are  devising 
clever  new  approaches  to 
keep  HIV  in  check 
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For  the  virus  to  enter  a  cell,  it  must 

first  attach  to  two  receptors,  or 

docking  ports,  on  the  cell.  A  drug 
delivered  straight  to  such  sites  might 
thwart  the  virus  before  it  docks.  One 
type  of  drug  in  development  seeks  to 
block  a  receptor  called  CCR5.  Another 
is  aimed  at  the  CD4  receptor. 

lfthevirusattachestothecell.it 
A  uncoils  a  harpoon-like  device  that 
plunges  into  the  cell  wall  to  force  entry. 
So-called  fusion  inhibitor  drugs  keep 
the  uncoiling  from  taking  place. 

After  the  virus  gets  in,  it  replicates 
by  inserting  its  genes  into  the  cell's 
chromosomes.  This  requires  an 
enzyme  called  integrase.  Drugs  that 
disable  integrase  could  prevent 
replication. 
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stick  to  the  CD4  receptor.  That  tri| 
gpl20  to  change  its  shape  just  enoi 
that  it  can  also  bind  to  a  second  rec 
on  the  targeted  cell,  dubbed  CCR5. 
comes  the  final  assault.  The  virus 
leashes  a  protein  named  gp41  that  ui| 
to  thrust  into  the  cell's  membrane 
harpoon.  Its  defenses  breached,  th<i 
wall  opens  up  to  allow  the  deadly  ( 
genes  to  enter. 
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MUTATION  FEARS 

UNCOVERING  THE  details  of  this  m 
lar  siege  has  enabled  researchers  to  d< 
drugs  to  block  the  microbe  at  each 
Bristol-Myers  Squibb  Co.  and  Progi 
Pharmaceuticals  Inc.,  for  instance', 
compounds  that  home  in  on  the 
gpl20.  By  grabbing  onto  the  part  t 
seeking  union  with  CD4,  the  drugs 
the  virus  from  attaching.  In  early  tria 
humans,   Progenies'   drug   success 
knocked  back  virus  levels  in  the  blooc  I* 

One  worry,  however,  is  that  the  v 
will  mutate  to  resist  drugs  aimed 
own  proteins.  So  another  tack  is  "to  t; 
a  host  protein,  which  shouldn't  mu 
instead  of  a  virus  protein,"  explains] 
William  R.  Shanahan,  chief  medical 
cer  of  Tanox  Inc.  His  company  is  d 
oping  an  antibody  that  sticks  to  the 
receptor.  If  all  the  docking  ports  on 
cell  surface  are  occupied  with  the  d 
then  HIV  can't  find  a  place  to  dock. 

So  far,  Tanox5  drug  hasn't  had 
problem  that  has  bedeviled  other  eff< 
to  block  the  CD4  receptor:  side  effe  Ud 
CD4  is  so  important  to  normal  hun  ,. 
functioning  that  covering  it  with  a  d  '"| 
could  harm  the  cells'  vital  immune  s  [pi 
tern  role.  But  the  other  key  recep 
CCR5,  doesn't  have  this  problem.  Inde  f[j] 
people   who   have   naturally   defect 
CCR5  receptors  appear  healthy— and  d 
are  resistant  both  to  HIV  infection  anc 
developing  AIDS  if  infected.  As  a  tarfclti 
for  drugs,  CCR5  "has  been  validated  m 
nature's  own  experiment,"  says  Dr.  G  K « 
gory  Reyes,  vice-president  of  Scherir  p 
Plough  Corp.'s  research  institute. 

Schering-Plough  started  human  tri  ndl 
several  years  ago  with  a  CCR5  bloc!  m 
named  SCH-C.  "Viral  levels  dropped  af  ilii 
only  10  days  of  dosing,"  says  Reyes.  "Tl  if  I 
was  very  exciting."  Unfortunately,  t  bk 
drug  also  caused  glitches  in  he*  pi 
rhythms  at  high  doses.  So  Schering  h  Ri 
switched  to  another  compound,  dubb  h 
SCH-D,  which  is  more  potent  in  the  te  t 
tube  and  doesn't  have  the  side  effe*  |i 
Clinical  data  are  expected  to  show  b  ttl 
drops  in  viral  levels  in  patients. 

Additional  promising  results  are  cor  |t 
ing  from  Pfizer  Inc.'s  CCR5  blocker, 
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itrij  857.  In  an  initial  10-day  trial,  "we've 
,n  ,i  10  to  100  fold  (Imp  in  viral  load," 
Dr.  Stephen  Felstead,  the  company's 
president  of  clinical  research.  Mean 
(  e,  Progenies  and  Human  Genome  Sci- 
i    s  arc  testing  antibodies— large  biolog- 
molecules— against  CCR5,  rather  than 
anall  chemicals  that  the  big  drugmak- 
!h  ire  developing.  The  antibodies  must  be 
cted,  but  one  dose  may  last  for  several 
ks,  explains  Craig  A.  Rosen,  research  & 
slopment  chief  at  HGS. 
mil  here  is  another  ingenious  way  to 
de  iper  the  virus'  entry  into  cells:  bollix- 
:.  up  the  gp41  harpoon  after  the  virus 
p  docked.  That's   the  tack  taken  by 
^neris  Inc.  and  Roche  Group  with 
;vir  drug  Fuzeon,  which  won  Food  & 
ttjig  Administration  approval  in  March. 
;E   drug    does    reduce    viral    levels, 
ialugh  it's  difficult  to  make  and  must  be 
,  5Cted  twice  a  day.  Trimeris  is  now  test- 
nj. ;  a  second-generation  version. 
n^^^^^^^^—        There's  no  guar- 
:  5  antee,    of   course, 

that  any  of  the  ex- 
perimental drugs 
will  become  block- 
busters. Develop- 
ing medicines  for 
AIDS  is  especially 
difficult      because 

TV*  New  any  new  drug  wiU 

be  used  in  combi- 
nation with  exist- 
ing       treatments. 
That  means  com- 
panies   must    test 
their  candidates  to 
ensure  there  are  no 
worrisome  interac- 
tions when  used  as 
part  of  a  cocktail. 
Pfizer,  for  instance, 
is  waiting  for  the 
:sults  of  such  studies  on  its  CCR5 
I  locker.  "We  just  want  to  make  sure  be- 
fore we  commit  to  a  big  program,"  ex- 
jlains  Felstead. 

Still,  AIDS  experts  believe  that  these 
lurches  will  be  leapt  and  that  potent 
a-apons  against  HIV  are  coming  soon. 
H  think  entry  inhibitors  could  become 
■B  future  of  HIV  treatment,"  says  Dr. 
lobert  R.  Redfidd,  co-founder  of  the  In- 
finite of  Human  Virology.  And  if  they're 
lot  enough,  researchers  have  other  ideas 
or  attacking  the  virus.  One  is  to  block  an 
•iv/ymc,  integrase,  that  HIV  uses  to  slip 
ts  genes  into  the  target  cell's  DNA.  The 
Kittles  will  continue,  but  researchers  are 
•onvinccd  they  are  gaining  an  advantage 
n  the  war  against  this  tiny  microbe.  ■ 
-By  John  Catty  in  Washington 


rugs 
cost 


"opes  for 
;  f elong 
^emission 


The  unbiased  approach  we  take 
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Cardinal  Health, 
Heal  Thyself 

CEO  Walter  aims  to  revive  growth,  selling 
high-tech  gear  and  expanding  overseas 


OR  25  YEARS,  CARDINAL 
Health  Inc.  has  been  an 
earnings  machine.  The 
Dublin  (Ohio)  distributor  of 
health-care  products  consis- 
tently boosted  profits  by  at 
least  20%,  through  a  combi- 
nation of  deft  acquisitions  and  adroit 
management  of  its  supply  chain.  Man- 
agement gurus  gushed  about  Cardinal's 


ability  to  soar  above  its  low-margin  busi- 
ness by  not  just  shipping  pills  to  cus- 
tomers, but  selling  them  on  new  ways  to 
automate  and  run  their  business.  But 
then  this  summer,  Robert  D.  Walter,  Car- 
dinal's ceo,  alerted  Wall  Street  that  the 
dynamics  of  that  business— buying 
drugs  and  medical  supplies  from  Big 
Pharma  and  reselling  them  to  hospitals 
and  pharmacy  chains— was   changing 


Can 
Cardinal 

Rule? 

As  growth  slows 
sharply  in  its  main 
business,  Cardinal  is 
relying  more  on  its 
smaller  units. 


COMPANY 
)3  EARNINGS 


PROJECTED 
2004  GROWTH 


PROGNOSIS 


Pharma 
Distribution 

$1.2  BILLION 


4.5% 


Cardinal's  largest  unit  is 

facing  margin  pressure 

as  suppliers  ship  fewer 

cheap  drugs 


Medical 
Products 


$604  MILLION 


10.1% 


There's  not  much 

growth  in  surgical 

tools,  so  it's  hard  to 

raise  prices 


WALTER  "We're 
running  scared, 
like  everybody 
else,"  he  concedes 


ii 


for  the  worse.  J  upiictf 
denly,         Card 
seemed   to   fal 
earth.  Profits  ir 
main     distribu 
business  are  expected  to  grow  by  (  | 
4.5%  next  year,  according  to  Goldn 
Sachs  &  Co.  health-care  analyst  Chri 
pher  D.  McFadden.  The  combinatioi 
events   has   knocked   Cardinal's   st 
down  16%  in  the  past  year,  to  57.  Toi  QSpec 
Walter  concedes,  "we're  running  sea  [it  resu 
like  everybody  else."  L » 

That's  not  to  say  he's  without  a  p  yivat 
Walter,  58,  who  purchased  Cardinal  b  fyk 
in  1971  through  a  leveraged  buyout ;  mm 
shifted  its  focus  from  food  to  drugs,  is  tquane 
termined  to  expand  overseas  and  ma  [  failed 
facture  more  of  the  products  that  Cai  [  flu 
nal  distributes.  Most  of  all,  he's  count  List 
on  offering  drugmakers  and  hospi  lilies 
even  more  of  the  tools  they  need  to  m  y0r 
age  their  own  drug  inventories.  If  s  h  m  ' 
to  argue  with  his  track  record:  For  m  L_ 
than  a  decade,  Cardinal  gobbled  up  ot  ^ 
distribution  outfits,  to  the  point  wher 
now  ships  about  30%  of  all  the  drugs  s 
in  the  U.S.  and  has  annual  sales  of  $5 
billion.  Cardinal's  sales  dwarf  those  of 
principal  competitors,  AmerisourceB 
gen  Corp.  and  McKesson  Corp.,  which 
far  more  dependent  on  their  wholes 
drug  distribution  business  for  profits.  I 
the  past  three  years  running,  Cardinal  r 
made  the  BusinessWeek  50  list  of  top-p 
forming  companies,  with  three-year  av 
age  earnings  growth  of  29.7%. 


iketsl 
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ONE-TWO  PUNCH 

EVEN  WALTER,  HOWEVER,  might  not 
able  to  buck  the  changes  that  are  swee  s 
ing  the  drug  distribution  business.  On  t  | 
supply  side,  big  pharmaceutical  comp  ^ 
nies  just  aren't  turning  out  as  many  n< 
products  as  they  did  in  the  past,  a  situ  t 
tion  that  analysts  say  may  take  years 
reverse.  So  growth  is  stagnating.  AiL, 
drugmakers  are  balking  at  letting  whol  fcs 
salers  stock  up  on  drugs  ahead  of  pri 
increases— a  practice  that  enabled  Care 
nal  and  others  to  ship  cheaper  drugs 


Pharma 
Technologies 

$356  MILLION 


29.1% 


Cardinal  expects 
acquisitions  to  boost 
earnings  substantially 

in  the  long  term 


Automation 
Services 


Rtec 
The 


$266  MILLION 


16.1% 


tod 


Room  to  grow  as 

hospitals  flock  to 

robot  helpers  and 

other  technologies 


Data  Goldman  Sachs,  company  reports,  Business  W^ 
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*  er  prices.  The  shift  is  squeezing  Car- 

;  1  customers  at  the  other  end.  Drug- 

■  chains  such  as  CVS  Corp.  and  Kite 

Corp.— which  declined  to  comment 

his  story— are  under  pressure  to  keep 

es  down.  But  with  Cardinal's  own 

gins  under  pressure,  it  can't  oiler  the 

1   ounts  the  chains  want.  Those  chains 

n  bypass  the  wholesalers  altogether  to 

st  c  out  discounted  and  generic  drugs 

u  specialty  distributors. 

he  result:  Cross  drug  distribution 

gins,  which  in  the  best  of  times  are 

cally  about  7%,  are  just  over  4%  to- 

N .  Cardinal  did  manage  to  increase  its 

earnings  in  its  latest  period,  the  fiscal 

quarter,  by  12%,  to  $329  million,  but 

Jrl  tailed  to  meet  Wall  Street  expecta- 

mis.  The  betting   among   many  in- 

toi  s  is  that  even  if  Walter  is  able  to  ex- 

m  id  the  services,  medical  products,  and 

Mhnology  side  of  his  business— which 

H  ounts  for  more  than  half  of  Cardinal's 

■fits— the  days  of  20%-plus  earnings 

^•wth  are  gone. 

JBOMEDS 

$  ADDITION,  SOME  critics  are  unim- 
'hssed  by  Walter's  efforts  to  buy  his  way 
kfck  to  double-digit  gains.  The  stock 
A  irket  shrugged  in  October,  when  Cardi- 
a  I  offered  to  pay  $400  million  to  acquire 
f'tercare  Group  PLC,  a  European  phar- 
"iceutical  supplier  that,  among  other 
ttings,  is  gearing  up  to  produce  hundreds 
f'  million  of  syringes  a  year. 

Walter,  however,  says  the  Intercare 
•al  fits  his  strategy  like  a  surgical 
ove,  pushing  Cardinal  into  Europe, 
^here  it  now  pulls  only  about  $200  mil- 
Sin  in  revenue  from  medical  products, 
'alter  also  believes  that  other  deals  can 
'lickly  beef  up  the  nondistribution  end 
1  the  business.  He  points  to  the  1996  ac- 
fiisition  of  Pyxis  Corp.,  which  brought 
■Ordinal  a  smart  machine— a  robot  of 
prts— that  sits  in  a  hospital  room  and 
saows  precisely  which  drug  a  nurse 
eeds  to  dispense.  It's  an  example  of 
'hy  automation  services  are  a  fast- 
rowing  part  of  Cardinal,  with  profits  ex- 
ected  to  rise  16%  next  year. 

The  sector  of  Cardinal  whose  profits  are 
rejected  to  grow  the  fastest— by  29% 
ext  year— is  its  pharma  technologies 
POUp,  where  Cardinal  also  plans  to  ex- 
•and  by  acquisition.  This  unit  has  some  of 
;s  best-known  properties,  such  as  the  pro- 
'rietary  technology  for  soft-gel  capsules, 
ised  in  such  popular  over-the-counter 
■edicines  as  Advil  Liquid  Gel  Caps. 

But  some  analysts  say  those  small 
leals  do  nothing  to  fix  Cardinal's  main 
uisiness  and  don't  have  the  heft  to  re- 


Margins 

have  sunk 

on 

Cardinal's 

core 

business 


place  il  I  hey've  noi  been  at  the  same 
level  of  strategic  thinking  or  financial  eon 
tribution  thai  the  company  is  known  for," 
says  Goldman  Sachs's  McFadden.  And  it's 
questionable  whether  Walter  and  his  dis- 
tribution czar,  James  P.  Millar,  will  be  able 
to  squeeze  much  new  business  out  of 
drugmakers.  For  instance,  the  Cardinal 
execs  have  been  negotiating  with  manu- 
facturers to  get  fees  for  meeting  special 
distribution  requirements,  such  as  over- 
night delivery  or  the  refrigeration  of  cer- 
tain drugs.  Analysts,  however,  have  seri- 
ous doubts  that  Cardinal  can  make  its 
suppliers  believe  that  forking  over  more 
cash  is  really  in  their  interest. 

To  beat  the  odds,  Walter  has  increas- 
ingly turned  to  hospitals  and  their  in- 
house  pharmacies  for  more  business. 
Cardinal  has  come  a  long  way  from  be- 
ing just  a  bare- 
bones  wholesaler. 
It  controls  the  dis- 
tribution of  drugs 
all  the  way  through 
hospitals  to  the  pa- 
tient's bedside, 
with  automated 
systems  that  can 
offer  pharmacies 
and  hospitals  up- 
to-the-minute  data 
about  where  a  drug 
is  located  or  which 
nurse  has  it.  That  tracking  can  cut  down 
on  costly  errors  caused  by  old-fashioned 
human  data  entry.  "We'll  come  in  and 
manage  your  pharmacy  for  you,"  Walter 
says.  "There's  nobody  that  does  what  we 
do."  Still,  it  will  be  a  tough  slog  convinc- 
ing enough  hospitals  and  drug  stores. 

As  if  Walter  didn't  have  enough  to  wor- 
ry about,  the  company  is  also  under  the 
cloud  of  a  Securities  &  Exchange  Com- 
mission investigation.  The  agency  is 
looking  into  how  and  when  Cardinal  rec- 
ognized a  $22  million  gain  from  a  legal 
settlement  last  year.  It's  possible— al- 
though not  likely— that  Cardinal  will 
have  to  restate  earnings.  Some  investors 
believe  that,  since  the  amount  involved  is 
small  and  nothing  criminal  seems  to  have 
occurred,  things  will  be  O.K.  "I  haven't 
seen  any  evidence  of  other  inconsisten- 
cies in  their  accounting,"  says  Theodore 
L.  Parrish,  co-manager  of  the  Henssler 
Equity  Fund,  which  holds  40,000  Cardi- 
nal shares. 

That's  the  good  news  for  Cardinal.  The 
.  bad  news  is  that  Walter  has  a  lot  of  work 
ahead  ot  him  if  he's  going  to  live  up  to  his 
stellar  track  record.  ■ 

-By  Roger  O.  Crockett 
in  Dublin,  Ohio 
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That's  why  you 
need  P-touch® 
Electronic  Labeling 
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■  Wrap  or  flag  cables  and  wiring 
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B-schools 


For  MBAs, 

The  Famine  Is  Over 

Spring  2003  grads  find  that  job  offers 
are  finally  starting  to  come  in 


EAN  BACA  WAS  BEGIN- 
ing  to  worry.  It  was  late 
July,  and  though  he  had 
graduated  from  a  top  MBA 
I  program  in  June,  the  33- 
year-old  former  invest- 
ment manager  wasn't 
finding  a  job— and  neither  was  about  30% 
of  his  class.  With  a  new  baby,  Baca  and 
his  wife  began  to  wonder  how  they 
would  make  ends  meet.  Baca  had  sent  his 
resume  to  some  150  venture-capital  com- 
panies over  the  previous  nine  months, 
but,  much  like  private  equity  itself,  the  job 
market  was  practically  bone-dry. 

Then  Baca's  luck  turned.  When  he  re- 
contacted  the  one  private  equity  firm  that 
had  returned  his  call  earlier  on,  managers 
there  were  ready  to  talk.  The  upshot: 
Baca  started  in  September  as  an  associate 
at  Hispania  Capital  Partners,  a  Chicago- 
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based  venture  firm  funding  companies 
that  target  Hispanics.  "In  March,  they 
had  no  budget  to  hire  anyone,"  says  Baca, 
a  University  of  Chicago  Graduate  School 
of  Business  grad.  "Over 
time,  the  outlook  be- 
came much  more 
sanguine." 

Stories  like  Baca's 
are  on  the  rise:  A  grow- 
ing number  of  MBAs  in 
the  Class  of  2003  have 
found  work  over  the 
past  few  months.  Until 
late  summer,  it  looked 
as  though  it  would  be 
the  third  dismal  year  in 
a  row  for  MBAs  at  Busi- 
nessWeek's Top  30 
schools— 36%  of  grads 
were  still  without  job 


VENTURE  HIRE  A 

firm  that  had  no 
jobs  in  March  had 
one  for  Baca  in 
September 


offers.     But 
MBAs  seem  t 
among  the  firs 
benefit     from 
thousands   of 
the     Labor     E 
over  the  last 
as    stretched- 


Signs  of  Life 

Back  in  June,  the  Class 
of  2003's  prospects  looked 
worse  than  ever,  but  the  job 
market's  sudden 
revival  turned  things  around. 

PERCENT  OF  CLASS  WITH  JOB 
OFFERS  IN  2003 


AT  GRADUATION 


CURRENTLY 


Data:  B . 


says  were  created 

months— especially 

consulting  firms  and  investment  ban 

outfits  gear  up  for  increased  workloa 

HAPPY  GRADS 

WHAT'S  MORE,  FOR  GRADS  such  as 
andro  Bello,  who  took  internships  wl 
full-time  work  was  nowhere  to  be  fo 
many  of  those  summer  stints  have 
into  bona  fide  jobs.  Bello,  a  2003  grad 
of  Duke  University's  Fuqua  School  of  B 
ness,  took  a  summer  assignment  with 
lie  Mae,  though  there  seemed  to  be  li 
promise  of  full-time  work  there.  "I  took 
risk  that  maybe  it  would  turn  into  so: 
thing,"  says  Bello.  By  September,  he 
named  contracts  and  procurement  m; 
ager  at  the  company.  He's  not  alone 
finding  work.  "Every  week  I  get  at  le; 
one  happy  call  from  a  grad"  whose  s 
mer  placement  turned  into  more,  s 
Abby  Scott,  MBA  career  services  directo 
University  of  California  at  Berkeley's  H; 
School  of  Business.  "They're  finding  j 
in  industries  all  across  the  board." 

The  good  job  news  has  B-school  plai 
ment  directors  such  as  Scott  excited.  B 
what's  more  uplifting,  they  say— and  if: 
sure  sign  that  the  MBA  job  market  is  i 
proving  overall— are  the  prospects 
2004  grads.  Roxanne  Hori,  director 
the  career-management  center  at  No; 
western  University's  Kellogg  School 
Management,  reports  a  20%  increase 
the  number  of  recruiters  on  campus 
fall.  She  and  other  career-services  dire 
tors  say  recruiters,  particularly  consul 
firms,  such  as  A.T.  Kearney  Inc.,  say  the 
plan  to  bring  in  considerably  more  MBA 
this  year  than  they  did  in  2002  or  2001 
The  positive  signs 
the   MBA  job   mark* 
make  for  a  long-awaite 
dose  of  optimism  on  B 
school  campuses.  Tru< 
warns  Judy  Olian,  deai 
of   Smeal    College 
Business  at  Pennsylva 
nia    State    University 
"the   days   of  two   o 
three  job  offers  per  per- 
son are  not  back."  Bui 
for  job-starved  MBAs 
one  offer  will  do  just 
fine. 

-By  Jennifer  Merritt 
in  New  York 
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There's  just  one  problem 

with  business  as  usual. 


It's  business  as  usual. 


Not  printing  reports  as  usual 
Not  printing  forms  as  usual. 

Not  settling  for 


the  usual  as  usual. 


Not  business  as  usual. 


Customization. 

i  he  in 'xt  evolution  In  Canon  ImageRUNNl  R 


O, 


"ne  size  fits  all.  It's  not  fitting  for  any  forward-looking 
business  to  think  that  way.  Each  business  is  unique 
and  the  needs  of  one  can  be  the  liabilities  of  another. 
That's  the  principle  that  inspired  the  new,  customizable 
Canon  imageRUNNER.  There  is  nothing  quite  like  it. 
Until  now,  machines  offered  generic  choices: 
copy,  print,  fax,  scan.  The  Canon  imageRUNNER  is 
flexible  and  can 
be  customized  to 

address  your  business  requirements.  And  when  they 
change,  it  changes,  too.  You  can  have  applications 
created  for  imageRUNNER  that  meet  many  of  the 


Creating  the  perfect 

fit.  Customization 

empowers  and 

provides  flexibility  - 

appropriate  for  the 

evolving  needs  of  your 

growing  bn 
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With  the  Canon  imageRUNNER,  you  can  have  customized 
applications  that  meet  the  unique  needs  of  your  business. 

unique  needs  of  your  business.  You  can  tailor 
your  choices  on  its  touch-screen  user  interface. 
You  can  eliminate  time-consuming  steps  from  the 
workflow  process.  You  can  make  it  simple  and 
efficient.  And  this  is  just  a  small  part  of  what  you  can 
do.  To  top  it  all,  using  imageRUNNER  is  extremely 
cost-effective.  We  knew  you'd  like  that. 


Canon 


KNOW  HOW 


Not  stressing  about 
the  brochure  as  usual. 

Not  fretting  about 
the  expense  as  usual. 

Not  color  as  usual. 


Not  business  as  usual. 


The  next  revolution  in  color. 

i  he  <  lanon  Coloi  imageRUNNER  C3200. 


inting  a  good  brochure  requires  a  lot  of  skill,  patience, 
d  money.  Or  it  doesn't.  Introducing  the  Canon  Color 
ageRUNNER  C3200  with  imageWARE™  Publishing 
anager.  It's  not  merely  a  new  way  of  printing.  It's  a  new  way  of 
irking.  Imagine  being  able  to  create  and  print  professional- 
ality  color  booklets,  catalogs,  brochures... you  name  it. 


Qmon's  imageVi'ARl:  Publishing  Matuiger  Sofhmre. 
{.mite  ami  print  color  documents  right  from  your  desktop. 


From  ordinary  to 
extraordinary.  Change 
the  way  your  company 
communicates  in 
color  -  effortlessly,  and 
more  cost-effectively 
than  before. 


Now  imagine  being  able  to  do  all  that  right  at  your  desktop. 
Unimaginable,  isn't  it?  The  imageWARE  Publishing  Manager  lets 
you  combine  multiple  documents  created  in  different  applications 
to  form  a  single  document.  You  can  import  images  or  text 
streams,  create  and  format  chapters,  renumber  pages,  insert 
headers  and  footers.  You  can  apply.editing,  page  imposition, 
print  settings,  and  professional  finishing.  You  can  share  it  with 
co-workers.  You  can  manage  it  all  every  step  of  the  way  right 
from  your  desktop.  Finally,  you  are  in  control.  The  Canon  Color 
imageRUNNER  C3200  with  imageWARE  Publishing  Manager. 
Now  fast,  affordable  in-house  color  with  professional-quality 
finishing  is  in  your  hands.  So  is  increased  productivity. 


— 


Canon 


KNOW  HOW 


-I 


Any  W  a  r  e  " 


If  you  don't  want  to  settle  for  business  as  usual, 

contact  Canon. 

www.imagerunner.com 
1-800-OK-CANON 


Canon 


KNOW  HOW 


Canon  and  Canon  Know  How  are  registered  trademarks  of  Canon  Inc.  IMAGERUNNER  is  a  registered  trademark  of  Canon  Inc.  in  the  US  and  Canada.  IMAGEWARE  is  a  trademark, 
and  IMAGEANYWARE  is  a  service  mark  of  Canon  USA,  Inc  ©2003  Canon  U.S.A.,  Inc.  Products  shown  with  optional  accessories  imageWARE  Publishing  Manager  must  be  purchased 
separately,  and  has  minimum  O/S,  hardware  and  software  requirements  Contact  your  local  Canon  imageWARE  dealer  for  details. 


Marketing  Brands 


3\v  its  cars  are  cool.  Will  bold  design  and 
ts  of  horsepower  keep  the  brand  rolling? 


UNTIL  RECENTLY,  KEVIN 
McManus  wouldn't  have 
been  caught  dead  in  a 
Cadillac,  a  car  he  associ- 
ated   with    Florida    re- 
tirees. Then  the  35-year- 
old  vice-president  at  a 
Wall  Street  firm  saw  the  new  Cadillac 
R  roadster  at  the  2002  New  York  Auto 
jw,  and  he  couldn't  take  his  eyes  off  it. 
e  car's  angular  styling,  clas- 
sports  car  dimensions,  and 
3-horsepower    engine    led 
n  to  ditch  his  BMW  540  for 
$76,000    XLR.    Says    Mc- 
mus:  "The  first  time  I  saw 
s  e.u,   I   could  tell  it  had     ultTaHip 
■onality."  ^        .  i  * 

General  Motors  Corp.  fias     oOUl 
■if  the  seemingly  impossj 
.*,  taking  a  tired,  defeated 

\in  \  brand  two  decades  past 


Caddies 
roam  the 
streets  of 


Beach 


its  peak  and  turning  it  180  degrees  in  a 
remarkably     short     time.     Just     look 
around— Caddy  is  cool  again.  Escalade 
sport-utility  vehicles  and  CTS  sedans  are 
showing  up  in  Miami's  trendy  South 
Beach  district  and  in  photo  spreads  in 
the  young  men's  magazine  Stuff.  The 
brand  is  even  testing  well  in  that  hotbed 
of  European  sports  cars,  California.  And 
with  three  new  models  coming  out  over 
the  next  year,  Cadillac  is  apt  to 
turn  plenty  of  heads.  "It's  not 
all  the  way  back,  but  it's  on  the 
same  path  as  Harley-David- 
son,"  says  Art  Spinella,  presi- 
dent of  CNW  Marketing  Re- 
search in  Bandon,  Ore. 

That's  good  news  for  GM, 
which  launched  a  $4.3  billion 
campaign  to  resurrect  tfie  fail- 
ing brand  three  years  ago. 
Cadillac  broke  with  decades  of 


stodgy  tradition  with  the  distinctive 
stealth-fighter  angles  and  aggressive- 
looking  grills  that  appeared  on  the  Es- 
calade and  the  CTS  sedan.  But  to  really 
change  its  stripes,  GM  engineered  its  new 
Cadillacs  to  drive  more  like  sports  cars 
than  cruisers  and  marketed  them  with 
rock  'n'  roll  advertising  aimed  at  younger 
boomers.  Respectful  reviews  in  car-buff 
magazines  have  helped  shake  up  as- 
sumptions about  Caddy;  so  has  the 
brand's  carefully  orchestrated  presence 
at  glitzy  events  like  the  Oscars.  Even 
dealer  showrooms  are  starting  to  adopt  a 
more  chic  look.  Sales  are  up  5%  this  year, 
putting  Cadillac  on  pace  to  sell  200.000 
units  for  the  first  time  since  1994.  Most 
impressive  of  all:  The  average  age  of  the 
Cadillac  buyer  has  dropped  to  59,  from 
64  in  1999. 

STEEP  CLIMB  AHEAD 

RESALE  VALUES  ARE  rising,  too.  which 
is  critical  for  competing  in  the  leasing 
market.  The  Auto  Leasing  Guide,  which 
calculates  the  value  of  a  car  once  its 
three-year  lease  has  expired,  estimates 
that  the  CTS  retains  about  47%  of  its 
sticker  price.  That's  way  up  from  the 
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Brands 


residual  value  on  older  Cadillacs  like  the 
Seville  (36%),  and  is  creeping  up  on  the 
BMW  3  Series  (55%).  The  SRX's  residual 
of  51%  is  within  hailing  distance  of  the 
Lexus  RX  330's  58%. 

In  Detroit,  GM  executives  are  encour- 
aged, but  wary  of  how  steep  a  climb  they 
still  face.  The  Cadillac  name  still  doesn't 
command  the  prestige  of  Lexus,  Mer- 
cedes-Benz, or  BMW,  which  have  come  to 
dominate  the  luxury  market.  With 
younger  buyers  craving  a  sportier  ride, 
Cadillac  urgently  needs  to  trade  its  image 
of  sedentary  comfort  to  one  of  heart- 
pounding  performance.  "We're  not  there 
yet,"  admits  Cadillac  General  Manager 
Mark  LaNeve.  "A  lot  of  people  still  think 
Cadillac  makes  big  floaty  boats." 

Cadillac's  knottiest  problem  is  that  it 
is  not  winning  buyers  from  luxury  im- 
ports. Right  now,  50%  of  CTS  buyers 
traded  in  something  other  than  a  GM 
car.  But  only  half  of  that  group  traded  in 
an  import,  and  those  makes  were  mostly 
Honda,  Toyota,  and  Nissan.  "I  don't  see 
us  losing  many  buyers  to  Cadillac,"  says 
Tom  Purves,  chairman  and  CEO  of  BMW 
U.S.  Holdings. 

For  the  next  two  years,  changing  that 
view  will  be  the  unit's  top  priority  on  both 
the  new-product  and  marketing  fronts. 
Early  on  in  its  bid  to  revitalize  the  brand, 
GM  unleashed  TV  ads  that  showed  classic 
Cadillacs  morphing  into  the  new  models. 
New  ads,  due  early  next  year,  will  focus  on 
performance.  The  idea  is  to  emphasize 
engineering  and  speed  instead  of  her- 
itage. "We  want  to  dive  more  deeply  into 
the  technology  of  these  cars  and  how 
they're  made,"  says  Gary  Topolewski, 
chairman  and  chief  creative  officer  of 
Chemistri,  Cadillac's  ad  agency. 

BMW  TERRITORY 

BUT  THE  REAL  test  will  be  in  the  new 
models  Caddy  plans.  It  just  launched  the 
Corvette-derived  XLR  convertible  and  the 
sporty-handling  SRX  crossover  SUV.  In 
the  fall  of  2004,  the  STS  sedan,  a  replace- 
ment for  the  aging  Seville,  goes  on  sale. 


SPORTY  RIDE 

The  SRX 
luxury  SUV 


All  three  have  Cadillac's 
bold  new  look,  although 
the  harsh  lines  and  sharp 
edges  have  been  softened  a 
bit  since  the  CTS  launched 
in  early  2002.  The  XLR  got 
off  to  a  promising  start 
months  before  its  late- 
summer  launch  when 
Neiman  Marcus  put  a  spe- 
cial violet-hued  edition  of 
the  car  in  its  2002  Christ- 
mas catalog  and  sold  all  99 
of  the  $85,000  cars  in  14  minutes.  Deal- 
ers say  they're  sold  out  until  next  year. 

The  XLR  is  a  niche  car,  but  its  big  price 
tag  and  sleek  looks  are  meant  to  give 
Cadillac  a  more  high-end  image.  The 
lower-priced  SRX  and  STS  will  challenge 


urious  eucalyptus  and  aluminum 
pointments.  Says  Wesley  R.  Browi 
Iceology,  a  consumer  research  firn 
Los  Angeles:  "When  the  STS  hits 
brand  could  start  to  position  itself 
strongly  for  younger  affluent  buyers 


PUTTING  A  NEW  SPIN  ON  CADDY 

GM  has  taken  significant  strides  toward  making  Cadillac  a  stronger 
rival  to  luxury  import  cars: 


1 


IMAGE  Ads  featuring  Led  Zeppelin's  rock  music  seized  boomers'  attention.  Now  Caddy  \ 
begin  focusing  more  on  its  improved  sporty  ride  and  handling.  It's  also  putting  its  cars 
front  and  center  at  glitzy  events  like  the  Oscars  and  Wimbledon. 


2 


QUALITY  GM's  highly  automated  $540  million  Cadillac  plant  in  Lansing,  Mich.,  is  one  of 
the  most  efficient  auto  factories  in  the  U.S.  More  important,  the  cars  have  earned 
consistently  high  marks  in  the  J.D.  Power  &  Associates  quality  survey. 


3 


PERFORMANCE  Beating  BMW  and  Mercedes  requires  an  upgrade  under  the  hood.  In 
January,  Cadillac  will  start  selling  the  CTS-V,  a  400-horsepower  version  of  theCTS  that 
will  hit  the  racing  circuit. 


4 


PRESENTATION  A  new  incentive  plan  doubles  bonuses  for  dealers  who  upgrade 
showrooms  to  a  more  cutting-edge  look  that  includes  black  porcelain  tile  floors  and  blacl| 
leather  furniture. 


some  of  the  best-selling  imports  in  the 
business.  With  the  nimble-handling 
SRX,  GM  is  taking  aim  at  the  wildly  suc- 
cessful Lexus  RX  330.  It's  even  offering  a 
V-8  version  loaded  up  at  $58,000— 
squarely  in  BMW  territory.  That's  intend- 
ed as  a  big  statement  about  Caddy's  per- 
formance pedigree. 

Even  more  crucial  to  luring  a  new 
generation  of  drivers  will 
ANGULAR  be  the  STS,  which  next 
CTS  sedan  vear  replaces  the  Seville— 
a  classic  Caddy  land 
yacht.  Delayed  by  six 
months  so  GM  could 
make  the  car  more  com- 
petitive with  BMW's 
brisk-selling  5  Series,  the 
STS  will  be  larger  than  the 
CTS.  Inside,  the  car  will 
more  closely  resemble  the 
XLR,  swapping  the  plastic 
of  the  CTS  interior  for  lux- 


To  bang  home  the  idea  of  high  p^ 
formance,  Cadillac  is  considering 
kind  of  activities  that  would  have  be\ 
unthinkable  just  five  years  ago.  For  or 
it's  heading  out  to  the  racing  circuit.  Ji 
as  BMW  and  Mercedes  burnished  the 
image  by  selling  high-performance  ec 
tions  of  their  cars,  Cadillac  will  launcl 
high-octane  V-version  of  each  of  its  nt 
cars.  First  up:  the  400-hp  CTS-V,  whi(j 
is  about  to  be  put  to  the  most  rigoroil 
test,  the  Sports  Car  Club  of  America  raj 
ing  series.  Says  LaNeve:  "I  hope 
V-series  obliterates  forever  the  imag 
of  Cadillacs  being  nonperformance  luxl 
ry  cruisers." 

In  a  more  competitive,  global  markel 
Caddy  will  never  again  see  the  likes  of  itf 
glory  days  of  the  1950s,  when  8  out  of  l] 
luxury  cars  sold  in  the  U.S.  were  Cadi 
lacs.  Still,  it  just  may  became  a  cool  car  < 
choice— and  not  just  for  retirees.  ■ 

-By  David  Welch  in  Detroi 
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Maximize  your  return. 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise. 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managing 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  the 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contact 
into  a  prof  it  opportunity.  Learn  more  by  visiting  us  atwww.peoplesoft.com/realtime  or  call  1-888-773-8277 


PeopleSoft 


Customer  Relationship  Management 
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Collaboration  84    CALL  AN  END  TO  THAT  HEAD-SHAKING  and  tilt-tutting 

Mattel,  Alcoa,  Eli  Lilly,  ibm,  Lockheed        the  mere  mention  of  the  Web.  The  bust  is  history. 

Martin,  Homeland  Security  Dept.,  Sony,         _,  .  ...  .  .  .T,. 

saint Aiphomus,  Bovis  Penance  is  over.  The  Web  is  not  only  cool  again:  It  s  ho 

^  c       .        QQ     Sure,  this  time  around  it's  different.  The  excitement,  so 

^USLOmer  service.... oo     vaporous  in  the  bubble  years,  now  pays  dividends  in 

Knspy  Kreme,  Gilbane,  GM,  IndyMac  1         j        •       t»       i         •    •  i  i 

Bancorp,  intrawest,  JetBlue,  Owens  &        hard  coin.  Productivity  soars,  costs  plunge,  and  new 

Minor,  UPS,  Charles  Schwab,  Landstar,  markets  Come  tO  life 

TaylorMade 

The  companies  in  the  Web  Smart  50  saw  it  coming  a 
Customization  94     along.  They  knew  that  smart  info  -tech  investments 

BMW,  Harrah's,  Northern  Group  Retail,  ijii  ^1        i  t         ,i         •  a  i«/i.i 

stop  &shoP,  weiis  Fargo  would  shake  up  the  doughnut  business  and  lift  the  next 

q  |.    .  n^     generation  of  stealth  fighter  jets  skyward.  During  the 

fb,,  ge,  imperial  suJtNii*; pose?       downturn,  they  kept  ponying  up  for  Web  technologies 
Progressive  insurance,  whirlpool,  Sutter      and  methodically  overhauling  their  businesses. 

The  Web  Smart  50  profiles  the  most  innovative 

Management 100     projects  within  corporations.  The  trends  that  cut  across 

Yeihw  Bostoncoach,  Bristd-Myers  industries  are  distilled  into  six  categories,  from 

Squibb,  CareGroup,  Kinkos  °  J 

collaboration  and  customer  service  to  management.  It 
LrUtting  hiClge  104     makes  for  a  diverse  crew  of  companies,  with  plenty  of 

FreshDirect,  Amazon.com,  Wal-Mart,  .  t>.iix  i  i  „       ttti  •  i  i 

Dell,  Florida  Virtual  School,  Metro,  P&G,       Surprises.  Dell  Inc.  VOU  WOUld  expect.  But  Whirlpool 

Cisco,  wegmans,eArmyu  Corp  and  fre  FBI?  They  offer  innovations  of  their  own. 

Add  it  all  together,  and  it's  a  real-life  portrait  of  the  next 
stage  of  the  Web.  The  Internet,  it's  clear,  is  being  woven 
For  q&as  with  into  every  aspect  of  business  and  is  shaking  up         ^^ 

execs  from  Mattel  and  other  companies,  go  ..*,.         TT  ot-»j  ;         /~i  MM 

to  businessweek.com/magazine/extra.htm       entire  industries.  How  so  i  Read  on.  -Heather  Green  v  V 
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WEB  SMART  50 


Collaboration 


Mattel 


The  Project  Using  the  Web  for 
designers  and  licensees  in  far-flung  locales 
to  collaborate  on  toy  design. 

The  Payoff  Over  the  past  two  years, 
Mattel  has  cut  the  time  it  takes  to  develop 
new  products  by  20%. 

Paper  and  clay.  When  Joe  Eckroth 
took  over  as  Mattel  Inc.'s  chief 
information  officer  three  years  ago,  he 
found  designers  at  the  company's  El 
Segundo  (Calif.)  operations  snipping 
and  molding  prototypes  of  Barbie  dolls 
and  Hot  Wheels  cars  the  old-fashioned 
way.  Eckroth  promptiy  moved  design 
online  so  that  virtual  models  could  be 
zipped  electronically  to  the  company's 
nine  factories.  That  cut  development 
time  by  20%. 

Eckroth  unearthed  other  savings  by 
putting  Mattel's  $2  billion  licensing 
program  online.  Instead  of  shipping  all 
those  Barbie  backpacks  and  logoed 
lunchboxes  back  and  forth  between 
Mattel  and  licensees,  the  company  early 
this  year  digitized  and  automated  the 
approval  process.  Now  approvals  take 
five  weeks  instead  of  14.  By  2004,  Mattel 
expects  all  licensees  to  do  business 
through  the  Web,  up  from  25%  now, 
which  should  increase  revenues  by  $200 
million.  Forget  Gepetto's  workshop.  The 
keyboard  rules  now.         -Heather  Green 


Alcoa 


The  Project  Set  up  an  online 
showroom  to  sell  off  'slow-growth 
businesses.  Interested  buyers  can  pore  over 
digital  balance  sheets  and  P&Ls. 

The  Payoff  Sofar,  Aiwa  has  sold 
three  businesses  via  the  Web  and  expects  to 
save  $200,000  in  travel,  hotel,  and 
meeting  expenses. 

When  Alcoa  decided  it  was  time  for  a 
serious  spring  cleaning,  it  turned  to  the 
Web  for  some  ingenious  help.  Alcoa 
needed  to  sell  a  raft  of  underperforming 
properties,  so  it  created  virtual  showrooms 
on  the  Web.  Once  prospective  buyers  sign 
on  to  the  Web  sites,  they  can  pore  over 
balance  sheets,  profit  and  less  statements, 
schematics,  even  photos  of  the 
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production  lines.  Alcoa  employees  walk 
through  the  documents  with  them  online, 
replying  to  questions  through  instant 
messaging  or  over  the  phone.  The  result: 
So  far,  Alcoa  has  sold  three  businesses 
and  expects  to  save  time  and  $200,000 
on  travel  expenses.  -Heather  Green 


IBM 


because  of  the  jazzlike  free  flow  of  ideas 
Other  Web  confabs  are  more  intimate.  Cv 
They  pay  off  not  only  in  ideas  but  also  i ,  . 
reduced  travel.  Web  conferencing  alone  ^  i 
cuts  expenses  by  $20  million.  One  sign  w 
that  IBM's  system  works:  From  Audi  to 
Campbell  Soup  Co.,  companies  are 
asking  Big  Blue  for  help  in  setting  up 
their  own  intranets.        -Spencer  E.  Ani^ 


lie 


The  Project  To  create  an  online 
system  for  employees  to  collaborate  and 
improve  their  skills. 

The  Vdiyoff  Cut  $375  million 
annually  off  the  training  budget  and 
another  $20  million  in  travel  expenses, 
thanks  to  Web  conferencing. 

Picture  300,000  of  the  world's 
sharpest  workers  brainstorming.  That's 
how  IBM  views  its  intranet.  The  idea  is 
that  for  every  challenge,  someone  can 
come  up  with  an  answer.  And  IBM's 
intranet,  one  of  the  world's  biggest, 
brings  the  team  together,  sometimes  in 
groups  of  more  than  1,000. 

Big  sessions  are  known  as  Web  Jams 


Eli  Lilly 


Kill 


In 


The  Projects  Web  site  where 
scientific  problems  are  posed  and  the  best 
minds  can  solve  them  for  cash  prizes. 

The  Payoff  Over  the  past  two  years, 
this  has  helped  Eli  Lilly  solve  problems  in 
months  instead  of  two  to  three  years. 

Calling  all  brains.  An  Eli  Lilly  &  Co. 
startup,  InnoCentive.com,  is  a  Web  site 
brimming  with  scientific  conundrums. 
Anyone  can  go  onto  the  site,  come  up 
with  a  solution  to  a  thorny  problem,  and 
reap  a  tidy  reward.  Just  ask  David  S. 
Bradin  of  Cary,  N.C.:  The  lawyer  and 
former  chemist  visited  the  site  last  year 
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,<»n  $4,000  for  his  synthesis  of 
ite  tetracarboxylic  acid. 
o  dozen  companies,  including  Pnc- 
Gamble  Co.  and  Dow  Chemical  Co., 
Nil  puzzlers  on  the  two-year-old  site. 
•  45  people  have  earned  a  total  of 
■,000.  Cheap  research  lor  the  compa- 
They  don't  even  have  to  pay  the  vol- 
■rs'  health  insurance.  -Michael  Anuit 


ickheed  Martin 

e  Project  To  link  80  major 
Iters  from  around  the  globe,  helping 
lilda  new  stealth  fighter  plane. 

C  1  ciyOU  Lockheed  expects  to  save 
it  $25  million  a  year  over  the  decade  it 
take  to  develop  and  test  the  plane, 
's  a  jumbo  $225  billion  project  to 
d  a  new  type  of  stealth  fighter.  And 
ull  it  off,  Lockheed  Martin  Corp.  is 
ihing  together  a  vast  global  network 
ngineers.  The  company  is  forging 
■time  connections  with  80  major 
pliers  of  everything  from  engines  to 
ding  gear.  This  enables  designers  in 
U.S.  to  work  simultaneously  with 
tners  overseas.  The  company  looks  to 
e  about  $250  million  over  the  decade 
/ill  take  to  create  the  jet.    -Stan  Crock 


omeland 
ecurity  Dept. 

[he  Project  To  let  emergency 
vices  coordinate  responses  to  disasters 
\ng  tools  such  as  secure  instant 
•ssaging. 

he  Payoff  Shared  data  gets  quickly 
disaster  workers,  replacing  oodles  of 
tntic  phone  caUs. 

A  mysterious  chemical  spilled  a  year 
;o  in  Johnstown,  Pa.  Its  vapor  burned 
e  eyes— and  led  to  fears  ol  terrorism.  To 
id  out  what  the  chemical  was, 
eiighters  turned  to  a  Web  service  set  up 
month  earlier  by  the  Homeland 
■cunty  Dept  Dubbed  the  Disaster 
[anagement  Interoperability  Services 
stem,  il  helps  respondeis  in  300 
immunities  trade  data  like  lightning, 
in  Johnstown,  Fire  Chief  Michael  H. 
luss  logged  on  to  the  system  and 
ontinuously  updated  six  hospitals  on 
ictims'  symptoms.  Ultimately,  he 
mi  aed  that  the  chemical  was  tear  gas. 
Without  the  network,  "ue  would  have  to 
lace  phone  calls,"  says  I  luss.  "Translate 
hat  si\  tunes,  and  the  message  gets 


changed  six  times."  In  less  than  two 
hours,  all  40  victims  were  recovering 
and  firefighters  traced  the  leak  to  a 

careless  former  U.S.  soldier. 

Secure  instant  messaging  and 
building-by-building  mapping  let 
workers  instantly  share  data.  "We've 
digitized  Post-it  notes  and  butcher-paper 
charts,"  says  Rose  Parkes,  the  DHS  chief 
information  officer.  Going  digital  even 
pays  dividends  on  disasters. 

-Catherine  Yang 


Sony 


The  Project  Used  the  Web  to  bring 
together  teams  of  editors  when  Lord  of  the 
Rings:  The  Two  Towers  fell  behind 
schedule  in  the  fall  of  2002. 

The  Payoff  Although  the  rescue 
effort  cost  $1  million,  the  final  edit  was 
done  in  time  for  the  film's  premiere. 

At  Sony  Pictures  Imageworks  Inc., 
fhey  call  it  a  "9-1-1."  The  call  came  in 
last  year  from  New  Zealand.  Editors  on 
the  special  effects-laden  Lord  of  the 
Rings:  The  Two  Towers  were  running  out 
of  time  to  make  the  movie's  Dec.  2, 
2002,  premiere.  Worse,  director  Peter 
Jackson  was  in  London  working  on  the 
musical  score,  his  Weta  Ltd.  special- 
effects  team  was  in  Wellington,  New 
Zealand,  and  the  650-person  Image- 
works  special  effects  group  was  in 
Culver  City,  Calif. 

Even  for  Hollywood,  where  fresh-shot 
"dailies"  are  often  beamed  by  satellite  to 
demanding  studio  heads,  Sony's  use  of 
the  Internet  was  imaginative.  The 
company  set  up  a  private  network, 
linking  the  three  sites  across  20  different 
time  zones  and  letting  Sony's  editors 
download  more  than  100  shots  from 
Weta.  Then  they  started  editing,  putting 
clubs  in  the  empty  hands  of  Urukhai 
warriors  and  arrows  in  star  Orlando 
Bloom's  bow.  During  lengthy  conference 
calls,  Weta  producers,  Jackson,  and  Sony 
producers  used  a  secure  Web  site  to 
review  updated  scenes.  Special  software 
allowed  the  three  to  watch  simul- 
taneously as  each  person  used  a  digital 
pointer  to  discuss  specific  details  or  pull 
up  frames  or  footage. 

The  rescue  effort  cost  about  $1 
million.  Hut  by  using  the  Net  instead  of 
overnight  couriers,  it  saved  weeks  of 
'  production  time.  Otherwise,  New  Line 
Cinema  Inc.  would  have  missed  the 
deadline  and  lost  millions  in  wasted 
promotions  and  ads.  Now  that's 
emergency  relief.  -Ronald  11  rover 


Saint  Alphonsus 

The  Project  Installing 32 mil 

optical  fiber  for  a  network  to  speed 
transmission  of  main  til  images  such  as 
heart  scans. 

The  Payoff  Images  now  can  be 

viewed  almost  instantly  instead  of  taking 
24  to  48  hours  to  be  delivered  by  hand. 

If  20  doctors  examine  a  series  of 
diagnostic  images,  perhaps  only  one  will 
spot  a  rare  cancer  or  a  little-known 
tropical  disease.  There's  safety  in 
numbers.  And  that  has  led  Saint 
Alphonsus  Regional  Medical  Center  of 
Boise  to  link  doctors  to  one  another  via  a 
speedy  fiber-optic  network.  The  six-year- 
old  system  now  spans  32  miles  and 
extends  to  83  sites,  including  several 
neighboring  hospitals. 

The  network  draws  more  expertise  to 
each  case.  And  it's  fast.  Typically,  images 
of  a  heart  patient  would  be  printed  and 
delivered  to  a  cardiologist  in  24  to  48 
hours.  Today,  these  images  can  be 
viewed  in  minutes  by  cardiologists 
anywhere  in  the  system.  If  need  be,  the 
patient  can  be  rushed  into  surgery.  It's 
just-in-time  medical  care.        -Ben  Elgin 


Bovis  Lend  Lease 

The  Project  Builders,  architects, 
and  suppliers  collaborate  online  on  a 
$600  million  revamp  of  10,000  BP 
America  gas  stations. 

The  Payoff  By  automating  the  work, 
the  team  doubled  the  pace  of  renovation,  to 
200  gas  stations  a  week. 

It  was  a  management  nightmare. 
Construction  giant  Bovis  Lend  Lease 
was  overseeing  a  $600  million 
renovation  of  10,000  gas  stations  for  BP 
America.  With  25  suppliers  and 
subcontractors,  Bovis  Vice-President 
Mark  Napier  sent  out  a  mind-boggling 
22,500  faxes  for  parts  orders  alone 
during  2001,  the  first  year  of  work. 

Napier  had  to  try  another  way.  So  last 
year  he  switched  to  managing  the  four- 
year  project  with  Constructware. 
software  that  allows  builders,  architects, 
and  suppliers  to  collaborate  over  the 
Web.  Planning  is  now  centralized 
through  an  online  hub. 

The  system  has  helped  more  than 
double  the  pace  of  renovations,  to  200- 
plus  stations  a  week.  ••Constructware 
has  let  us  reengineer  our  whole  supph 
chain,"  Napier  says.  These  days,  that  old 
fax  barely  rings.  -Charles  Ihnidad 
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Hyundai  can  see  it.  It's  under  the  hood.  New  cars  from  Hyundai  do  more  than 
drive  -  they  talk  back.  IBM  and  Hyundai  Motors  teamed  up  to  put  "telematics"  in 
Hyundai  vehicles.  Performance  data  streams  from  car  to  carmaker.  So  maintenance 
efficiency  goes  up.  After-sales  service  improves.  Warranty  costs  come  down.  And 
information  gets  fed  back  into  Hyundai's  new  car  designs,  shortening  production 
cycles  and  cutting  costs.  Voila.  Cash  money.  Found. 
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A  guide  to  the  on  demand  world  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 


you  had. 


Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  uber-efficiency,  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  what  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linuxf 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


}an  you  see  it?  It's  an  on  demand  world.  And  IBM  Business 
Consulting  Services  can  look  at  your  business  holistically  (at  the 
nacro  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
ipportunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
iinar  out  of  them.  You  show  us  the  couch,  we'll  help  show  you  the 
:ash.  On  demand  business.  Get  there  with  (<j>  business  on  demand'" 
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Krispy  Kreme 

The  Projects  network  linking 320 
stores  to  take  orders  and  alert  store 
managers  when  they  have  overstocked. 

1  lie  P ciyOrl  Ordering  errors  are  down 
90%,  while  productivity  gains  allow 
managers  to  run  twice  as  many  shops. 

That  chocolate-glazed  confection  with 
green  sprinkles  on  top  is  still  the  work  of 
human  hands  at  Krispy  Kreme 
Doughnut  Corp.  But  a  new  Web  system 
at  the  Winston-Salem  (N.C.)-based 
chain  is  taking  over  lots  of  other  chores, 
from  tracking  the  doughnut  mix  to 
doling  out  the  right  colors  of  sprinkles. 
Frank  A.  Hood,  chief  information  officer 
of  the  $492  million  company,  says  the 
intranet  reduces  much  of  the  grunt  work 
for  the  employees,  allowing  them  to 
focus  on  customer  service.  The  system 
monitors  managers'  behavior,  alerting 
them  if  they  accidentally  order  500  bags 
of  doughnut  mix  instead  of  the  regular 
five.  If  a  store  manager  receives 
damaged  goods,  he  can  immediately 
notify  the  warehouse  online  to  ship 
replacements. 

This  coordination  has  cut  down  on 
costly  errors.  The  company  is  on  track  to 
record  fewer  than  3,000  problem  orders 
this  year,  down  from  26,000  in  2000. 
Productivity  is  going  up:  10  district 
managers  now  handle  320-plus  stores, 
up  from  144  three  years  ago.  They're 
mighty  busy,  but  when  it's  time  to  make 
the  doughnuts,  they  have  all  the 
computing  help  they  need. 

-Charles  Haddad 


Gilbane 


The  Project  Automate  the  entire 
process  of  managing  large  and  complex 
construction  projects  over  the  Web. 

The  YayOILGilbane's  sales  jumped 
15%,  to  $2.5  billion  last  year,  in  part 
because  of  improved  customer  satisfaction. 

Erecting  massive  buildings  requires 
powerful  tools.  But  at  Gilbane  Building 
Co.  in  Providence,  computers  have 
elbowed  aside  the  cranes.  The  nation's 
llth-largest  commercial-building 
contractor,  with  $2.5  billion  in  revenues 
last  year,  no  longer  owns  and  operates 


machinery.  Instead,  it  manages  multi- 
billion-dollar  projects  and  subcontracts 
out  the  actual  work— coordinating 
everything  with  a  handful  of  software 
programs  over  the  Web.  That  approach 
helped  the  privately  held  Gilbane 
grow  15%  last  year,  in  spite  of  a  dour 
economy. 

The  130-year-old  company  sets  up 
Web  sites  to  manage  every  project, 
pulling  in  subcontractors  and 
customers.  Architectural  or  construction 
problems— say,  a  girder  placed  in  the 
wrong  spot  in  drawings— can  be  solved 
in  a  day,  not  weeks.  And  someone  else 
moves  the  metal.  -Steve  Hamm 


GM 


The  Project  Use  electronic  auctions 
to  unload  vehicles,  to  auto  dealers,  at  the 
end  of  their  leases. 

The  Payoff  Last  year,  GM  moved 
303,000  vehicles  through  such  auctions, 
saving  an  estimated  $180  million. 

After  several  false  starts,  General 
Motors  Corp.  has  figured  out  how  the 
Net  can  save  it  big  bucks.  The  winning 
approach:  selling  used  cars  through  . 
online  auctions.  In  early  1999,  the 
carmaker  and  its  finance  arm,  General 
Motors  Acceptance  Corp.  (GMAC),  were 
leasing  close  to  a  quarter  of  the  5  million 
vehicles  GM  sells  each  year.  This  left 
GMAC  with  a  deluge  of  used  cars  when 
they  came  off  lease.  The  only  way  to 


unload  them  was  at  live  dealer  auctior 
often  at  a  loss.  So  GM  set  up  online 
auctions  for  off-lease  vehicles  and  retu 
rental  cars.  GM  sold  303,000  used  car; 
via  the  Web  last  year  and  should  beat 
that  number  this  year.  Dealers  can  get 
cars  from  all  over  the  country.  For  GM 
the  pricing  is  better,  and  auction  costs 
are  minimal.  This  boosts  returns  by 
$500  to  $600  per  car— a  total  of  $180 
million  last  year.  This  effort  on  the  Wet 
gets  the  checkered  flag.        -David  We, 


IndyMac  Bancorp 

The  Project  Link  the  mortgage 
bank  to  loan  brokers  nationwide  over  the 
Web,  allowing  brokers  to  submit  and  trai 
their  client's  loans. 

The  PaVOffi/e/pec?  drive  down  the 
cost  of  processing  loans,  pushing  up  proji 
25%  this  year. 

If  getting  a  mortgage  seems  easier  oi 
cheaper  than  it  used  to,  consider  giving 
thanks  to  Michael  W  Perry,  CEO  of 
Pasadena  (Calif.)-based  IndyMac 
Bancorp  Inc.  Back  in  1998,  Perry  wante 
to  expand  his  mortgage  bank,  but 
without  all  the  expensive  offices  the 
giants  had.  Instead,  he  decided  to  use 
the  Web  to  build  a  low- cost  network  of 
loan  brokers.  The  system  enabled 
flexible,  risk-based  mortgage  pricing  by 
allowing  brokers  to  submit  and  track 
their  clients'  applications  over  the  Net. 

The  result:  Despite  a  slowdown  in 
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i's  gutsy  new  engineering  inside  the  Sony  VAIO'ZI  Series  noteboc^  /hed.W  I  "ss  conr  ■  n  its 

it  ever  specifically  designed  around  Intel®  Centnno'"  mobile  technology.  The  result  isn't  just  a  sleeker 

le,  but  a  PC  that  packs  big  performance,  even  when  you  take  it  on  the  road.  Like  watching  DVD  movies.  CD  burning. 

photo  editing.  All  of  which  are  backed  by  up  to  IGB  RAM  and  a  60GB  hard  drive.  Varoom!  www.sony.com/vaioZ  I 

REMARKABLE. 
A  PC  ENGINEERED  LIKE  A  SPORTS  CAR, 

NOT  A  COMPACT  CAR. 


Sony  recommends  Microsoft 
Windows  XP  Professional 
for  Mobile  Computing. 
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AM  A  SNARLING 
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IOBERMANS. 

VI  INTEGRATED  SECURITY.  I  HAVE  THE  POWER  TO  PROTECT 
UR  NETWORK  FROM  THE  INSIDE,  THE  OUTSIDE  AND  FROM 
ERYWHERE  IN  BETWEEN.  I  ALWAYS  KNOW  WHO  IS  ON  THE 
IEST  LIST  AND  HAVE  THE  POWER  TO  DENYTHOSE  WHO  AREN'T 
J  IT.  I  SNIFF  OUT  THREATS  SO  YOU  CAN  STAY  PRODUCTIVE. 
M  MORE  THAN  A  CISCO  3700  ROUTER. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  flOW. 


cisco.com/securitynow 
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refinancing,  IndyMac's  profits  are 
expected  to  grow  25%  this  year.  Because 
giants  such  as  Countrywide  Home 
Loans  Inc.  and  Washington  Mutual  Inc. 
were  forced  to  play  catch-up  and  mimic 
IndyMac's  Web  system,  IndyMac  has 
helped  drive  the  industry's  cost  of 
processing  loans  down  about  40%  over 
the  past  three  years.  And  Perry  predicts 
that  within  a  couple  years,  you'll  be  able 
to  close  a  home-purchase  loan  within  a 
week,  compared  with  six  weeks  today. 

-Timothy  J.  Mullaney 


I  nt  rawest 

The  Project  Use  a  Web  site  not  only 
to  take  reservations  for  its  ski  resorts  but 
abo  to  offer  unique  travel  packages. 

The  Payoff  Expected  to  keep  10% 
more  of  travel-package  revenues  than  when 
selling  through  other  travel  Web  sites. 

Bookings  in  the  ski-resort  business 
have  been  about  as  flat  as  a  bunny  slope. 
At  the  same  time,  much  of  the  business 
for  the  past  several  winters  has  gone  to 
cutthroat  Internet  travel  agencies,  which 
gleefully  squeeze  resorts  on  pricing.  So 
Vancouver  (B.C.)  resort  operator 
Intrawest  Corp.  worked  to  turn  the  Web 
to  its  advantage.  The  company,  which 
operates  more  than  a  dozen  ski  and  golf 
resorts,  created  a  reservation  system  to 
sell  packages  that  e-travel  sites  can't 
match.  Because  Intrawest  runs  the 
mountain  and  operates  many  of  the 
stores  in  its  villages,  it  can  include 
equipment  rentals,  lift  tickets,  and  ski 
school.  Bookings  may  remain  flat,  but 
Intrawest  is  working  on  building  a  few 
jumps  in  its  margins.  -Jay  Greene 


JetBlue 


The  Project  Arm  pilots  with 
Internet-linked  laptops  to  replace  paper 
manuals  and  allow  them  to  handle  pre- 
flight  calculations. 

The  Payoff  Helps  shave  flight  times, 
cutting  operating  costs  and  improving 
customer  satisfaction. 

JetBlue  Airways  likes  to  keep  things 
simple— whether  in  its  easy-to- 
understand  low  fares  or  its  bare-bones 
food  service.  It's  the  same  with 
technology.  JetBlue's  most  powerful  tech 
innovation  is  the  "paperless  cockpit," 
which  other  airlines  have  yet  to  match. 
Equipped  with  laptops,  more  than  700 
pilots  have  ready  Web  access  to  flight 


manuals  that  are  constandy  updated  at 
headquarters.  Pilots  can  adjust  speedily 
to  changing  conditions— and  get  off  the 
ground  quickly.  That  helps  keep 
operating  costs  among  the  lowest  in  the 
industry  and  keeps  customers  coming 
back.  In  the  struggling  airline  business, 
that's  a  winning  combo.  -Wendy  Zellner 


Owens  &  Minor 

The  Projects  service  that  allows 
health-care  organizations  to  lower  costs  by 
analyzing  pricing  trends  in  their  purchases. 

1  lie  r  ciyOll  Customers  have  gained 
volume  discounts  and  switched  to 
lower-cost  items,  shaving 2%  to  3% 
off  their  expenditures. 

For  Owens  &  Minor  Inc.,  success 
means  driving  down  the  price  of  baby 
wipes— and  thousands  of  other  hospital 
supplies.  The  company,  one  of  the 
largest  suppliers  for  the  health-care 
industry,  is  betting  it  can  win  business 
by  helping  its  customers  hunt  for 
bargains.  The  company  has  introduced  a 
Web  service  that  lets  hospitals  track 
purchases  they  make  with  hundreds  of 
competing  medical  suppliers.  The 
system  pinpoints  lower  pricing  on 
similar  items,  helping  customers  take 
advantage  of  discounts  already 
negotiated.  Hospitals  keep  better  tabs  on 
their  bills  and  cut  costs  an  average  of  2% 
to  3%.  For  Owens  &  Minor,  the  service 
reels  in  new  customers.  And  when 
existing  customers  find  lower  prices, 
they  order  more.  -Spencer  E.  Ante 


UPS 


The  Projects  service  that  allows 
workers  to  send  and  track  packages  without 
a  bureaucratic  stamp  of  approval. 

The  Payoff  Demand  has  grown  by 
20%  in  the  past  three  months,  with  6,000 
companies  and  300,000  employees  signed  up. 

Package  going  out?  Talk  to  the 
receptionist.  That's  a  tired  refrain  United 
Parcel  Service  Inc.  is  eager  to  end  with 
its  new  CampusShip  service,  workers 
can  now  operate  virtual  post  offices  on 
their  desktops. 

Whether  in  the  office  or  on  the  road, 
an  employee  can  track  a  package,  print 
labels,  build  an  online  address  list,  and 
e-mail  shipping  notifications.  So 
workers  don't  send  Grandma  in  Alaska  a 
box  of  chocolates  on  the  company's 
dime,  CampusShip  lets  managers  set 


rules  on  who  can  ship  what.  Use  oft 
free  service,  which  is  bundled  in  wit 
other  UPS  services  customers  buy,  hj 
grown  20%  in  the  past  three  monthJ 
alone,  for  a  total  of  300,000  users  at| 
6,000  companies.  If  tins  goes  on  mi 
longer,  mailroom  employees  may  so<] 
go  the  way  of  elevator  operators. 

-Charles  Ha 


Charles  Schwab 

The  Project  Position  Schwab  as  \ 
full-service  investment  firm,  with 
computer-generated  stock  ratings. 

The  Payoff  Investment  advice  at\ 
small  fraction  of  the  cost  of  human 
analysts. 

Three  years  ago,  Charles  Schwab  f 
Co.  itched  to  pitch  to  the  rich.  This 
meant  turning  itself  from  a  discount 
brokerage  for  penny-pinchers  into  a  1 
service  investment  firm.  To  avoid  the 
$20  million-a-year  cost  of  hiring 
analysts,  it  made  a  one-time,  $20 
million  bet  on  Web  technology.  Schwa| 
Equity  Ratings,  a  computer-generatec 
online  service,  offers  recommendatior 
for  buying  and  selling  more  than  3,0C 
stocks.  It  automatically  sends  e-mail 
alerts.  Schwab  says  the  computers  pic| 
stocks  as  efficiently  as  their  human 
counterparts.  In  addition,  the  system 
does  away  with  conflicts  of  interest.  In| 
the  wake  of  the  Wall  Street  scandals, 
that  has  to  give  investors  a  warm  and 
fuzzy  feeling— even  if  the  machines  ca 
offer  them  the  hand-holding  they  wouj 
get  from  humans.  -Cliff  Edwan 


Landstar 

The  Project  An  automated  dispute 
service  informing  8,000  independent 
truckers  about  available  loads. 

The  Payoff  Trucker  retention  has    j 
increased  from  36%  to  51%,  two  to  three 
times  what  most  companies  average. 

Imagine  trying  to  juggle  the 
schedules  of  8,000  independent 
truckers.  That's  the  task  of  Landstar 
Systems  Inc.,  a  $1.4  billion  Jacksonville) 
(Fla.)-based  transportation  company 
that  coordinates  deliveries  on  everythin| 
from  munitions  to  paper  towels. 
Landstar's  challenge  is  to  best  match 
orders  with  drivers  around  the  country.  | 
If  truckers  don't  learn  about  jobs  at  the 
right  time  and  place,  they're  likely  to 
haul  for  someone  else. 
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Middleware  is  Everywhere. 


Can  you  see  it? 


MW 


KEY 


1.  Automatic  overview  of  operation. 

2.  Automatic  shipping  of  sale. 

3.  Automatic  identity  verification. 

4.  Automatic  updating  of  inventory. 

5.  Automatic  tracking  of  delivery. 


MIDDLEWARE  makes  the  on  demand  world  on  demand 
And  middleware  is  powerful  IBM  software  like  Tivoli*  DB2"  and 
WebSphere"  Open,  behind-the-glass  technology  that  can 
automate  it  all  -  IBM,  Microsoft"  Oracle.  Problems  are  foreseen 
and  solved  before  they  occur  IT  resources  are  directed  to 
core  business  needs.  Costs  are  reduced.  It's  automation. 
On  demand  And  it  makes  your  customers  happy  Very  happy 
(8  business  on  demand'"  Go  to  ibm.com/software/automate 


IBM  DB2  Tivoli  WebSphere  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  ol  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries  Microsoft  is  a  registered  trademark  ot  Microsott  Corporation  in  the  United  States  and/or  other  countries. 
Othejcompany  product  and  service  names  may  be  trademarks  or  service  marks  ot  others    ■  2003  IBM  Corporation  All  rights  reserved 
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In  the  past  six  years,  Landstar  has 
been  reaching  those  truckers  through 
the  Web.  Using  a  digital  dispatch 
service,  Landstar  s  1,000  agents  punch 
in  a  freight  order  on  their  Web  site. 
Truckers,  who  carry  laptops,  BlackBerry 
handhelds,  and  data-ready  cell  phones, 
log  in  to  see  what's  available,  sign  up  for 
jobs,  and  leave  details  about  their 
whereabouts.  The  system  has  made 
Landstar's  truckers  more  loyal  than 
most:  Nearly  half  of  the  drivers  stay  with 
the  company  each  year,  up  from  36% 
two  years  ago.  That's  twice  the  retention 
rates  of  rivals.  Thanks  to  the  Web,  this 
fiercely  independent  breed  keeps  on 
truckin'  for  Landstar.       -Heather  Green 


TaylorMade 

The  Project  Equip  the  company's 
100  sales  people  with  handheld  devices 
that  connect  via  the  Net  to  updated  sales 
and  inventory  figures. 

The  Payoff  Sales-rep  productivity  is 
up  25%  this  year,  helping  make  the 
company  the  No.  1  seller  of  golf  clubs. 

Selling  golf  clubs  can  be  as  tough  as 
birdying  the  wind-whipped  7th  hole  at 
Pebble  Beach.  Just  ask  the  100 
salespeople  working  for  TaylorMade- 
adidas  Co.  In  the  past,  when  sales  reps 
visited  the  10,000  golf  shops  around  the 
U.S.,  they  would  spend  nearly  two  hours 


a  day  counting  the  titanium  drivers  i 
9  irons  left  in  inventory  before  filling 
order  forms  by  hand. 

That  all  changed  in  January  whei| 
TaylorMade  doled  out  handheld 
devices  that  sport  bar-code  readers  I 
Internet  connections.  Now  reps  sim| 
point  the  handheld  at  the  bar  code 
on  each  club  to  automatically  tally 
inventory.  Then  they  can  focus  on 
helping  the  retail  customer  boost  sj 
Sales-rep  productivity  is  up  25%. . 
the  system  helped  boost  sales  this  y^ 
allowing  TaylorMade  to  beat  rival 
Callaway  as  the  world's  No.l  golf-ch 
seller.  That's  a  cyber-hole-in-one. 

-Heather  G\ 


Customization 


BMW 


The  Project  Build  to  order  most  cars 
in  Europe,  and  up  to  30%  of  U.S.  cars,  at 
no  extra  cost,  by  linking  dealerships, 
factories,  and  suppliers. 

The  Payoff  Provide  more  options  to 
customers,  slash  the  time  it  takes  to  deliver 
cars  by  a  third,  and  cut  overstock. 

The  ultimate  extravagance  in  buying  a 
luxury  car  is  having  everything  just  the 
way  you  want  it.  So  German  auto  maker 
BMW  is  using  the  Net  to  allow  its  buyers 
to  custom-order  cars  without  destroying 
production-line  efficiency.  Instead  of 
choosing  from  a  pool  of  dealer-purchased 
cars,  buyers  now  can  design  their  own 
Bimmer— from  350  model  variations, 
500  options,  90  exterior  colors,  and  170 
interior  trims.  Rainer  Feurer,  a  BMW 
vice-president,  says  that  80%  of  cars 
individuals  buy  in  Europe  and  up  to  30% 
in  the  U.S.  are  built  to  order. 

To  give  customers  this  luxury,  BMW 
overhauled  its  entire  network,  from  sales 
systems  to  distribution  software.  When 
the  dealer  enters  a  customer's  chosen 
options  into  BMW's  Web  ordering 
service,  he  receives  the  precise  date  of 
delivery  five  seconds  later.  The 
information  is  relayed  to  thousands  of 
suppliers  who  ship  the  components  in 
sequence.  The  cars  arrive  11  to  12  days 
later,  one-third  the  time  it  took  before 
the  online  system  was  in  place.  Add  12 
more  days  if  the  car  has  to  be  shipped 
from  Europe  to  the  U.S.  How's  that  for 
white-glove  service?     -Gail  Edmondson 


Harrah's 


The  ¥V0)eCtAnalyze  data  about  the 
gambling  habits  of  customers,  so  Harrah's 
can  tailor  royal  treatment  to  get  gamblers 
to  spend  more. 

The  Fayoff  During  the  past  four 
years,  Harrah's  share  of  business  from  its 
clients  has  increased  nearly  20%. 

Harrah's  Entertainment  Inc.  is  one  of 
the  best  in  the  business  at  wooing 
customers.  Through  its  Total  Rewards 
program,  Harrah's  doles  out  cards  to 
customers  that  monitor  their  play, 
tracking  how  much  business  they 
bring  in  and  what  they  like.  Harrah's 
uses  the  data  to  dole  out  free  food, 
complimentary  rooms,  and  other 
bennies.  Harrah's  reward?  It  now  gets 


an  average  of  43%  of  each  customer's 
gaming  dollar,  up  from  36%  in  1998. 
-Timothy J.  Mullanl 


Northern  Group 
Retail 

The  Project  Roll  out  smart-pricing  \ 
technology  in  280  clothing  stores  to  pick 
the  perfect  price  for  each  item  in  every  stori 

The  Payoff  The  Canadian  companA 
expects  to  post  its  first  profit  in  three  years\ 
thanks  to  the  pricing  technology. 

Few  retailers  can  match  Northern 
Group  Retail  Ltd.  for  a  payoff  from  tech.| 
The  Canadian  company  credits  its  first 
profit  in  three  years  to  smart  pricing 
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KEY 


1.  New  design  already  tested. 

2.  Suppliers  already  linked. 

3.  Procurement  already  automated. 

4.  Blueprints  already  updated. 

5.  Engine  all  ready  for  takeoff. 
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WebSphere  | 

MIDDLEWARE  is  what  on  demand 
business  demands.  And  middleware  is 
software  like  IBM  WebSphere'  Using  an  open  and  scalable 
foundation,  WebSphere  lets  you  swiftly  respond  to  change. 
Applications  are  easily  updated,  tested  and  deployed. 
Lead  time  is  shortened.  And  everything  clicks,  regardless  of 
platform  WebSphere  delivers  it  all  On  the  money.  On  demand 
(<"  business  on  demand    i'  ibm.com/websphere/middleware 
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technology  it  rolled  out  in  its  280  casual 
clothing  stores  a  year  ago. 

The  Web  technology,  from  startup 
ProfitLogic  Inc.,  sifts  through  databases 
that  combine  the  latest  sales  data  in 
each  store  with  the  inventory  in  stores 
and  warehouses.  The  system  digests  that 
info  to  spit  out  pricing  suggestions  for 
every  item  in  each  store.  Since  installing 
the  software,  inventory  turns  are  at  an 
all-time  high.  -Heather  Green 


Stop  &  Shop 

The  Project  Introduce  "shopping 
buddies,"  small  computers  attached  to 
grocery  carts,  to  target  customers  with 
promotions. 

The  Payoff  While  still  infield  trials, 
the  buddy  could  improve  loyalty  and  help 
Stop  &  Shop  sell  more  groceries. 

Picture  this:  you're  strolling  down  the 
aisle  of  your  local  supermarket.  You 
reach  for  a  bag  of  salt-free  tortilla  chips, 
and  just  at  that  moment,  your  shopping 
cart  buzzes.  On  the  screen  of  your  cart's 
tiny  computer  a  promotion  pops  up  for 


extra-hot  salsa.  The  Twilight  Zone?  No, 
if  s  the  latest  technology  pilot  from  Stop 
&  Shop  Supermarket  Co. 

While  trials  are  taking  place  at  only 
three  of  the  supermarket  chain's  334 
stores,  Stop  &  Shop  is  aiming  to  do 
nothing  less  than  revolutionize  the 
weekly  shopping  trip.  The  technology 
works  like  this:  A  shopper  starts  by 
scanning  a  loyalty  card  over  a  bar-code 
reader  on  the  grocery  cart's  computer, 
which  Stop  &  Shop  calls  "the  shopping 
buddy."  The  computer  connects 
wirelessly  to  the  store's  intranet  to  get  a 
list  of  past  purchases.  It  also  connects 
to  a  global  positioning  system  to  map 
the  shopper's  progress  through  the 
store.  That  way,  the  buddy  can  pick  the 
right  time  to  pop  up  with  that  salsa 
promo. 

The  buddy  is  also  a  line-buster. 
Customers  can  order  from  the  deli 
counter  while  they're  a  couple  of  aisles 
away,  so  the  food  will  be  ready  when 
they  arrive.  The  computer's  scanner 
even  allows  customers  to  pay  for  goods 
and  bypass  the  checkout  altogether. 
There  are  some  bugs  to  be  worked  out. 
But  if  s  time  to  get  ready  for  a  new 
shopping  experience.  -Faith  Arner 


Wells  Fargo 

The  Project  Track  and  analyze  j 
transaction  made  by  its  10  million  retai 
customers,  whether  at  ATMs,  bank 
branches,  or  online. 

The  Payoff  Wells  Fargo  better 
targets  products,  from  mortgages  to  ere 
lines.  It  sells  nearly  double  the  industry  | 
average  per  customer. 

Wells  Fargo  &  Co.  has  become  so 
good  at  predicting  consumer  behavioil 
that  it  practically  knows  what  custom! 
want  before  they  realize  it  themselves] 
The  San  Francisco  bank's  secret:  Net 
technology  that  it  developed  in-housel 
last  year.  Every  transaction— whether  [ 
over  the  phone,  at  an  ATM,  in  a  bank 
branch,  or  online— is  collected  and 
combined  with  personal  data  that  the  I 
customer  provides.  Wells  crunches  thq 
info  and  models  behavior  to  come  up 
with  prospective  offerings,  like  a  low- 
cost  second  mortgage— just  at  the  riglj 
time  to  coincide  with  a  life-changing 
event.  The  result:  Compared  with  the 
industry  average  of  2.2  products  per 
customer,  Wells  Fargo  sells  four. 

-Mara  Der  Hovanesi 


Streamlining 


FBI 


The  Project  Digitizing  millions  of 
fingerprint  cards  and  connecting  law- 
enforcement  agencies  to  a  huge  database 
offingerprints. 

The  PayofF/f  can  scan  its  46  million 
sets  of  prints  in  minutes,  a  process  that 
used  to  take  six  months  by  hand. 

It  was  midnight  on  July  22, 1957, 
when  two  El  Segundo  (Calif.)  police 
officers  were  shot  and  killed  during  a 
routine  traffic  stop.  Across  the  country 
and  46  years  later,  police  in  Columbia, 
S.C.,  arrested  Gerald  Mason,  a  mild- 
mannered  retiree.  Mason  pleaded  guilty 
to  the  two  murders  and  was  sentenced 
to  two  lii       i  ms  in  prison. 

If  s  not  c    .  n  that  police  can  close  an 
ice-cold  case,      t  if  s  happening  more 
these  days,  tha;  >  no  the  FBI's 
fingerprint-iden    ication  technology.  The 
agency  has  digit  ed  millions  of  inked 
fingerprint  cards  that  had  been 
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Middleware  is  Everywhere. 


Can  you  see  it? 
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MIDDLEWARE  connects  the  unconnected.     .  ^.    „ 

LOTUS 

On  demand.  And  middleware  is  software  like   I 

IBM  Lotus"  Workplace.  An  innovative  platform  based  on 
open  standards  that  combines  multiple  collaborative  apps 
in  a  single,  dynamic  work  environment.  It's  one  workplace 
tuned  to  individual  roles.  For  real-time  collaboration.  Real 
business  value.  Flexible  too.  it  also  leverages  IBM  Lotus  Notes!" 
(f)  business  on  demand     it  ibm.com/lotus/middleware 

1.  Shares  credit  rating.  Now. 

2.  Responds  to  mortgage  broker.  Now. 

3.  Confers  with  local  branches.  Now. 

4.  Approves  loan  with  supervisor.  Now. 

5.  Does  it  all  on  one  platform.  Now. 

re  registered  trademarks  or  trademarks  ot  International  Business, 
ved. 
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accumulating  in  metal  filing  cabinets. 
Now,  when  local  cops  need  to  match  a 
print,  the  FBI  can  run  it  through  an 
imaging  system  that  scans  46  million  sets 
of  prints  in  minutes.  The  FBI  guarantees 
local  police  departments  a  maximum 
response  time  of  two  hours,  says  Michael 
Kirkpatrick,  assistant  director  of  criminal 
justice  information  services  at  the  FBI. 
The  computer  system  works  so  well 
that  the  FBI  is  turning  it  into  a 
moneymaker.  It's  conducting  employee 
background  checks  for  the  securities 
industry,  local  school  districts,  and  other 
businesses.  When  the  agency's  fiscal 
year  ended  on  Sept.  30,  that  service 
brought  in  $152  million.  Not  bad  for  a 
not-for-profit.  -Lorraine  Woellert 


GE 


The  Project  Automatically  sifts 
through  data  in  commercial  loan 
applications  in  order  to  weed  out  poor 
candidates. 

The  Payoff  Cut  costs  by  $20  million 

a  year  over  two  years. 

Long  bogged  down  by  the  complexity 
of  real  estate  loan  applications,  GE 
Commercial  Finance  can  weed  out  the 
least  promising  ones,  thanks  to  a  Web 
analysis  tool  called  REsource.  Loan 
officers,  who  are  on  the  road  up  to  60%  of 
the  time,  log  on  to  get  constantly  updated 
information  about  mortgage  rates  and 
loans.  GE  says  the  two-year-old  system 
has  saved  $20  million— more  than 
paying  for  itself.  It  helped  double  annual 
sales  volume,  to  more  than  $800  million, 
since  2000,  while  staffing  stayed  flat. 
Next  step:  extending  REsource  to  GE's 
other  businesses.  -Diane  Brady 


stock,  place  orders,  and  track  delivery- 
tasks  that  took  hours  over  the  phone.  A 
little  over  a  year  later,  some  10%  of 
Imperial's  sales  are  coming  in  over  the 
Web.  That  should  more  than  double  by 
next  year.  Better  yet,  Imperial  is  out  of 
bankruptcy.  Results  like  this  are  too 
sweet  to  ignore.  -Andrew  Park 


Nike 


The  Project  An  online  system  that 
links  Nike  with  manufacturing  partners  to 
save  time  and  reduce  costs. 

The  Payoff/n  four  years,  Nike  has 
reduced  the  percentage  of  shoes  it  orders  on 
speculation  from  30%  to  3%. 

Shoe  giant  Nike  Inc.  was  tired  of 
hedging  its  bets.  For  years,  the  company 
boosted  inventories  just  to  make  sure  it 
had  the  right  sneakers  on  hand.  Now 
Nike  is  spending  $400  million  to 
develop  a  system  with  smarts  enough  to 
deliver  sneakers  just  in  time  and  at 
lower  costs.  Need  a  new  pair  of  sneaks? 
Now  it's  almost  as  if  Nike  knows  you're 
coming. 

Before  the  new  supply-chain  system 
went  into  effect,  about  30%  of  the  total 
volume  of  Nike's  footwear  orders  was 
based  on  guesswork.  That  number  has 
dropped  to  3%  because  of  better 
forecasting  and  planning.  On  top  of  that, 
the  company  has  been  able  to  reduce  the 
lead  times  for  developing  new  shoes 
from  nine  months  to  six.  Those  kinds  of 
improvements  are  making  their  way  to 
the  company's  bottom  line.  In  its  fiscal 
second  quarter,  the  supply-chain 
efficiencies  helped  boost  Nike's  gross 
margin  by  2.1%.  With  the  new  system 
just  75%  complete,  more  gains  seem 
sure  to  come.  -Stanley  Holmes 


Imperial  Sugar        posco 


The  Project  Lets  customers  place 
orders,  check  stock,  and  track  shipments 
via  the  Web. 

The  Payoff  With  10%  of  sales  now 
coming  over  the  Web,  they  cut  in  half  the 
number  of  customer-service  reps. 

When  it  comes  to  adopting 
technology,  the  sugar  industry  moves 
slower  than  molasses.  But  two  years  ago, 
when  Imperial  Sugar  Co.  landed  in 
Chapter  11  bankruptcy,  tech  offered  a 
lifeline.  To  cut  costs  and  tighten 
relationships  with  customers,  the 
company  built  the  industry's  first 
Internet  system  for  customers  to  check 


The  Project  An  online  production- 
planning  and  order-tracking  system  that 
slashes  the  time  and  cost  of  steelmaking. 

The  PayOlY Inventory  and  delivery 
times  have  been  halved.  Costs  saved  by  $17 
per  ton. 

Posco  may  be  the  world's  most 
profitable  steelmaker,  but  these  days 
silicon  chips  and  software— not  blast 
furnaces  and  rolling  mills— are  what's 
driving  the  Korean  company's  efficiency. 
Since  1999,  Posco  has  spent  $179  million 
to  network  its  81  plants  and  take  orders 
online.  That  lets  the  company  gather 


and  crunch  data  on  production,  order 
and  deliveries.  It  helps  send  the  st 
products  out  the  door  faster.  The  ser 
has  helped  Posco  halve  the  time  it  ta 
to  fill  orders:  Korean  customers  can  gj 
hot-rolled  coils  in  just  14  days,  compa 
with  30  days  before.  And  Posco  has 
slashed  inventories  of  wire  rods  to  fiv^ 
days'  supply,  from  12  days  before. 
Thanks  to  the  Internet,  Posco  carries 
thinner  inventories  of  steel— and  fatte 
profits.  -Moon . 


Progressive 
Insurance 

The  Project  Overhaul  Web  site  so  I 
independent  agents  can  obtain  quotes  an 
complete  new  policy  applications  online] 

The  Payoff  The  30,000  agents  no\ 
process  transactions  40%  faster  than 
before.  That  boosts  their  volume,  keepii 
them  loyal. 

When  it  comes  to  technology, 
Progressive  Corp.  lives  up  to  its  name.  | 
The  insurer  has  applied  rush-to-the- 
barricades  fervor  to  a  Web  site  it  create 
for  agents  in  1996,  enabling  them  to 
work  faster  and  process  more  claims. 
This  year,  Progressive  updated  the  sitel 
so  its  30,000  agents  can  obtain  a  quote[ 
or  process  an  application  for  a  new 
policy  entirely  online.  The  Web  also 
helps  Progressive  hammer  down  costs.1 
Expenses  run  to  about  20%  of  revenue! 
compared  with  an  industry  average  of  f 
23%  to  25%.  Revenues  have  increased 
20%  annually  since  the  company 
launched  the  Web  site,  well  ahead  oft 
industry-average  5%.  That's  proof 
enough  that  it  pays  to  stay  ahead  of  the 
tech  curve.  -Roger  O.  Crocki 


Whirlpool 


The  Project  Link  every 
Whirlpool  factory  and  sales  operation 
together  with  suppliers  and  key  retail 
partners. 

The  Payoff  Whirlpool  cut  inventor, 
as  a  percentage  of  sales  from  15%  in  1997 
to  12%  today. 

The  scene  at  Whirlpool  Corp.  was  as  I 
messy  as  a  tubful  of  filthy  laundry.  This 
was  the  mid-'90s,  and  the  appliance 
maker,  after  expanding  around  the 
globe,  was  stymied  by  hundreds  of 
computer  systems  that  couldn't  talk  wit 
one  another.  Whirlpool  couldn't  figure 
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Middleware  is  Everywhere 


Can  you  see  it? 


1.  Verifies  insurance  on  the  spot. 

2.  Files  digital  claim  in  an  instant. 

3.  Approves  estimate  at  the  site. 

4.  Orders  new  bumper  at  the  scene. 

5.  Receives  settlement  in  a  snap. 


-"  : ; — I '•:  -  '. — > — I — 


MIDDLEWARE  unifies  the  on  demand  world 
On  demand.  And  middleware  is  software  like  IBM 
DB2  Content  Manager  A  complete  and  open  solution  that 
easily  manages  and  leverages  information  from  almost 
anywhere.  Even  content  like  video  and  scanned  images 
is  easily  and  securely  accessed  Its  how  responsiveness 
increases,  productivity  soars  and  knowledge  becomes  power. 
(("business  on  demand"  Go  to  ibm.com/db2/middleware 


IBM,  DB2.  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  >n  the 
United  States  and  or  other  countries  <C2Q03  IBM  Corporation  All  rights  reserved 
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out  how  many  products  to  make  or  to 
hold  in  inventory.  Today,  there's  far  less 
guesswork  at  the  $11.8  billion  company. 
Nearly  every  Whirlpool  site  worldwide  is 
linked  by  e-business  software.  This  has 
helped  cut  inventories  from  15%  of  sales 
in  1997  to  12%  today.  The  laundry's 
smelling  fresher.  -Michael  Arndt 


Sutter 


already  in  place,  blood-clot  rates  have 
dropped  from  25%  to  near  zero  and 
stress-ulcer  rates  have  declined  from 
14%  to  almost  zero.  Fewer  complications 
mean  freed-up  beds.  The  chain  hopes  to 
cut  the  average  ICU  stay  by  15%.  "That 
is,  in  effect,  creating  more  ICU  beds  for 
us,"  says  Dr.  Gordon  Hunt,  Sutter's  chief 
medical  officer.  And  better  intensive  care 
for  his  patients.  -Jim  Kerstetter 


selling  products  via  their  cell  phom. 
Now  Shiseido  can  keep  closer  tr£| 
on  whaf  s  hot  and  whaf  s  not.  The 
results:  Inventory  was  cut  30%  in : 
and  is  expected  to  drop  10%  more  I 
year.  Thaf  s  putting  a  better  face  onL 
things.  -Irene  M.  \ 


HIP 


The  Project  To  reduce  medical 
complications  in  hospital  intensive-care 
units  with  a  constant  feed  of  vital  statistics 
to  doctors. 

The  Payoff  Complications  such  as 
blood  clots  have  been  reduced  from  a  25% 
frequency  rate  to  near  zero. 

If  you're  laid  up  in  an  intensive-care 
unit,  you  may  welcome  an  extra  set  of 
eyes  watching  over  you.  Thaf  s  whaf  s 
coming  for  patients  at  Sutter  Health,  a 
Sacramento  (Calif.)  hospital  chain.  If  s 
spending  $20  million  on  a  Web  system 
dubbed  elCU  that  combines  patient 
monitoring  and  digital  record-keeping. 
In-room  cameras  and  monitoring 
devices  feed  vital  stats  such  as  pulse  and 
blood  pressure  to  doctors.  Sutter  plans 
to  roll  out  the  system  to  420  beds  in  20 
hospitals  in  the  next  two  years.  In  the 
two  hospitals  where  the  system  is 


Shiseido 

The  Project  Connects  cosmetics 
sales  outlets  to  the  sales  staff  and  to  the 
factory  floor. 

The  Payoff  Shiseido  has  cut 

inventory  by  30%.  And  fewer  than  1%  of 
all  orders  go  unfilled  because  products 
aren't  in  stock. 

Sultry  eyes  and  dazzling  smiles? 
Japanese  cosmetics  maker  Shiseido  Co. 
knows  all  about  them.  But  the  company 
often  misjudged  demand  for  its  mascara 
and  lipsticks,  leaving  warehouses  full  of 
unsold  or  returned  products.  So  Shiseido 
execs  assembled  a  $55  million  network 
linking  factories  and  some  16,000 
sales  outlets.  At  department-store 
counters,  Shiseido  beauty  consultants 
stay  in  touch  by  downloading  sales 
information  and  uploading  data  on  hot- 


The  Project  Link  doctors,  patie 
and  health  administrators  using  an 
system. 

The  Payoffsaves  $10 million, 
annually  in  claims  processing. 

In  a  health-care  industry  crazy  ft] 
paperwork  in  triplicate,  HIP  Healt 
Plan  of  New  York  is  saving  some  tr^ 
The  company  has  spent  $55  millioi 
the  past  three  years  on  a  system  the 
lets  its  1.1  million  members  view  ck 
and  refill  prescriptions  online.  DoctJ 
can  use  the  system  to  authorize  CAT 
scans  and  visits  to  specialists. 

But  the  sweetest  perk  for  docs  is 
financial.  "They  can  get  paid  while 
patient  is  still  in  the  office,"  says  Jol 
H.  Steber,  HIP's  chief  information 
officer.  Savings  in  claims  processing 
total  more  than  $10  million  a  year, 
instrumental  in  returning  HIP  to 
profits.  -Diane  Bi 
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Management 


Yellow 


The  Project  To  analyze  60,000 
orders  daily  to  figure  out  how  many 
Teamsters  it  needs  at  its  325  facilities. 

The  Payoff  By  calculating  the 
employees  needed,  the  company  saves  $100 
million  a  year. 

From  the  outside,  Yellow  Corp.  hasn't 
changed  much  since  1926.  That's  when 
A.J.  Harrell  added  freight  shipping  to  his 
Yellow  Cab  business  in  Oklahoma  City. 
But  these  days,  Yellow  runs  on  a  thick 
stream  of  digital  data  that's  almost  as 
vital  as  diesel  fuel. 

Every  day,  the  trucking  giant  receives 
some  60,000  orders  over  the  Internet  or 
at  its  call  centers.  While  other  trucking 
companies  do  that,  too,  Yellow  goes 
further.  It  feeds  all  that  data  into  a 
proprietary  computer  program  to  plot, 
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ii  i<>  the  person,  how  many  drivers  it 
need  during  the  four  shifts  at  every 
of  its  terminals  the  next  day.  Those 
■  aren't  needed  are  told  via  the 
ipany's  intranet  to  take  the  day  off— 
aid.  That's  quite  a  juggling  act, 
)lving  19,300  Teamsters  and  8,250 
ks  at  335  facilities  across  the  U.S. 
he  setup  didn't  come  cheap.  The 
5  billion  company  spends  $80 
lion  a  year  on  information 
mology.  But  Yellow  already  has 
mped  its  investment— and  then 
le.  Orders  often  vary  15%  to  20% 
n  Monday  to  Friday.  By  adjusting  its 
Toll  to  match  this  swing,  Yellow 
airman  and  Chief  Executive  William 
dollars  figures  Yellow  saves  $100 
lion  a  year.  That's  a  big  help  in 
•ping  Yellow  in  the  black. 

-Michael  Arndt 


ostonCoach 

;tl)he  Project  Use  wireless  network  to 
3(]l  ck  limos  and  combine  that  data  with 
>tomer  bookings  to  manage  its  fleet. 

ig  he  PayOlI  Since  January,  produc- 
ity  has  soared  20%.  Thafs  expected  to 
ost  sales  10%,  to  $104  million,  this  year. 

h  You  know  that  guy  who  waits 
tiently  for  you  in  the  baggage  claim 
aa,  holding  a  little  white  sign  with 
ur  name  on  it?  Ever  wonder  how  he 
>t  there  on  time?  Chalk  it  up  to  the 
eb  and  wireless  communications. 
>stonCoach,  which  juggles  600  cars 
itionwide,  uses  both  to  run  its  complex 
ime  of  match-and-ride. 
What's  different  for  a  passenger 
unging  in  the  back  of  a  BostonCoach 
mcoln  is  the  silence.  Gone  are  the 
orsts  of  walkie-talkie  chatter  with  a 
spatcher.  Instead,  a  driver  simply  hits 
uttons  on  a  wireless  phone  to  let 
ispatchers  know  his  whereabouts, 
ack  at  the  control  center,  dispatchers 
ack  the  drivers  using  two  Web 
dashboards"  developed  with  IBM.  One 
lOnitor  shows  the  precise  location  of 
ic  driver,  based  on  his  mobile-phone 
Ignals.  Another  shows  who  needs  to  be 
kked  up,  where,  and  when.  Software 
it  mapping  and  matching  tells 
Ispatchers  \\  hich  car  is  the  best  bet  to 
iek  up  Mr.  Big. 

Since  launching  the  system  in 
anuarv,  Boston(  loach  has  squeezed 
'.0%  more  rides  out  of  its  ears.  That  adds 
10  million  annually  to  the  company's 
19  I  million  in  sales.  "This  tool  helps  us 


create  capacity  without  adding 
resources,"  says  Todd  Stephens,  senior 
vice-president  of  marketing  at 
Boston  (loach,  a  division  of  Fidelity 
Investments.  And  the  dispatch  center 
now  gets  by  with  three  managers 
instead  of  four.  So  next  time  you  enjoy  a 
prompt,  quiet  ride,  thank  your  driver— 
and  the  Web.  -Faith  Arner 


Bristol-Myers 
Squibb 

The  Projects  Web  system  for 
managing  and  speeding  up  drug  research 
and  development. 

The  Payoff  Slashing  by  one-third  the 
time  it  takes  to  develop  new  medications, 
saving  money  and  boosting  revenues. 

In  an  industry  where  new  drugs  can 
take  a  decade  to  come  to  market,  Bristol- 
Myers  Squibb  Co.  is  in  a  hurry.  The  $20 
billion-a-year  pharmaceutical  giant 
began  last  January  using  Web  software 
to  manage  its  drug-development 
process.  If  s  a  software  dashboard  that 
lets  managers  see  the  status  of  each 
project  so  that  they  can  shift  resources 
from  one  to  another  of  the  30  drugs  in 
development. 

This  is  a  key  part  of  reaching  Bristol's 
goal  of  reducing  the  average  time  it 
takes  to  develop  a  new  product  from  7% 
years— the  industry  average— to  five 
years.  The  stakes  are  high.  It  costs 
pharmaceutical  companies  an  average  of 
$800  million  to  bring  a  drug  to  market. 
As  Bristol,  which  spends  10%  of  revenue 
on  R&D,  moves  medicines  along  faster, 
it  can  pack  more  products  into  the 
development  pipeline  without 
increasing  expenses.  It's  like  putting 
drug  R&D  on  speed.  -Steve  Hamm 


CareGroup 

The  Project  Create  digital  report 
cards  that  rate  2,500  docs  on  20  aspects  of 
their  care  for  insured  patients. 

The  Payoft'spots-  inefficiencies, 
saving  $4  million  a  year.  That  has  helped 
land  $234  million  in  new  health- 
insurance  contracts. 

Doctors  had  to  ace  lots  of  tests  to  get 
to  medical  school.  Now  they're  getting 
report  cards— on  the  Web.  To  control 
skyrocketing  medical  costs,  CareGroup 
Healthcare  System  has  armed  itself 


with  a  digital  grading  system.  Called 
PSNWeb,  CareGrOUp's  system  creates 
report  cards  that  rate  2,500  doctors  on 
the  medical  treatment,  referrals,  and 
drug  and  testing  recommendations.  In 
its  four  years  of  grading,  it  has  pushed 
medical  costs  down. 

How  does  it  work?  CareGroup,  a  six- 
hospital  company  in  Boston,  gathers 
data  about  the  treatment  that  the 
network  of  doctors  provides  insured 
patients.  Twenty  different  aspects  of  the 
doctors'  care  during  the  year  are 
analyzed,  including  how  many  tests  they 
order  or  how  often  they  refer  patients  to 
more  expensive  out-of-network  doctors. 
Managers  who  work  with  the  doctors 
can  spot  trends  and  suggest 
adjustments,  such  as  prescribing 
cheaper  generic  drugs. 

McKinsey  &  Co.  estimates  that  the 
digital  report  cards  shave  $4  million  in 
annual  costs.  And  the  system  has  brought 
in  new  insurance  contracts  worth  $234 
million  annually.  This  is  just  the  kind  of 
out-of-the-box  idea  that  other  companies 
might  want  to  adopt  in  the  face  of  rising 
health-care  costs.  -Heather  Green 


Kinko's 


The  Project  Replace  a  collection  of 
51  employee-training  sites  countrywide 
with  e-learning  in  2002. 

The  Payoff  Save  around  $10  million 
a  year  in  training  costs  and  roll  out  new 
services  in  stores  more  efficiently. 

Kinko's  has  long  been  the  road 
warrior's  digital  lifeline,  providing 
everything  from  Internet  access  to 
electronic  repositories  for  slide  shows. 
Now,  Kinko's  is  using  the  Web  to  hoist 
its  20,000  workers  into  the  Digital  Age. 

Last  year,  the  company  replaced  51 
U.S.  training  centers  with  a  $2.5  million 
e-learning  network.  It  lets  workers  take 
online  courses  covering  everything  from 
products  to  policies.  Kinko's  expects  to 
spend  about  $5.5  million  on  training  this 
year,  barely  one-third  of  the  2001  total. 

E-learning  is  boosting  sales,  too. 
Three  months  ago,  Kinko's  began 
rolling  out  services  to  make  banners  and 
signs.  Shops  that  provided  online 
courses  on  these  offerings  saw 
revenues  rise  27'  < .  That  compares 
with  ll'r  elsewhere  in  the  Kinko 
chain,  says  Paul  Rostron,  Kinko's  chief 
people  officer.  That's  a  lesson  worth 
learning— and  sharing  over  the  Web. 

-Stephanie  Anderson  Forest 
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I  AM  A  CISCO  7960G* 
IP  PHONE. 


M 
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AVE 
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AM  MORE  TALK 
\ND  LESS  WALK. 

iAVE  MORE  WAYS  OF  GETTING  PEOPLE  TALKING.  BUT  I  AM 
OT  ALL  TALK.  I  AM  VOICE  AND  DATA,  BOTH  ON  THE  SAME  TEAM. 
WE  THE  POWER  TO  PUNCH  TIME  CLOCKS,  LISTEN  TO  EMAIL 
ND  SCHEDULE  APPOINTMENTS.  I  HAVE  THE  POWER  TO  SAVE 
ALUABLE  MILEAGE  ON  OFFICE  MOVES  AND  IT.  STAFF  SHOES. 
\M  A  SECURE,  PINT-SIZED  PRODUCTIVITY  EXPERT  THAT  DELIVERS 
UPER-SIZED  ROI.  I  AM  MORE  THAN  A  CISCO  7960G  IP  PHONE. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  nOW. 


cisco.com/convergencenow 
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Cutting  Edge 


Fresh  Direct 

The  Project  Use  technology  that 
allows  the  online  grocer  to  custom-make 
each  food  order— at  prices  as  much  as  35% 
lower  than  rivals. 

The  Vayoff  FreshDirect  is  on  track  to 
hit  $90  million  in  revenues  in  its  first  year. 
Labor  costs  60%  lower  than  rival  stores 
could  lead  to  profits  byyearend. 

Sick  of  the  wilted,  pricey  lettuce  for 
sale  in  your  local  grocery  store?  Joe 
Fedele  isn't.  Iffy  quality  and  high  prices 
created  the  perfect  opportunity  for 
Fedele  to  launch  FreshDirect,  an  online 
grocer  in  New  York  City  a  year  ago.  With 
the  Web,  the  company  can  offer  fresh 
food  at  prices  up  to  35%  below  rivals. 

It  was  a  big  gamble.  After  the  dot-com 
bust,  online  groceries  seemed  doomed. 
But  Fedele,  who  has  raised  over  $100 
million,  says  he  makes  it  work  by  buying 
direct  from  producers  and  making 
purchases  to  order.  While  the  company 
is  private  and  doesn't  release  its 
finances,  Fedele  says  FreshDirect  will 
rake  in  $90  million  in  revenues  this  year 
and  be  profitable  by  January. 

The  Net  does  more  than  just  take 
orders.  Web  systems  parse  3,200  daily 
orders  to  processing  areas,  where  600 
employees  cut  meat,  bake  cookies,  and 
pick  fruit  to  order.  Labor  costs  are  60% 
lower  than  other  gourmet  grocery  stores, 
Fedele  says.  "This  is  mass  production  of 
customized  orders."  Look  elsewhere  for 
limp  lettuce.  -Heather  Green 


Amazon.com 

The  Project  Let  merchants  use  its 
gold-standard  e-commerce  technology  to 
quickly  set  up  shop  on  Amazon. 

The  Payoff  Other  retailers  now 
account  for  22%  of  all  items  sold  on  Amazon, 
helping  boost  the  e-tailer  to  profitability. 
For  years,  retailers  such  as  Target 
Corp.  and  Toys  'R'  Us  Inc.  have  hired 
Amazon.com  Inc.  to  run  their  Web 
operations.  Now,  Amazon  has  turned  its 
expertise  into  services  available  over  the 
Web  to  any  merchant— for  free.  Why? 
Partly  to  expand  offerings  on  the  site. 
But  most  important,  some  35,000 
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PAPER  OR 
PLASTIC? 

Fedele's  labor 
costs  are  30% 
less  than 
grocery  stores 


software  developers  have  created 
programs  to  build  customized  Web 
stores,  check  prices  from  handheld 
devices,  and  more.  If  s  a  potent  new 
volunteer  army  that  could  produce  yet 
more  surprises  from  Amazon. 

-Robert  D.Hof 


Wal-Mart 

The  Project  Push  its  100  top 
suppliers  to  use  "smart  tags"  embedded  in 
product  cases  to  track  much  of  what  the 
discounter  sells. 

1  lie  PciyOrl  Knowing  where  every 
item  is,  and  keeping  shelves  stocked. 
Analysts  expect  Wal-Mart  to  reap  pretax 
savings  of  as  much  as  $8  billion  by  2007- 

Leading  the  way  in  the  so-called 
smart-tags  revolution,  Wal-Mart  Stores 
Inc.  has  asked  its  biggest  suppliers  to 
start  using  the  radio-controlled 
inventory  tags  on  everything  from  cases 
of  Coke  to  pallets  of  Dove  soap.  Wal- 
Mart  hopes  to  track  inventory  better, 
reduce  the  number  of  out-of-stock 
products,  and  most  important,  boost 
sales,  because  the  right  product  will  be 
in  the  right  place  at  the  right  time.  Now 
other  retailers  will  have  to  follow  Wal- 
Mart's  lead.  -Wendy  Zellner 


< 


Dell 


The  Project  Automating  more  of 
e-commerce  network,  by  installing  robo 
on  assembly  lines  that  process  orders  frc 
the  Web. 

The  Payoff  The  automated  assem 
line  pumps  out  900  computers  an  hour, 
300  before.  Output  is  up  40%. 

Somebody  tell  Dell  Inc.  to  slow 
down.  Just  as  the  rest  of  the  compute 
industry  is  finally  catching  on  to 
Dell's  vaunted  e-commerce  technique 
the  Round  Rock  (Tex.)  company  is 
pioneering  the  next  level  of  Web- 
based  automation. 

At  Dell's  plant  in  Nashville, 
online  orders  go  directly  to  assembly 
line  robots,  which  fetch  all  the  parts 
to  create  a  custom-built  PC.  The 
company's  one-year-old  system 
automatically  loads  software  onto 
the  hard  drives  and  tests  the 
machines  before  an  army  of  robots 
boxes  them  up  for  shipping. 

Dell's  new  setup  requires  half  as 
many  workers  as  before,  and  it  runs  at 
three  times  the  speed.  It  churns  out 
one  computer  every  four  seconds. 
Dell  is  hurrying  to  automate  its  eight 
other  plants.  Just  what  the  panting 
competition  feared.  -Andrew  Par 
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Send  and  receive  attachments. 


Sprint 


■ 


average 
50-70  Kbps 


Send  and  receive  attachments  nearly  twice  as  fast. 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  Over  30  million  more  people  covered 


PCS  Connection  Card™ 
Insert  it  in  a  laptop 
Get  a  wireless 
connection 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


Get  the  facts  at  sprint.com/facts  or  call  877-459-8144  for  a 
Business  Representative. 


Sprint 


One  Sprint  Many  Solutions 

Voice/Oata  PCS  Wireless         Internet  Services         E- Business  Solutions 


urns  based  on  published  averages  from  each  carrier  and  other  information  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors  Coverage  claims  based  on 
he  enhanced  Sprint  Nationwide  PCS  M  iching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 
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Florida  Virtual 
School 

The  Project  Make  a  wide  array  of 
courses  available  online  to  Florida  high 
school  students. 

1  lie  r  ctyOII  Broadens  curriculum  for 
poor  and  rural  districts,  as  well  as 
homebound  students. 

How  do  you  give  every  kid  a  place  in  a 
specialized  class?  Seven-year-old  Florida 
Virtual  School,  the  nation's  largest 
statewide  public  online  high  school,  is 
showing  the  way.  The  school's  150 
certified  teachers  offer  75  courses, 
including  11  advanced  placement 
offerings.  The  state  foots  the  $8  million 
in  costs  and  offers  free  instruction  to  1.3 
million  middle  and  high  school  students 
in  Florida. 

That's  creating  enriching  oppor- 
tunities. Rural  Haines  City,  for  example, 
long  struggled  to  find  teachers  for 
advanced  technology  electives.  Now,  150 
of  its  tech-focused  students  are  taking 
most  of  their  courses  through  Florida 
Virtual.  Enrollments  are  expected  to  hit 
18,000  this  year,  triple  2000's  level.  Still 
small,  but  growing. 

-William  C.  Symonds 


look  at  where  retail  is  headed.  For  now, 
if  s  helping  Extra  woo  customers— up 
46%  since  April.  -Jack  Ewing 


Wegmans 


Metro 


The  Project  Open  an  innovative 
grocery  store  replete  with  portable  digital 
shopping  devices  and  automatic  checkout. 

The  Payoff  More  efficiency,  greater 
convenience,  and  better  inventory 
management— if  the  technology  can  be 
perfected. 

On  a  busy  friday  at  an  Extra 
supermarket  in  Rheinberg,  Germany, 
green,  red,  and  yellow  lights  flash  on  an 
office-computer  display.  Managers  can 
see  when  it's  time  to  open  another 
checkout  line  or  restock  the  razors. 

This  is  the  seven-month-old  Future 
Store,  where  Dusseldorf-based  Metro- 
Extra's  parent— is  testing  gizmos  to 
smarten  up  the  retail  biz.  One  is  a  touch- 
screen computer  that  clips  to  a  shopping 
cart.  Can't  find  Beck's  beer?  Type  in  the 
first  few  letters  of  the  item— a  store  map 
appears  and  marks  the  spot.  In  the 
produce  aisle,  a  scale  equipped  with  a 
tiny  camera  recognizes  bananas  or 
cucumbers  by  size  and  shape  and  prints 
the  correct  price  on  a  label. 

Much  of  the  technology  is  still  too 
pricey  for  most  grocery  stores.  But  it's  a 


P&G 


The  Project  Develop  a  wireless 
tracking  system  that  monitors  everything 
from  paper  towels  to  toothpaste  from 
factory  to  store  shelves. 

The  Payoff  More  accurate  tracking 
of  inventory  and  demand  will  cut 
inventories  and  boost  sales  by  keeping 
store  shelves  stocked. 

It  sounded  like  a  wild-eyed  dot-com 
fantasy.  But  Procter  &  Gamble's  1999 
idea  to  package  thousands  of  products 
with  tiny  radio-powered  computer  chips 
is  catching  on,  from  Gillette  to  Wal-Mart 
Stores.  P&G,  an  early  investor  in  the 
technology,  is  leading  the  charge.  It  sees 
the  radio-frequency  ID  chips  ultimately 
tracking  nearly  every  item  it  makes, 
from  Crest  to  Pampers.  The  idea  is  to  tie 
production  to  real-time  sales  at  the 
store,  cutting  time  and  inventory  out  of 
the  supply  chain  while  keeping  store 
shelves  stocked  24/7.  The  first  step:  P&G 
will  have  radio  chips  on  cartons  and 
pallets  of  goods  by  2005.  -Robert  Berner 


Cisco 


The  Project  switch  35,000 

employee  and  consultants  to  Internet 
telephone  systems. 

The  Payoff  Cuts  phone  costs, 
provides  data  services,  and  promotes  the 
company's  technology. 

If  s  a  piece  of  the  sparkling  future  that 
Cisco  Systems  Inc.  has  been  promising 
for  years.  The  networking  company  is 
showcasing  Internet  telephony— and 
using  35,000  of  its  own  employees  as 
guinea  pigs. 

Cisco  workers  worldwide  now  have 
newfangled  phones  that  let  staffers  make 
calls  to  each  other  over  the  Net,  cutting 
down  on  phone  bills.  And  staffers  can  as- 
sign their  number  to  whichever  phone 
they're  using,  with  just  a  few  keystrokes. 
If  s  less  work  for  the  tech  staff.  That  has 
helped  Cisco  save  $300,000  a  month  in 
Europe  alone.  Whaf  s  more,  Net  calls 
promise  all  sorts  of  new  data  features. 
Cisco  execs  will  soon  see  account  info 
when  a  customer  calls— even  before 
picking  up  the  phone.        -Peter  Burrows 


The  Project  Create  a  detailed  o\ 
product  catalog  of  every  item  so  Weg 
65  grocery  stores  order  just  what  they  \ 

1  lie  r ayOn  By  preventing  misg 
orders,  Wegman's  could  see  annual 
savings  of  $1.5  million  by  2005. 

Profit  margins  are  so  slim  in  the 
grocery  business  that  one  slip-up  in 
ordering  can  be  disastrous.  And  Dan| 
Wegman,  president  of  72 -year-old 
Wegmans  Food  Markets  Inc.,  is  loot 
to  the  Web  to  solve  the  problem.  He': 
spearheading  the  adoption  of  UCCne| 
massive  effort  to  automate  transactic 
between  grocery  suppliers  and  retail^ 

It  amounts  to  an  electronic  catalog 
one  that  will  extend  from  $3  billion 
Wegmans  and  fellow  grocers  to  a  vas  j 
galaxy  of  suppliers.  The  idea  is  to  get 
industry  humming  as  one  integrated  [ 
operation.  Wegmans  already  shares  dj 
with  100  suppliers  and  hopes  to  inclu| 
the  rest  within  two  years.  Its  annual 
savings  by  then  could  reach  $1.5  milli| 
As  the  system  grows,  Wegmans  and  it 
peers  could  save  $40  million  for  each  I 
$1  billion  of  sales.        -ArleneWeintr\ 


eArmyU 


The  PrOjeCt  Provide  40,000  far- 
flung  soldiers  with  education  opportunii 
through  a  virtual  university. 

The  Payoff-Booste  the  Army  as  a 
career  path;  better-educated  soldiers. 

If  s  rough  enough  patrolling  the  me 
streets  of  Iraq.  But  some  270  U.S. 
soldiers  there  face  additional  tests: 
marketing,  English,  Psych  101.  These 
students  at  eArmyU.  This  three-year-ol 
U.S.  Army  program  is  now  one  of  the 
nation's  largest  virtual  universities. 
Learning  through  laptops,  some  40,00( 
soldiers  are  continuing  their  studies  in 
50  countries— even  in  Iraq  and 
Afghanistan. 

EArmyU,  a  consortium  of  27 
universities,  offers  soldiers  the  choice  o 
142  degrees  and  certificates  and  more 
than  900  online  courses.  More  than 
8,500  GIs  say  they  have  extended  their 
tours  or  re-upped  in  order  to  qualify. 
And  why  not?  The  Army  provides 
laptops  and  foots  tuition  up  to  $4,500  a 
year.  And  it's  a  bargain  for  the  Army  as 
well,  which  figures  it  would  otherwise 
spend  some  $45,000  to  recruit  and  trai 
each  replacement  soldier. 

-William  C.  Symon 
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Make  every  employee  a  CFO. 


Only  PeopleSof t  Financial  Management  delivers  real-time  visibility  and  control  to  meet  today's 
compliance  challenges. 

PeopleSoft  Financial  Management  makes  every  employee  financially  accountable.  Role-based  portals  allow 
every  employee  visibility  into  their  own  financial  world  within  the  global  enterprise.  With  embedded  cost 
controls,  business  analytics,  and  real-time  alerts,  every  employee  is  empowered  to  make  the  right  decisions. 
And  your  CFO  can  be  confident  of  achieving  the  results  he  is  counting  on.  Learn  more  by  visiting  us  at 
www.peoplesoft.com/realtime  or  call  1-888-773-8277. 


PeopleSoft 


a 


Financial  Management 


O  2003  PtopteSofl,  Inc  PaopleSolt  is  a  ragralarad  trademark  of  PeopleSolt  Inc. 
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e  Investment  Bankin: 


A  Fair  Deal 
But  for  Whom? 

Fairness  opinions  in  acquisitions  are  rife 
with  conflicts— and  coming  under  fire 


VEN  A  FIRST-TIME  HOME- 
buyer  knows  the  drill: 
Don't  take  the  word  of  a 
real  estate  agent  that  the 
price  is  fair.  As  everyone 
knows,  the  agent  gets  a  big 
commission  to  make  sure 
the  sale  closes— no  matter  the  price.  In- 
stead, get  an  appraiser  who  has  no  finan- 
cial stake  in  the  sale.  Lenders  won't  even 
fork  over  the  money  unless  an  independ- 
ent appraisal  is  in  hand.  But  when  pub- 
licly traded  companies  change  hands,  ob- 
jectivity can  be  in  short  supply.  In  fact,  in 
many  cases  the  investment  bank  that 
brought  a  deal  to  a  company  is  the  same 
firm  signing  off  on  the  fairness  of  the 
price— and  collecting  a  fat  fee  when  the 
transaction  is  closed. 

Such  "fairness  opinions"  underpin 
mergers  and  acquisitions  of  any  size  on 
Wall  Street.  Some  are  written  by  independ- 
ent firms  unconnected  to  the  deal,  but  the 
majority  aren't.  And  the  conflicts  of  interest 
inherent  in  them— with  banks  racking  up 
millions  of  dollars  in  fees  by  acting  simul- 
taneously as  agents  and  appraisers— have 
been  an  open  secret  on  the  Street  for  years. 
Critics  can  point  to  a  raft  of  other  prob- 
lems, too:  The  opinions  are  loaded  with 
legal  disclaimers.  They  are  often  out  of 
date  by  the  time  shareholders  vote  on  the 
deal.  And  they  are  so  narrowly  focused  on 
the  specifics  of  the  agreement  being  eval- 
uated that  they  don't  even  address 
whether  directors  could  have  secured  a 
better  deal.  Says  Charles  M.  Elson,  corpo- 
rate governance  professor  at  the  Univer- 
sity of  Delaware:  "These  are  inherently 
unfair  documents." 

Now  the  tide  may  be  turning  against 
these  tainted  opinions.  New  York  Attorney 
General  Eliot  Spitzer,  wno  led  the  attack  on 
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Wall  Street's  research  conflicts  last  year, 
said  earlier  this  year  that  fairness  opinions 
have  caught  his  eye.  With  his  plate  full  of 
mutual-fund  cases,  he  hasn't  taken  any  ac- 
tion, but  he's  expected  to  pursue  the  issue 
eventually.  The  Securities  &  Exchange 
Commission  is  also  interested.  "This  issue 
isn't  going  away,"  says  Arthur  H.  Rosen- 
bloom,  a  managing  director  of  New  York- 
based  CFC  Capital  LLC,  which  prepares 
fairness  opinions  only  for  fixed  fees  and 
not  for  contingency  payments. 

UNDER  THE  RADAR 

IF  FAIRNESS  OPINIONS  are  so  problem- 
atic, why  do  lawyers  for  boards  of  direc- 
tors insist  on  them?  Simple:  They  give  di- 
rectors a  shield  in  court  when  unhappy 
shareholders  sue.  The  opinions  are  evi- 
dence that  the  directors  checked  with  out- 
side experts  to  make  sure  that  the  deal  is 
fair  to  the  shareholders  whom  they  repre- 
sent. They  became  popular  after  a 
Delaware  court  found  a  board  of  directors 
negligent  in  1985  for  approving  in  two 
hours  the  sale  of  a  company  at  a  lowball 
price.  Today,  corporations  print  the  opin- 
ions, complete  with  pages  of  sophisticat- 
ed-looking analysis,  in  the  proxy  state- 


ments they  send  to  sharehold- 
ers urging  them  to  approve 
the  deals. 

But  valuing  a  business  is  a 
very  subjective  process.  That 
means  there's  lots  of  wiggle 
room  to  make  sure  the  num- 
bers produce  the  answer  that 
greases  the  deal.  "You  begin 
with  science,  and  then  you 
end  up  with  art  and  judgment 
calls,"  says  Rosenbloom. 

Consider  AXA  Financial 
Inc.'s  $1.5  billion  offer  for  in- 
surance company  MONY 
Group  Inc.  on  Sept.  17.  MONY 
shareholders  would  get  a  7% 
premium  on  where  the  stock 
had  been  trading,  but  the 
price  was  still  far  below  the 
value  of  MONY's  net  assets. 
Three  major  shareholders 
complained  that  the  price  was 
too  low,  but  MONY's  invest- 
ment bank,  Credit  Suisse  First 
Boston,  had  issued  a  fairness 
opinion  saying  the  price  was 
right.  How  so?  First,  accord- 
ing to  the  proxy,  it  marked 
down  MONY's  assets,  relying 
on  the  views  of  MONY  man- 
agers who  would  be  in  line  to 
cash  out  with  golden  para- 
chutes if  the  deal  closes.  CSFBf 
which  noted  MONY's  poor 
past  performance,  said  it  was 
worth  far  less  than  the  median 
paid  for  assets  in  insurance 
transactions  in  the  past  five 
years.  If  the  deal  is  signed, 
CSFB  will  reap  a  $15  million 
fee,  the  proxy  says.  CSFB  de- 
clined to  comment. 

Some  of  the  more  dubious 
opinions  involve  smaller  companies  thfct } 
slip  under  the  radar  of  institutional  it 
vestors  (and  the  financial  media).  In  Ma  nla 
Johnstown  (Pa.)-based  Crown  America  fc 
Realty  Trust  got  a  $386  million  stock  o  L 
fer  from  Pennsylvania  Real  Estate  Inves  ( 


Objective 

Opinion? 

Investment  banks  that  write 
fairness  opinions,  which  assess 
whether  the  terms  of  a  merger  are 
fair,  often  stand  to  collect  millions 
in  fees  if  the  deal  is  completed. 


Major  problems 


■  With  the  huge  profits  they  can  earn  from 
successful  deals,  investment  bankers  have  a 
conflict  of  interest  when  they  size  them  up. 

■  Opinions  are  designed  to  protect  directors  fife, 
lawsuits  over  bad  deals,  rather  than  help 
shareholders. 

■  Investment  banks  often  use  overly  broad  ran 
for  what  companies  are  worth.  And  these  are  c 
of  date  by  the  time  shareholders  vote. 

Data  Company  proxies  and  BW  estimates 


■■ 


lent  Trust,  a  rival  owner  of  shopping 
liters  in  the  mid-Atlantic  states.  Wa- 
ovia  Securities,  serving  as  Crown's 
nker,  found  that  the  offer  was  fair,  even 
ough  it  carried  a  discount  rather  than  a 
keover  premium— it  was  worth  4%  less 

nt  deals 


SELLER 

DATE 
ANNOUNCED 

FEES* 

MILLIONS 

Time  Warner 

January,  2000 

$48 

>  Corp. 

Hughes  Electronics 

April,  2003 

81 

EIT 

Crown  American 

May,  2003 

4 

Pharma 

Biogen 

June,  2003 

15 

Financial 

MONY  Group 

September,  2003 

15 

than  Crown's  average  stock  price  the  pre- 
vious four  weeks.  The  agreement,  which 
shareholders  approved  overwhelmingly 
on  Nov.  11,  will  also  cut  the  dividend  yield 
to  Crown  shareholders  from  8%  to  7.2%, 
according  to  Gregory  P.  Taxin,  chief  exec- 
utive of  proxy-voting 
consultant  Glass,  Lewis 
&  Co.  in  San  Francisco. 
Wachovia,  which 
stands  to  earn  $4  mil- 
lion when  the  deal  clos- 
es this  month,  justified 
the  price  with  anything 
but  precision:  It  came 
up  with  three  different 
price  ranges  broad 
enough  to  accommo- 
date almost  any  con- 
ceivable offer.  And,  says 


Taxin,  Wachovia  used  dii 

lerent  valuation  methods 
than  it  had  last  year  to  ap- 
praise another  REIT,  Ap- 
ple Suites  Inc.  uIt  appears 
Wachovia  is  selecting 
methodologies  that  serve 
the  purpose  of  reaching  a 
preordained  conclusion," 
says  Taxin.  Says  Wachovia 
spokeswoman  Amy  Hy- 
land:  "As  a  firm,  we  stand 
by  the  integrity  of  our  fair- 
k,  ness-opinion  process." 

For  their  part,  invest- 
ment bankers  defend  fair- 
ness opinions.  They  write 
the  opinions  knowing  that 
they  will  face  scrutiny 
from  sophisticated  institu- 
tional investors.  And  they 
say  they  manage  the  con- 
flicts by  having  special 
committees  of  top  officers 
review  the  opinions. 
What's  more,  courts  have 
generally  agreed  that  be- 
cause the  opinions  are 
written  for  directors,  the 
banks  have  no  obligation 
to  shareholders.  Some 
bankers  say  hiring  inde- 
pendent appraisers  to 
write  the  opinions  would 
only  stall  deals  and  add  to 
the  risk  of  insider  trading. 
But  these  arguments 
carry  less  weight  now.  Cor- 
porate directors  are  essen- 
tially under  orders  from 
regulators  to  question  the 
motives  of  virtually  even- 
one  hired  by  their  compa- 
nies. Marjorie  Bowen. 
managing  director  at  Houlihan  Lokey 
Howard  &  Zukin  in  Los  Angeles,  a  bou- 
tique investment-banking  firm  that  does 
not  receive  contingency  fees  with  90%  of 
its  opinions,  says  directors  at  big  compa- 
nies considering  deals  are  now  asking 
more  often  for  independent  advice  than 
they  were  a  year  ago. 

Some  critics  want  to  turn  to  the  home- 
appraiser  model.  Elson,  the  Delaware 
professor,  recently  joined  with  Rosen- 
bloom  to  circulate  a  paper  arguing  for 
professional  standards  for  deal  apprais- 
ers, much  as  real  estate  appraisers  have 
standards  that  they  must  honor  if  they 
value  a  property  financed  by  a  bank.  Will 
investment  banks  go  for  it V  Maybe,  espe- 
cially it  Spit/er  and  the  regulators  in 
Washington  give  them  a  nudge.  ■ 

By  David  lknr\-  in  New  Ysrk 
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e  Mergers 


FOES  Kerkorian  (right)  si 
Schrempp  duped  him  a| 
other  Chrysler  investors 


is  & 


What  a  Difference 
A  Phrase  Makes 

A  slip  by  DaimlerChrysler's  Schrempp 
may  give  Kerkorian  a  $1.2  billion  payout 


WAS  BILLIONAIRE 
financier  Kirk  Ker- 
korian duped  by  a 
bunch  of  smart 
auto  engineers 
from  Stuttgart?  On 
Dec.  1,  his  lawyers 
are  scheduled  to  tell  Judge  Joseph  J.  Far- 
nan  Jr.  of  the  U.S.  District  Court  in 
Wilmington,  Del.,  that  indeed  he  was 
and  that  DaimlerChrysler  should  pay 
him  compensation  of  $1.2  billion— a 
claim  the  company  is  fighting. 

The  roots  of  Kerkorian's  grudge  go 
back  to  1998,  when  Chrysler  merged  with 
Germany's  Daimler-Benz.  Kerkorian's 
suit  claims  that  Daimlers  Chief  Executive 
Jiirgen  E.  Schrempp  promoted  the  $36 
billion  deal  as  a  "merger  of  equals"  rather 
than  a  takeover.  Although  that  may 
sound  like  a  distinction  without  a  differ- 
ence, it  had  an  important  consequence  for 
Chrysler  shareholders  such  as  Kerkorian, 
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who  owned  nearly  14%  of  the  company  at 
the  time:  They  weren't  paid  any  takeover 
premium.  The  shares  they  received  have 
since  lost  56%  of  their  value,  leaving 
shareholders  with  little  alternative  but  to 
take  their  lumps  if  they  hadn't  already 
bailed  out. 

Until,  that  is,  two 
years  later  when 
Schrempp  opened  up 
to  a  Financial  Times 
interviewer.  In  a  story 
in  the  newspaper's 
Oct.  30, 2000,  edition, 
he  insisted  that  the 
auto  giant  would 
overcome  operating 
problems  at  Chrysler 
to  become  "the  best 
automotive  company 
in  the  world,"  and 
then  let  slip  a  tasty 
morsel.      Far      from 


CAR  WRECK 


DaimlerChrysler's  share  price 
has  tumbled  since  the  merger 
in  1998 


U.S.  DOLLARS 


OCT.  30,  '98 

Data:  Bloomberg  Financial  Markets 


wanting     a     "merger 
equals,"  he  said,  DaimL 
along  had  planned  to  op< 
Chrysler  as  a  stand-aloi 
vision  of  Daimler.  "We  h 
go  a  roundabout  way 
had  to  be  done  for  psych 
ical  reasons,"  Schrempp 
the  paper.  "If  I  had  gone 
said  Chrysler  would  be  a 
sion,  everybody  on  their 
would  have  said:  There  ii 
way    we'll     do     a    de 
Schrempp  has  never  disp 
the  accuracy  of  the  qu 
However,     DaimlerCh 
attorney  J.   Michael   Sc 
says  that,  based  on  a 
script  of  the  interview,  s 
quotes  were  taken  out  of 
text.  They  are,  he  adds,  "comments  ab  is 
the  integration  process  that  are  irrelev  mi 
to  the  transaction  that  took  place  1  nto 
years  earlier." 

All  the  same,  it  turned  out  to  be  a  m  IS!  f 
timillion-dollar  foot  in  the  mouth.  Sii  EHLERC 
then,  DaimlerChrysler's  lawyers  hi  tasieq 
been  playing  defense.  In  August,  the  ai  itsv 
maker  paid  $300  million  to  settle  clai  feto 
by  several  large  investors  who  said  tl  ifc  i 
were  denied  a  takeover  premium  in  t  (spot 
deal.  "This  is  an  issue  of  being  deceive<  mthe 
says  Coleman  Stipanovich,  executive  leni 
rector  of  the  $120  billion  Florida  Sfc  is« 
Board  of  Administration,  which  shared  ng.si 
the  settlement.  "Schrempp  was  just  rKti 
pompous,  arrogant  guy  who  thought  p 
pulled  something  over  on  all  of  us."  In  ila 
press  release,  DaimlerChrysler  deni  U 
any  deception,  and  says  the  suit  "is  cor  U 
pletely  without  merit."  It  adds  that  it  se  fl, 
tied  because  "a  local  jury  could  ha  L 
reached  a  different  conclusion." 

Despite  that  settlement,  Kerkorian  U 
suit  is  no  slam  dun 
The  86-year-old  Lc 
Angeles  financier,  w. 
controls     both 
MGM      studio      an 
MGM     Mirage     Incly 
casino,   is    legendar  [ 
for    his    dealmakinj  I 
and  not  someone  wh  i 
is    easily    snookerec  L 
Indeed,  he  had  a  bij  « 
run-in  with  Chrysle  [ 
once  before.  In  1995  li 
Kerkorian     launched 
an  ill-fated,  $22.8  bil- 
lion hostile  takeovei 
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and  retreated  from  it  only  after 
i  !  ing  a  board  seat  for  one  of  his  as- 
es  and  an  agreement  for  the  com- 
tn  add  $2  billion  to  an  existing  $1 
n  stock  buyback  program  to  raise 
oek  price.  Says  Los  Angeles  corpo- 
itigator  Marshall  B.  Grossman:  "If 
nian  got  taken,  it  would  be  front- 
news." 

rkorian  insists  that  he  was.  In  a 

sition,  he  says  he  voted  for  the 

;er  because  he  was  assured  by 

i  :hrysler  CEO  Robert  J.  Eaton  that 

i   sler  executives  would  remain  part 

"  e  management  team.  In  a  proxy,  the 

panies  said  that  they  would  share 

ement  control  and  even  have 

pillquarters  in  both  countries.  That 

t  last  long:  By  late  2000,  most  of 

Chrysler    executives,    including 

'   in,  had  left,  and  Daimler  had  dis- 

ffi  hed  one  of  its  own,  Dieter  Zetsche, 

in  Chrysler.  He  agreed  to  vote  for 

deal  because  the  two  companies 

hi  uld   be  equal   merger  partners," 

corian  testified.  "And  that's  the  way 

trent  into  the  proxy." 

■IRRY  AND  WHIPPED  CREAM 

in  MLERCHRYSLER'S  Schell  counters 
as  required  by  German  law,  the  de- 

.  ui  res  were  sanctioned  by  the  board 
lu  ectors— half  of  whom  were  still 

uysler  appointees.  Besides,  the  U.S. 
t's  poor  performance  was  dragging 

ifvn  the  parent's  earnings  at  the  time. 

ijthermore,  Kerkorian,  who  sold  most 
lis  44  million  shares  as  the  stock  was 

j  ing,  still  must  show  he  was  damaged 
relying  on  promises  made  in  the 
>xy,  says  University  of  Southern  Cali- 

,  nia  law  professor  Eric  L.  Talley.  "He 
t  wants  a  little  cherry  and  some 

j  ipped  cream  for  that  sundae,"  says 
loll.     Kerkorian's    attorney,    Terry 

tristensen,  counters  that  "like  all 
ireholders,  he  is  entitled  to  a  proper 
ce  tor  his  shares,  and  not  to  be  cheat- 
out  of  a  takeover  premium." 
Parnan,  the  Delaware  judge,  may 
ree.  DaimlerChrysler  is  already 
tarting  from  his  decision  in  June  that 
ected  the  company's  efforts  to  dis- 
iss  the  suit  — and  lambasted  the  com- 
n\  for  mounting  a  public-relations 
Dipaign  to  sell  the  "merger  of  equals" 
the  first  place.  Whether  Schrempp's 
isc  lips  will  cost  DaimlerChrysler  a 

g  award  is  still  being  fought  out.  But 
e   moral   for  CEOs   is  crystal   clear: 

•arn  when  to  say  "no  comment."  ■ 
-By  Ronald  Grover  in  Los  Angeles. 

with  GoU  Edmondson  in  Frankfurt 
and  Kathleen  Kerwin  in  Detroit 


Exchanges 


COM  M  KNTARY 


BY  JOSEPH  WEBER 


Chicago:  Afraid  of  a 
Little  Competition? 

The  exchanges  are  aiming  to  derail  Eurex  U.S. 


LIKE  THE  HARD-EDGED 
bruisers  who  work  the 
trading  pits,  the 
leaders  of  the  Chicago 
Board  of  Trade  and  the 
Chicago  Mercantile  Exchange  are 
usually  passionate  advocates  of 
raw,  unfettered  capitalism.  In 
September,  incoming  Merc  Chief 
Executive  Craig  S.  Donohue 

invoked  the  Chicago  school  of 
economics— the  free-market  philosophy 
that  is  fostered  by  academics  such  as 
Milton  Friedman— at  a  financial 
exhibition  in  Singapore.  Extolling 
competition  and  innovation,  Donohue 
argued  that  "as  people  who  work  in  and 
around  free-market  mechanisms,  we 
must  be  vigilant  to  adhere  to  these 
principles." 

So  what  did  the  two 
exchanges  do  when  Eurex, 
the  giant  Swiss- German 
bourse,  unveiled  its  plan  to 
come  to  the  Windy  City  and 
set  up  a  no-pits,  all- 
electronic  market  to  trade 
U.S.  Treasury  futures?  Forget 
all  that  highfalutin  talk 
about  competition  and 
laissez-faire. 

Like  any  favor-seeking 
sugar  grower  or  steelmaker, 
the  Chicago  boys  rushed  to 
Washington  to  sling  as 
much  mud  as  possible  at 
Eurex.  Buttonholing  such  powerful 
home  state  pols  as  House  Speaker  J. 
Dennis  Hastert,  they  got  a  hearing  on 
Nov.  6  before  the  influential  House 
Agriculture  Committee,  where  they 
warned  that  Eurex  could  threaten 
everything  from  open  markets  to  U.  S. 
national  interests.  All  but  wrapping 
himself  in  the  American  ting,  Merc 


Chairman  Terrence  A.  Duffy  thundered 
about  "abusive  trading  practices, 
allegedly  permitted  in  Germany,"  that 
must  not  be  allowed  to  "impair  the  fan- 
operation  of  our  regulated  U.S. 
market."  The  Chicagoans'  hope:  Get 
the  industry's  regulator,  the 
Commodity  Futures  Trading 
Commission,  to  deny,  delay,  or  defang 
Eurex  before  its  planned  Feb.  1 
opening. 

THESE  APOSTLES  of  competition— 
who  don't  actually  face  much  of  it 
outside  their  own  raucous  halls— didn't 
stop  with  lobbying.  Back  in  Chicago,  the 
CBOT  tried  to  thwart  Eurex5  plan  to  get 
Clearing  Corp.  to  clear  its  trades  in  the 
U.S.  by  offering  more  than  $100  million 
to  shareholders  of  Clearing  Corp., 
according  to  Clearing  Corp.  and  Eurex. 
The  CBOT  declines  to  comment.  The 
Clearing  Corp.,  owned  largely  by  CBOT 


,  Dul 


members  and  customers,  opted  to 
restructure  anyway  and  cut  a  deal  to 
cross  over  and  work  with  Eurex.  So  now 
the  Chicago  exchanges  have  joined 
forces,  with  the  Merc  contracting  to  clear 
trades  for  the  CBOT.  What's  more,  the 
Chicagoans  would  like  to  scuttle  a  deal 
under  which  the  National  Futures  Assn. 
would  regulate  Eurex.  arguing  that  the 
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NFA  bylaws  don't  permit  it. 

Whatever  happened  to 
the  idea  of  letting  the 
market  decide?  The 
Chicagoans,  particularly  the 
CBOT  folks,  argue  that  their 
two-track  business  model— 
which  offers  both  pits- 
based,  open-outcry  trading 
for  complex  deals  and 
electronic  trading  for 
routine  transactions— is 
superior  to  Eurex5  all- 
electronic  trading  system. 
Since  they  have  used  the 
Eurex  system  under  a  soon- 
to-be-liquidated 
partnership,  the  CBOT  execs 
certainly  should  know 
whether  that's  true. 
Meanwhile,  the  CBOT  is 
buffing  up  a  new  electronic 
platform— in  partnership 
with  the  Continent's 
Euronextliffe  exchange— 
which  is  set  to  debut  on 
Nov.  24.  Given  all  those 
advantages,  surely 
customers  will  insist  on 
sticking  by  the  CBOT,  no? 

IN  REALITY,  the  Chicago  exchanges  do 
have  much  to  fear  about  Eurex.  In  the 
past  few  years,  it  has  eclipsed  both  of 
them  to  become  the  world's  largest 
futures  exchange.  Without  pits— which 
drive  up  costs  as  floor  traders  take  a  cut 
out  of  every  deal— or  a  fee  structure  that 
discrirninates  against  nonmembers,  the 
European  exchange  has  innovated  and 
slashed  fees  to  win  business.  And  the 
Swiss  and  Germans  at  Eurex  know  all  too 
well  how  to  compete  with  the  pits:  Their 
computers  helped  lure  away  German 
bond-futures  trading  from  the  London 
International  Financial  Futures  &  Options 
Exchange,  which  led  to  the  shutdown  of 
LlFFE's  pits  and  its  sale  to  Euronext. 

Already,  long  before  a  single  trade  is 
posted  on  Eurex  U.S.,  the  exchange  is 
changing  the  way  the  Chicago  markets 
do  business.  The  CBOT  is  crowing  that  it 
will  save  customers  $1.6  billion  in 
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reduced  margin  requirements  and  other 
costs,  once  its  alliance  with  the  Merc  on 
clearing  kicks  in  fully.  What's  more,  the 
CBOT  will  cut  fees  by  between  18%  and 
54%  for  most  customers  on  Jan.  1, 
though  it  will  still  charge  nonmembers 
at  least  three  times  as  much  as 
members.  That  will  give  Eurex  CEO 
Rudolf  Ferscha  a  big  opening  to  argue 
that  Eurex  will  be  far  more  democratic 
by  treating  everyone  the  same. 

The  Chicago  exchanges  must  hold  on 
to  their  customers  to  avoid  a  vicious 
cycle:  If  they  don't  keep  most  of  the 
trading— essentially  hang  on  to  the 
liquidity— then  even  more  customers  will 
switch.  "Liquidity  is  the  key  for  any 
trader,"  says  CBOT  Chairman  Charles  P. 
Carey.  But  the  Chicagoans  have  a  big 
advantage:  Stealing  liquidity  from  a 
market  is  extraordinarily  tough,  since 
customers  tend  to  flock  to  where  they  can 


always  find  ready  buyd 
sellers.  On  Nov.  13,  tW 
Jersey  City  (N.J.)-base<| 
BrokerTec  Futures 
Exchange  said  it  will  ] 
trading  after  failing  fo^ 
years  to  win  enough 
business.  To  build  its  i 
liquidity,  Eurex  will  of 
rebates  to  big-volume 
customers.  That  has  thl 
Chicagoans  complainiD 
that  the  rebates  are  an 
improper  incentive  to 
persuade  brokers  to  i 
their  business  at  the 
customers'  expense. 

So  far,  the  market  m^ 
be  moving  in  Eurex' 
direction.  A  half-dozen  I 
customer  groups  backeJ 
Eurex5  bid  in  a  Nov.  5  lei 
to  Congress.  And  Federa 
Reserve  Chairman  Alan! 
Greenspan  also  sided  w| 
the  European  bourse, 
saying  in  a  letter  to  Congress  the  same 
day  that  the  arrival  of  foreign  compani| 
is  good  for  competition.  He  promised 
that  regulators  will  make  sure  that 
foreign  companies  abide  by  the  same 
rules  as  American  outfits,  especially  wH 
U.  S.  government  securities  are  involve| 
THE  STAKES  in  this  battle  go  beyonc 
the  fortunes  of  the  exchanges.  At  issue 
are  the  principles  of  global  markets : 
equal  access  to  them.  The  Merc,  for 
instance,  has  terminals  all  over  the 
world  for  customers  to  log  on  to  its 
system— even  if  it  had  to  overcome 
bureaucratic  delays  to  enter  Germany 
that  it  blamed  on  Eurex. 

Tempting  as  it  is  to  try  to  protect  the 
hometown  markets,  the  last  thing 
Washington— either  Congress  or  the 
CFTC— should  do  is  to  keep  the 
Europeans  out  of  Chicago.  Leave  it  to 
the  markets  to  decide.  ■ 


Outof 
The  Loop 

Chicago's  futures  exchanges 
are  using  tough  tactics  to 
keep  Eurex  out  of  the  U.S. 


DANGLE  CASH     WAVE  THE  FLAG    LOBBY 


Offer  more  than  $100 
million  to 
shareholders  of 
Clearing  Corp.  to  block 
Eurex'  plan. 
Shareholders  O.K.'d 
the  plan  anyway. 


Make  the  argument 
that  a  foreign-owned, 
exchange  could 
threaten  American 
interests,  since  it  will 
trade  U.S.  Treasury 
debt  futures. 


Ull, I  Uir.nv.-iWcrt 
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Get  a  House 
committee  in 
Washington  to  hold  a 
full  hearing.  At  the 
session,  have 
exchange  execs  rail 
against  Eurex  and 
fault  its  application. 


IS^HI 


DELAY 

Try  to  persuade 
regulators  to  string  out 
the  European 
exchange's  application 
and  torpedo  its 
planned  Feb.  Haunch 
of  Eurex  U.S. 
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past  what  you  thought  was  possible 


Help  your  network 
feel  more  secure 
walking  around  the 
city  alone  at  night. 
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MOBILE 
TECHNOLOGY 


IBM  recommends  Microsoft  Windows  XP  Professional  for  Business. 


y,  75%  of  ClOs  surveyed  report  that  mobile  devices  greatly  increase  their  company's  security  risk.'  Which 
is  that  when  your  employees  go  wireless,  your  company's  intellectual  property  is  open  to  theft,  data  loss  and 
ork  hacking.  So  what  can  you  do?  Get  the  most  secure  wireless  PCs  available.  Wireless  solutions  that  are 
lost  secure  in  the  entire  industry.'  A  security  subsystem  that  works  with  Intel  Centrino "'  Mobile  Technology 
dect  ThinkPad  PCs  to  ensure  that  your  employees  stay  secure  and  productive.  Proactive  decisions  that  help 
your  company  safe  -  and  ensure  your  employees'  mobility.  To  learn  more,  visit  ibm.com/pc/think 

Think  security      ThinkPad 
ThinkVision" 
ThinkCentre" 
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SPECIAL  REPORT 
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After  an  initial  period  of  denial,  CEO 
Chambers  seized  on  the  tech  slump  as  an 
opportunity  to  rethink  every  aspect  of  the 
company.  Now,  the  once-sullied  highflier  is 
stronger  than  ever.  How  did  Chambers  and 
his  team  pull  it  off?  BY  PETER  BURROWS 

PHOTOGRAPHS  BY  THOMAS  BROENING 
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EBULLIENCE  RESTORED 

PROFITS  ZOOMED  76% 

IN  THE  FIRST  FISCAL 

QUARTER.  AND  10% 

GROWTH  IS  EXPECTED 

NEXT  QUARTER 
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SPECIAL  REPORT 


FOR  THE  FIRST  FEW  WEEKS  OF  2001, 
John  T.  Chambers,  the  irrepressibly  opti- 
mistic CEO  of  Cisco  Systems  Inc.,  thought 
the  networking  giant  might  neatly  sidestep 
the  tech  wreck.  Twice  he  had  canvassed  his 
top  lieutenants,  only  to  rebuff  their  advice 
that  he  lay  off  workers  for  the  first  time  in 
the  company's  history.  But  on  the  evening 
of  Mar.  8,  2001,  Chambers  landed  in  Sili- 
con Valley  shaken  by  what  he  had  learned 
during  a  two-week  business  trip  around  the  world.  Customer 
after  customer  had  told  him  they  were  slashing  spending.  Fi- 
nally, he  succumbed:  It  was  time  for  a  massive  overhaul.  He 
stayed  up  all  night,  hitting  the  treadmill  for  hours  in  his  Los  Al- 
tos Hills  home.  "I  just  ran  and  ran  and  ran,  and  thought 
through  the  alternatives,"  he  says.  At  4  a.m.,  he  decided  to  call 
a  meeting  of  his  top  managers  for  6:30  that  morning. 

It  would  be  a  gut-wrenching  session.  An  unusually  down- 
beat Chambers  huddled  with  his  top  execs  and  then  O.K.'d 
8,500  layoffs— 18%  of  the  payroll.  "This  is  the  toughest  deci- 
sion I've  ever  had  to  make,"  he  said,  according  to  one  person 
who  was  in  the  room.  At  9:30,  he  left  to  break  the  news  to  em- 
ployees at  his  monthly  breakfast  with  workers  celebrating 
birthdays  that  month.  "He  had  serious  feelings  of  remorse,  of 
Vhat  could  I  have  done  differently?' "  says  Peter  Solvik,  the 
company's  former  chief  information  officer.  "For  a  year  after 
that,  he  was  somber." 

How  times  have  changed.  On  Nov.  5,  when  Cisco  announced 
its  quarterly  results,  Chambers  was  back  to  his  ebullient  self— 
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at  one  point  jokingly  asking  a  vice-president  if  he  was  sui 
didn't  want  to  raise  his  forecast  in  response  to  an  anal 
question.  His  giddy  mood  spoke  volumes,  as  did  Cisco's  res 
The  company's  profits  zoomed  76%,  to  $1.1  billion  for  the  q 
ter,  while  sales  hit  $5.1  billion,  the  highest  level  since  Jani 
2001.  With  orders  on  the  upswing,  Cisco  said  it  expects  to 
9%  to  11%  growth  in  the  current  quarter. 

Cisco  isn't  just  back  in  fighting  trim— it's  stronger  than 
The  company's  share  of  the  total  $92  billion  communicati 
equipment  business  has  jumped  to  16%  from  10%  in  2001 
cording  to  Synergy  Research  Group  Inc.— the  biggest  land 
in  Cisco's  history.  While  battered  rivals  Lucent  Technolo 
and  Nortel  Networks  are  only  now  glimpsing  black  ink,  Cisi 
racking  up  record  profits.  It  earned  $3.6  billion  in  the  mosl 
cent  fiscal  year,  nearly  a  billion  dollars  more  than  its  previ 
best  in  2000.  And  with  no  long-term  debt  and  $19.7  billioj 
cash  and  investments,  Cisco's  balance  sheet  is  among 
strongest  in  the  tech  industry.  Says  Chambers:  "We've  exe<  | 
ed  to  the  point  that  we  have  100%  of  the  industry's  pro 
100%  of  the  cash,  and  about  70%  of  the  market  cap." 


Rebuilt  Foundation 


a 

teuf 
In  so 
INDEED,  CISCO  COULD  BE  a  case  study  of  how  a  sullied  hi  | 
flier  can  use  a  slump  not  only  to  clean  house  but  also  to  bui 
better  foundation.  While  Chambers  was  late  to  recognize 
worst  tech  downturn  in  history,  once  he  realized  it  was  no  m 
dip,  he  seized  the  moment  to  rethink  every  aspect  of  the  co  lit 
pany— upending  its  operations,  its  priorities,  even  its  cultur 
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ENGINEERING 

In  the  boom,  engineers  followed  their  geek 
muses  wherever  they  led.  In  2001,  Cisco 
centralized  engineering,  and  top  execs 
started  setting  the  tech  road  map. 

Result:  Since  then,  Cisco  has  cut  its 
product  line  27%,  to  24,000  models,  to 
focus  on  the  most  successful.  That  has 
helped  win  volume  discounts  worth 
hundreds  of  millions  of  dollars. 


The  company  used  to  operate  like  a  band 
of  independent  tech  tribes.  Each  unit 
could  choose  its  own  suppliers  and 
manufacturers.  Now  a  committee 
oversees  all  such  decisions. 

Result:  Since  2001,  Cisco  has  cut  its 
suppliers  and  manufacturers,  and 
productivity  is  surging.  Sales  per  worker 
has  risen  24%,  to  $548,000,  this  year. 


ACQUISITIONS 

Cisco  had  long  been  a  binge  buyer-of 
even  unproven  startups  with  no  profits 
Now  it  focuses  on  established  companies 
that  can  contribute  to  earnings. 

Result:  Acquisitions  tumbled  from  23 
deals  in  2000  to  two  in  2001.  And  Cisco 
says  home-networking  leader  Linksys, 
which  Cisco  bought  in  March,  contributed 
to  earnings  from  Day  One. 
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CULTURE 

The  old  Cisco  was  known  for  its  carpe 
diem  culture-with  little  coordinated 
planning.  Now  teamwork  is  emphasized. 

Result:  Some  92%  of  workers  expect  to 
be  with  Cisco  in  five  years,  according  to  an 
internal  survey  of  30,000  staffers,  vs. 
50%  at  most  companies.  And  top  execs 
are  collaborating— partly  because  new 
compensation  policies  tie  30%  of  their 
annual  bonuses  to  their  ability  to  work 
with  peers. 


INFORMATION  SYSTEMS 

Cisco,  an  e-business  pioneer,  is  upping 
the  ante  with  thrice-yearly  reviews  where 
execs  must  map  out  new  ways  to  use  the 
Web.  A  goal:  Improving  Cisco's  sales 
forecasts  to  prevent  a  repeat  of  the  $2.2 
billion  inventory  write-off  in  April,  2001. 

Result:  Cisco  says  it  realized  $2.1  billion 
in  savings  from  using  the  Net  in  2002. 
It's  now  spending  $100  million  on  three 
big  projects,  including  a  database 
consolidation  to  improve  forecasts. 


GROWTH  STRATEGY 

In  the  past,  Cisco  focused  almost 
exclusively  on  networking  gear.  Now  it's 
pursuing  six  new  markets,  including 
security  and  Net  phones.  Over  50%  of  its 
$3.3  billion  R&D  budget  in  2002  is  for 
emerging  markets,  up  from  the  past. 

Result:  Cisco  is  making  headway  in  most 
new  markets  and  gets  14%  of  its  revenues 
from  them.  Now  Cisco  is  introducing  new 
products,  including  wireless  gear,  such  as 
security  cameras,  for  consumers. 
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lambers  replaced  the  chaos  thai 

with  growth  at  any  cost  with  the 

•of  a  company  managed  for  profits. 

•r  i  si\  point  plan,  he  imposed  op 
ig   discipline   on   entrepreneurial 

•rs  who  had  been  too  busy  taking 

n  and  cashing  stock  options  to 

ET  with  efficiency,  cost-cutting,  or 
j^work.  Engineers  who  had  been 
to  chase  any  idea  willy-nilly  sud- 
If  v  had  to  work  only  on  technologies 
a .  oved  by  a  newly  appointed  engi- 
ring  czar.  Midlevel  managers  with 

luthority  to  invest  $10  million  in  a 

lising  startup  saw  the  open  check- 
pi  :  snapped  shut.  Execs  encouraged 

>mpete  with  one  another  found  that 
shwork  would  count  for  as  much  as 

.  of  their   annual   bonuses.  And 

ers  who  fueled  Cisco's  73-company 

ng  binge  from  1993  to  2000  by 

•ping  up  any  networking  outfit  with 

ot  at  success  were  told  they  would 
i|ield  personally  accountable  for  a 

's  financial  results.  "Process  was  a 

,r  word  at  Cisco,  including  for  the 

|"  admits  Chambers. 

l  all,  it's  the  rare  tale  of  an  Internet 

that  turned  out  to  be  more,  rather 

l  less,  than  it  seemed  to  be.  It  would 

hard   to   overstate   the   battering 

mbers'  reputation  took  in  the  first 

months  of  2001.  He  was  relentless- 

pbeat  even  as  evidence  of  trouble 
anted.  Lucent,  Gateway,  and  others 

ounced  layoffs,  and  still  Chambers 
:ed  optimistic.  He  didn't  back  off 
jections  of  50%  revenue  growth  un- 

eb.  6— and  then  only  to  30%.  He  as- 
id  investors  that  Cisco's  hypereffi- 
it  e-business  systems  enabled  it  to 
icast  demand  with  near-scientific 
cision.  Then  he  was  proven  wildly 
>ng.  After  Cisco  announced  layoffs 
1  a  staggering  $2.2  billion  inventory 
te-down,  chambers  looked  like  a 
■orate  Goodtime  Charlie,  incapable 
managing  in  turbulent  times.  But 
:e  his  eyes  were  open,  he  threw  him-     ^^^^^mma^^^m 

into  the  reality  of  a  new,  harsher  en- 

Uunent  with  the  same  near-religious  zeal  he  had  the  Inter- 
boom. 

lisco's  conversion  has  been  agonizing  for  many  involved, 
■re  than  3,000  resellers  and  800  suppliers  were  squeezed  out 

lisi'o  reduced  its  partnerships  to  cut  costs.  Some  employees 

the  mass  layoffs  were  a  draconian  overreaction.  Even 
ambers  has  paid  a  price.  The  54-year-old  West  Virginian 
ks  like  he  has  aged  10  years  in  the  past  three,  with  the  lines 
Hind  his  eyes  and  mouth  visibly  deeper.  "It  was  obviously  the 
>st  challenging  time  in  my  business  career;"  he  sa>  8. 
With  the  dying  times  behind  him.  Chambers  now  wants  to 
t  more  distance  between  Cisco  and  its  rivals.  While  he  won't 
mint  publicly  to  a  specific  growth  target  after  being  burned 
badly,  two  high-ranking  executives  sa>  the  internal  goal  is  a 
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TESTING  ROUTERS 

CISCO  PLANS  TO 
START  OFFERING 
MORE  CONSUMER 
PR0DUCJ5 


Acquisition  execs 
are  financially 
accountable  for 
a  deal's  success 


scorching  20%  a  year.  Is  it  possible?  Cisco  sees 
three  engines  of  growth.  For  starters,  the  com- 
pany already  gets  14%  of  sales  from  six  fast- 
growing  markets  it  targeted  during  the  down- 
turn, including  Wi-Fi  and  security  software.  If  s 
also  banking  on  an  upgrade  cycle  in  its  pri- 
mary business  of  selling  routers  and  switches, 
the  large  computers  that  direct  the  flow  of  data 
M  on  the  Net  and  corporate  networks.  The  third 

leg  of  Chambers'  growth  plan:  grabbing  a  large 
share  of  the  telecom-gear  market  as  the  world's  phone  compa- 
nies go  from  running  separate  networks  for  voice,  data,  and 
video  to  a  single,  more  cost-effective  network  to  handle  all 
three.  Chambers  thinks  Cisco  can  boost  its  share  of  the  $64  bil- 
lion telecom  market  from  3%  now  to  at  least  15%,  though  he 
won't  specify  a  time  frame.  Investors  are  optimistic:  Cisco's 
shares  have  surged  80%  over  the  past  year,  to  23. 

Still,  Chambers  will  struggle  to  live  up  to  such  sky-high 
goals.  Investors  and  top  execs  may  think  of  Cisco  as  a  turbo- 
charged  growth  company,  but  it  simply  isn't  anymore.  Even  in 
the  much-celebrated  first  fiscal  quarter,  Cisco's  revenues  rose 
only  5%.  And  that's  not  going  to  improve  much  in  the  years 
ahead.  Why?  It's  the  law  of  large  numbers:  The  networking- 
equipment  biz  that  accounts  for  80%  of  Cisco's  revenues  is  ex- 


November  24. 200      BusinessWeek    119 


SPECIAL  REPORT 


pected  to  grow  a  piddling  6%  in  coming  years,  according  to 
JMP  Securities.  Cisco  will  get  a  lift  from  expanding  into  new 
markets,  particularly  telecom,  but  it's  unlikely  that  top-line 
growth  will  pass  the  low  double  digits  for  the  foreseeable 
future.  "I  think  they  can  get  to  10%,"  says  analyst  Brandey 
Thompson  of  Goldman,  Sachs  &  Co.  "I  don't  think  they  can  get 
to  15%.  At  some  point,  all  the  tech  giants  slow  down." 


Payback? 


TROUNCING 
RIVALS 

The  networking  juggernaut 
took  a  tumble,  along  with 
the  rest  of  the  industry,  in 
2001.  But  it  has  recovered 
faster  and  increased  its 
domination  of  competitors. 


IRONICALLY,  THE  GOING  MAY  GET  tougher  as  the  economy 
rebounds.  At  the  downturn's  nadir,  most  corporations  grudg- 
ingly paid  Cisco's  premium  prices  rather  than  incur  the  cost  of 
switching  to  weaker  rivals  that  might  not  survive  for  long.  Now 
customers  are  starting  to  shop  around— and  there  are  bargains 
to  be  had.  Dell  and  China's  Huawei  Technologies,  in  particular, 
are  aggressively  undercutting  Cisco's 
prices.  "Cisco  is  in  denial,"  says  Dell  Inc. 
President  Kevin  B.  Rollins.  "In  every  tech 
market  we've  seen,  prices  and  margins 
come  down.  It's  a  law  of  gravity."  Also 
worrisome  are  the  resellers  and  suppliers 
Cisco  squeezed  during  the  slump.  With 
the  economy  bouncing  back,  many 
bruised  ex-partners,  such  as  networking 
specialist  Xtelesis  Corp.  in  Burlingame, 
Calif.,  are  eager  to  help  rivals  take  Cisco 
down  a  notch.  "They're  not  hurting  now," 
says  President  Scott  Strochak.  "But  once 
customers  are  investing  again  and  Cisco 
has  lost  half  of  its  smaller  distributors,  I'd 
like  to  think  it  will  hurt  them." 

Cisco  also  must  prove  that  its  new- 
found discipline  hasn't  dampened  its 
hard-charging  zeal.  Some  recent  depar- 
tees  say  there  have  been  frustrations  with 
all  the  new  procedures,  and  they  worry 
that  bureaucracy  may  slow  Cisco  down  as 
it  battles  nimble  rivals.  One  sign  of  poten- 
tial trouble  is  Cisco's  inability  to  hold  off 
upstart  Juniper  Networks  in  the  market 
for  high-end  routers  that  telephone  com- 
panies use  to  handle  massive  data  flows. 
While  Juniper  has  been  gaining  share,  in- 
siders say  Cisco's  years-long  effort  to  field 
a  competing  product  has  been  stymied  by 
engineering  delays.  "Cisco  has  been  too 
conservative,"  says  Tom  Nolle,  president 
of  consulting  firm  CIMI  Corp. 

Still,  there's  no  doubt  that  Cisco's  re- 
bound positions  it  as  a  powerhouse  for 
years.  The  company  is  more  disciplined 
and  cohesive,  and  Chambers'  plans  for 
new  markets  may  change  the  very  nature 
of  Cisco.  Besides  security  software  and 
wireless  gear,  it's  moving  into  storage-net- 
working products,  optical  gear,  even  con- 
sumer gadgets.  Selling  Wi-Fi  gear  is 
worth  nearly  $1  billion,  and  Cisco  has  be- 
gun rolling  out  consumer  offerings,  such 
as  a  $149  wireless  security  camera.  All 
told,  analysts  expect  the  new  businesses  to 
count  for  30%  of  Cisco's  revenues  in  2006. 

The  company's  remarkable  journey  be- 
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gan  as  many  difficult  transitions  do— reluctandy.  In  latCOO 
contract  manufacturers  began  warning  that  parts  wemilii 
up  in  their  warehouses  and  asked  for  permission  to  cut  k±( 
orders.  Cisco  execs  told  them  to  keep  ordering.  Even  aft  C 
co  narrowly  missed  Wall  Street's  earnings  expectations!  tl 
quarter  that  ended  Jan.  30,  2001— its  first  miss  in  11  ym 
Chambers  couldn't  break  from  his  growth- oriented  milts 
"John  had  always  boldly  gone  where  no  one  else  woul  go 
says  Gary  Daichendt,  his  former  No.  2,  who  retired  in  Deel 
ber,  2000. 

All  that  changed  during  Chambers'  around-the-worldmi 
ness  trip  in  late  February  and  early  March.  He  realized  the  «< 
had  changed— and  Cisco  would  have  to  adjust.  "At  timdli) 
those,  you  have  to  analyze  what  you  did  to  yourself,  vs.  wb:ti 
market  did  to  you,"  says  Chambers.  "You  almost  always  gesi) 
prised  [by  a  downturn],  but  you  determine  how  deep  ancoi 
you  think  it  will  be,  take  appropriate  acoi 
and  start  getting  ready  for  the  next  upuA' 
That  process  began  at  the  meeting  ojl 
morning  of  the  layoffs.  From  the  start 
team  agreed  that  the  ultimate  goal  shoujli 
to  maintain  Cisco's  net  profit  margin  of  D 
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They  hammered  out  details  of  the  six-i 
plan  Chambers  had  begun  sketching,  j 
they  turned  to  the  harsh  task  of  determil 
how  many  jobs  needed  to  go.  Many  were 
mayed— even  embarrassed— at  having  t 
sue  so  many  pink  slips  just  a  month  after 
had  hired  2,400  new  workers.  But  Cham 
wanted  the  layoffs  to  be  large  enough  th; 
wouldn't  have  to  issue  wave  after  wave  of 
as  Hewlett-Packard,  Sun  Microsystems 
Siebel  Systems  have  had  to  do.  To  ease 
blow,  Chambers  insisted  on  rich  seven 
packages  and  urged  his  team  to  be  brui 
frank  about  the  deteriorating  situation. 

For  weeks,  Cisco's  top  20  execs  gatb 
daily  in  a  conference  room  called  Napa  Va 
overlooking  the  green  hills  east  of  San  J 
One  morning  in  April,  then-CFO  Larry 
Carter  delivered  more  painful  news:  Beca 
Cisco  had  been  buying  parts  like  mad  u 
demand  fell  off  a  cliff,  it  had  mountains  of 
ventory  that  was  obsolete.  He  recommem 
moving  quickly  to  take  a  roughly  $2  bill 
write-off— 20%  of  Cisco's  accumulated  pro  P11 
since  it  was  formed  in  1984.  Senior  Vice-Pi  anrj 
ident  Randy  Pond  at  one  point  offered 
break  the  news  to  Cisco's  board  himself,  sii 
inventory  was  under  his  purview.  Chamb 
cut  him  short.  "Don't  even  go  there,"  he  sa 
"We  got  to  this  point  based  on  decisions  d 
were  rational  at  the  time."  Still,  even  Cha 
bers'  reassuring  tone  couldn't  soften 
blow.  "There  were  a  lot  of  heads  in  hands, 
calls  Pond.  When  Cisco  announced  the  $1 
billion  write-down  on  May  8,  Cisco's  batter 
stock  slid  7%  more,  to  19.50. 

It  was  over  the  summer  of  2001  that  Char 
bers  and  the  rest  of  Cisco's  management  tea 
began  to  control  their  own  destiny.  One 
Chambers'  first  moves  after  the  write-dow 
was  to  visit  Mario  Mazzola,  a  well-respecte 
engineer  who  had  joined  Cisco  in  1993.  Tr. 
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Italian  native,  now  57,  had  long  planned  to  retire— an  internal 
memo  about  his  departure  had  already  circulated.  But  over  sev- 
eral meetings  at  Cisco's  sprawling  collection  of  squat,  three-sto- 
ry office  buildings,  Chambers  told  Mazzola  that  Cisco  needed 
him.  The  company's  engineering  efforts  were  a  jumble  of  over- 
lapping development  projects.  At  one  point,  Cisco  had  five  sep- 
arate efforts  aimed  at  data-storage  switches,  according  to  JMP 
analyst  Sam  Wilson.  Chambers  told  Mazzola  that  only  he  could 
corral  the  company's  12,000  engineers  and  make  Cisco  a 
stronger  innovator,  less  reliant  on  acquisitions.  In  August,  Maz- 
zola agreed. 


Strict  Diet 


HE  QUICKLY  GOT  TO  WORK.  Many  iffy  projects  were  axed, 
including  a  broadband  wireless  technology  when  the  two 
biggest  potential  customers  decided  not  to  pursue  it.  In  all,  Cis- 
co cut  the  number  of  models  it  sells  from  33,000  to  24,000. 
Still,  insiders  say  there's  far  more  fat  to  cut.  Says  a  former  exec: 
"If  you're  50  pounds  overweight,  you  can  lose  20  pounds  just 
by  walking— but  [it  takes  more]  to  lose  that  last  10  pounds." 

There's  no  question  Cisco  has  trimmed  its  once-freewheeling 
investment  practices.  In  the  past,  acquisitions  and  investments 
in  other  companies  were  haphazard.  That  ended  when  Senior 
Vice-President  Daniel  A  Scheinman  took  over  corporate  devel- 
opment in  August.  An  attorney  who  had  been  Cisco's  general 
counsel,  Scheinman  set  up  an  investment  review  board  that  an- 
alyzes investment  proposals  before  they  can  move  forward. 
Roughly  50%  are  O.K.'d,  he  says. 

The  acquisition  free-for-all  ended,  too.  Scheinman  set  up 
monthly  meetings  with  the  heads  of  operations,  sales,  and  fi- 
nance to  vet  potential  deals.  Besides  making  sure  an  acquisition 
makes  sense  for  the  company  as  a  whole,  the  group  works  up 
detailed  operational  plans  to  make  sure  the  business  can  be  suc- 
cessfully integrated  into  Cisco— and  a  deal's  sponsor  must  com- 
mit to  sales  and  earnings  targets.  That  put  a  screeching  stop  to 
the  buying  binge:  Cisco  bought  two  companies  in  fiscal  2001, 
down  from  24  the  year  before.  The  company  is  doing  deals 
again,  but  more  carefully.  When  Cisco  bought  home-network- 
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BAD  BLOOD 

CISCO  SQUEEZED 
OUT  3,000  RESELLERS 
TO  CUT  COSTS.  "I'D 
LIKE  TO  THINK  IT 
WILL  HURT  THEM," 
SAYSXTELESIS 
CEOSTROCHAK 


ing  leader  Linksys  Corp.  in  Madi 
$500  million,  Scheinman  ail 
group  talked  for  six  months  efi 
proceeding. 

Some  of  the  most  painful  pi*r 
began  during  the  fall  of  2001  i 
operations  front.  With  Cisco's6a 
plunging,  Pond's  staffers  begaipli 
ing  hardball  with  suppliers  to  keep  profits  up.  The  CEO  f  o 
supplier  said  Cisco  wanted  to  take  90  days  to  pay  for  hisw 
ucts  instead  of  the  normal  30.  It  also  wanted  the  supplieiio 
tend  the  warranty  on  its  goods  to  three  years  from  one.  fh 
he  balked,  the  CEO  got  a  call  from  a  midlevel  manager.  ";ji 
don't  [agree  to  our  terms],  we'll  instruct  our  people  not  I 
your  products,"  he  recalls  the  manager  saying.  The  suf»lj 
like  many  others  in  such  tough  times,  couldn't  afford  t;l( 
Cisco's  business  and  buckled  under. 

Many  others  lost  out  entirely.  Cisco's  list  of  key  suppliejil 
fallen  from  1,300  to  420.  That  lowered  administrative  cosia 
led  to  volume  discounts  worth  hundreds  of  millions  of  d|l 
each  year.  Pond  also  outsourced  more  production  to  'w 
costs,  from  45%  in  2000  to  over  90%  today.  At  the  samepr 
he  spent  millions  to  shift  production  work  from  nine  coilr 
manufacturers  to  just  four.  And  smaller  resellers  complaiip 
Cisco  began  giving  discounts  to  strategic  distribution  par* 
such  as  IBM  and  SBC  Communications,  leaving  hundre; 
smaller  players  unable  to  compete  against  these  behemj 
"Cisco  went  from  being  our  best  partner  in  good  times  ti 
worst  enemy  in  bad  times,"  says  the  former  CEO  of  one  re: 
SBC  says  the  closer  relationship  is  helping  it  sell  more 
business  customers. 

In  early  2002,  with  Cisco  making  progress  in  ado 
Chambers'  new  marching  orders,  the  CEO  considered  an 
more  ambitious  goal:  He  approached  CIO  Solvik  and  asked] 
if  it  was  possible  to  double  productivity,  to  $1  million  per] 
ployee,  by  2007.  That  way,  Chambers  figured,  Cisco  could 
italize  on  the  next  spending  upturn  without  having  to  add  ni 
workers,  sending  profits  through  the  roof.  After  a  few  montl 
studying  industry  leaders  such  as  Wal-Mart  Stores  and  1 
Solvik  said  it  was  doable— but  only  if  Cisco  stopped  behal 
like  a  confederation  of  startups  and  more  like  a  mature,  o 
sive  corporation. 

In  Cisco's  cowboy  culture,  this  was  explosive  stuff.  W 
Solvik  explained  his  findings  at  Chambers'  vacation  horn 
Carmel,  Calif,  in  April,  2002,  the  response  was  chilly.  Execs 
tened  uneasily  while  gazing  at  the  180-degree  view  of  Mont 
Bay.  When  Solvik  asked  for  volunteers  to  investigate  how  C 
could  emulate  the  best  company  in  a  certain  area— say,  De 
operating  efficiency— not  a  single  exec  followed  through 
didn't  resonate  well  with  the  group  at  all,"  recalls  Pond. " 

Pete  wouldn't  let  go  of  it." 

Chambers  backed  Solvik. 
after  the  Carmel  gathering, 
instituted  an  Internet  Capat 
ties  Review.  Three  times  a  y 
top  managers  share  how 
use  the  Web  to  boost  product 
ty.  At  the  same  time,  the] 
measured  on  how  well  they  i 
plemented  the  best  ideas  fn 
previous  sessions.  He  also  ere 
ed  a  series  of  committees  to  \ 
all  parts  of  the  company  wo 
ing  together.  Now,  most  de 
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Hyper-Threading  Technology  from  Intel. 
gf^Getting  more  done  faster  can  only 
W^k  be  good  for  business.  And  the 
(Jm  Intel  Pentium  4  Processor  with 
i^^HT Technology  is  engineered  to  do 

exactly  that.  Because  it  can  help  your  PC 


achieve  up  to  25%  higher  performance 

when  running  two  applications  at 

once*  —  efficiency  that  pays  off  fast. 

details,  vis  ;it  intel.com/go/ht. 
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sions— what  parts  to  buy,  what  products  to  design,  what  dis- 
tributors to  use— must  be  cleared  by  Business  Councils  that  fo- 
cus on  Cisco's  overall  performance. 

All  the  new  procedures  created  some  controversy.  Product 
managers  were  stunned  at  the  extra  steps  required  to  get  any- 
thing done.  Under  the  new  structure,  Ish  Lirnkakeng,  a  prod- 
uct-development manager  for  switches,  must  get  clearance 
from  a  committee  of  executives  from  various  parts  of  the  com- 
pany rather  than  just  chat  up  a  few  associates.  He  says  the 
change  was  difficult,  though  he  came  to  understand  the  bene- 
fits for  the  company. 

Some  salespeople  still  feel  hamstrung.  One  of  Chambers'  ini- 
tiatives is  an  e-customer  project  that  will  consolidate  19  differ- 
ent databases  into  a  single  repository.  It's  designed  to  boost  ef- 
ficiency and  prevent  mishaps  such  as  the  double  ordering  by 
customers  that  contributed  to  the  inventory  write-down.  But  a 
salesperson  can  no  longer  log  in  an  order  for  a  new  customer 
without  first  clearing  it  with  a  support  team  that  makes  sure  the 
customer  isn't  already  in  Cisco's  records.  One  insider  says  sales- 
people in  Europe  have  been  "thumbing  their  noses"  at  the  e- 
customer  rules  and  not  following  the  new  guidelines.  Sales 
chief  Richard  J.  Justice  acknowledges  some  griping  and  says 
Cisco  may  refine  the  process  to  address  the  complaints. 


Chambers' 
appeals  and 
an  R&D  push 
are  swaying 
phone 
companies 


co.  On  Aug.  5,  the  comp 
nounced  that  it  had  e; 
billion   for   the   year 
double  net  income  for 
before,  even  though  sal 
flat,  at  $18.9  billion, 
ployees  were  getting  mo 
fortable  with  the  new  i 
"There's  been  huge  pro 
says  Justice.  "There's  a  s<|s 
redemption  and  vindicatn 

Today,  revenue  grovv 
mains  the  biggest  chaip 
The  company  is  off  to 


Calling  Telecom 


CHAMBERS  TOOK  OTHER  STEPS  to  rein  in  Cisco's  Wild  West 
culture  during  2002.  Most  pointedly,  he  made  teamwork  a  crit- 
ical part  of  top  execs'  bonus  plans.  He  told  them  30%  of  their 
bonuses  for  the  2003  fiscal  year  would  depend  on  how  well  they 
collaborated  with  others.  "It  tends  to  formalize  the  discussion 
around  how  can  I  help  you  and  how  can  you  help  me,"  says  Sue 
Bostrom,  head  of  Cisco's  Internet  consulting  group. 

When  it  came  time  to  divvy  up  those  bonuses,  it  was  clear  that 
Chambers'  overhaul  had  resulted  in  a  leaner,  more  efficient  Cis- 


THE  CHALLENGES  AHEAD 

Cisco  still  faces  some  knotty  problems: 
K<  SEIZING  NEW  MARKETS 

VV  Growth  in  its  core  business-supplying  networking  gear  to  corporations-is  slowing. 
To  boost  revenues  by  12%  annually,  as  Wall  Street  expects,  Cisco  must  dominate  new, 
fast-growth  markets,  such  as  security  and  Internet-based  phones. 

VS  RING  UP  SALES  TO  PHONE  COMPANIES 

VV  Cisco  aims  to  boost  its  share  of  the  $64  billion  telecom-equipment  market  to  at  least 
15%  from  its  current  3%.  Trouble  is,  phone  companies  fear  Cisco's  gear  isn't  reliable  enough. 

<<  REVERSE  BAD  KARMA  WITH  PARTNERS 

V  V  During  the  downturn,  Cisco  used  all  of  its  muscle  to  win  discounts  from  sales-starved 
suppliers  and  resellers-then  left  many  in  a  lurch  by  reducing  the  number  of  its  business 
partners.  The  result:  Widespread  resentment  of  Cisco's  68%  gross  margins.  If  they  see  the 
chance,  spurned  partners  may  switch  to  Cisco's  rivals. 


\i 


<<  BEWARE  OF  BUREAUCRACY 

TV  The  company  has  saved  billions  by  imposing  more  controls  and  processes  on  its 
entrepreneurial  troops.  As  the  tech  recovery  gains  steam,  it  must  prove  it  can  still 
move  quickly  and  aggressively  to  hold  off  challengers. 
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start  in  a  number  of  promising  markets.  In  security  sofJ? 
Cisco  already  has  taken  the  lead  from  Check  Point  So 
Technologies  Ltd.,  with  a  27.3%  share  in  the  second  qu 
from  20.1%  in  2001,  says  Synergy  Research.  And  Cisco  is 
ing  quickly  on  its  Linksys  acquisition.  Charles  H.  Giane 
senior  vice-president  responsible  for  Linksys,  says  Cisco 
to  introduce  a  dozen  more  home  gizmos  over  the  ne: 
"Who  knows?"  he  says.  "Linksys  might  become  a  hou 
name,  while  Cisco  may  only  be  for  portfolio  planners." 
Still,  to  get  revenue  growth  back  to  double  digits,  Cis 
finally  have  to  make  headway  with  the  big  phone  comp; 
And  they're  wary  shoppers.  Established  carriers  such  as* 
South  Corp.  had  serious  reliability  problems  with  Cisco  gi 
the  '90s.  To  make  matters  worse,  Chambers  served  as  the 
merchant  for  scores  of  their  upstart  rivals— only  to  see  mi 
them  disappear  in  the  telecom  bust. 

Now,  Cisco  has  been  on  a  crusade  to  get  into  the  teleco 
dustry's  good  graces.  Chambers  himself  called  top  telecom 
to  apologize  for  his  past  arrogance.  "He  said  maybe  ^16^ 
gotten  one  of  their  fundamental  rules:  Listen  to  your  custo: 
recalls  BellSouth  Chief  Technology  Officer  Bill  Smith.  Cisco 
began  pouring  over  50%  of  its  research 
development  budget  into  new  gear  that  c 
be  used  more  easily  with  the  phone  coi 
nies'  existing  switches.  Cisco's  most  re 
quarter  suggests  the  plan  is  going  well 
ders  from  carriers  were  up  20%  over  the 
vious  year— far  more  than  at  rivals  such  as 
cent  or  Nortel.  And  phone  company  execs 
Cisco  has  made  progress.  "I  think  they  are  " 
pable  of  becoming  a  top  one  or  two  provic  mil 
says  SBC  Chief  Technology  Officer  Ross 
land.  BellSouth  plans  to  deploy  a  Cisco  sw 
next  year  to  handle  voice  and  data  traffic. 
After  a  difficult  three  years,  much  has  chan 
at  Cisco.  At  one  point  during  the  annual  s 
powwow  at  a  San  Francisco  convention  cente 
August,  a  wizened  Chambers  came  out  from 
hind  the  podium  to  be  closer  to  the  10,000  sa 
people.  Dressed  in  casual  clothes,  Chamt 
squatted  on  the  steps  of  the  stage  and  struck 
intimate  tone.  Recalls  sales  manager  Gregory 
Lynch:  "Chambers  said,  'I  think  we're  read} 
grow  again.  Fm  asking  you  to  help  me.'" 
words  are  toned  down  from  the  wild  years, 
Cisco  looks  poised  to  continue  its  dominance 
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Give  A  Child 

With  A  Cleft  A  Second 

Chance  At  Life. 
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bday,  millions  of  children  in  developing  countries  are 
buffering  with  clett  li[>  and  palate.  Condemned  to  a  life- 
me  ol  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  of  these  children 
"an  be  helped  and  their  clefts  repaired.  That  is  the  mis- 
ion  ol  The  Smile  Train.  We  empower  local  surgeons  in 
leveloping  countries  to  provide  this  life-changing  free 
left  surgerj  which  lakes  as  little  as  45  minutes  and  costs 
us  little  as  $250.  It  gives  desperate  children  not  just  a 
lew  smile — but  a  new  life. 

The  Smile  Train  will  deliver  free  cleft  surgery  to 
Bore  than  35,000  children  this  year,  all  over  the  world. 
pom  \sia  to  \liiea.  from  South  America  to  Russia.  The 
■Ilile  Train  helps  children  who  have  no  place  else  to  turn. 
But  we  can't  do  it  without  your  help.  Send  us  a  dona- 
ion  lo(la\  and  we'll  use  it  to  give  someone  a  second 


thance  at  lite 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 

□  $250  Provides  cleft  lip  surgery  for  one  child. 

□  $125  Covers  half  the  cost  of  one  surgery. 

□  $  50  Provides  medications  for  one  surgery. 

□  $  25  Provides  sutures  for  one  surgery. 

O  $         We'll  gratefully  accept  any  amount. 

Name 

Address 

Cih 


State 


Zip 


Telephone 

.-Mail 


Send  this  coupon  with  vour  donation  to: 

The  Smile  Train,  P.O.  Box  96231 
Washington,  DC  20090-6231 

3000-00-302-06 


100%  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


ThrSmileTrain 

World  t  >i !■■  Smile  \t   \  Ri 

1-H77  KID  SMILE   www.smiletrain.org 


\ll  ix.ii  program  expense*,  lucfa  .1-  overhead  ind  fundraising,  ire  paid  foi  with  start-up  grant!  from  oui  Founding  supporters   lli<  Smile  lYairi  1-  ..  50]   •  >  '•>  nonprofit 
recognized  l>\  the  IK^.  and  ill  donations  to  Hie  Smile  IVain  an  tai  dedui  Libia  in  m  ■  ordam  1  with  ll!v  n  gul  itioria    -    200  I  1  he  Smili    1 
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OCCUPY  THE  EXECUTIVE  SUIT 


Advertise  locally  in  the  nation's  best  business  magazines  in  your  priority  markets 
with  one  simple  media  buy  exclusively  through  MNI.  In  48  top  local  markets,  the 
MNI  Executive  Network  delivers  an  exclusive  group  of  business  leaders  who  invest 
for  success.  If  you  want  your  message  to  reach  business  decision-makers,  call 
your  MNI  representative  or  Robert  Reif,  National  Ad  Director  at  877.ASK.4MNI. 
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[he  Race  to  Save 
\  Rainforest 

in  an  experiment  in  Indonesia  prove  the 
terits  of  sustainable  logging  to  Big  Timber? 


JAKARTA  CARGO 

Every  year 
Borneo's  forest 
shrinks  by  half 
the  size  of 
Switzerland 


THE  INDONESIAN  VIL- 
lage  of  Long  Pai  lies  a  gru- 
eling three-hour  drive  on 
rutted  dirt  roads  from  the 
provincial  capital  of  Tan- 
ning Redeb.  It  is  a  river 
town  in  Borneo  that  is  lit- 
changed  from  a  century  ago  when  it 
tved  as  the  backdrop  for  Joseph  Con- 
i's  Lord  Jim.  Agus  Heryanto,  a  local 
presentative  of  the  Nature  Conservancy, 
Virginia-based  environmental  group. 
I  made  the  bone-rattling  trip  to  con- 
IOE  villagers  thai  the)  Should  embrace  a 
m  to  log  the  lush  forests  nearby.  By  the 
in  light  of  a  single  bulb  in  a  stilt  hut, 
[US  tells  village  elders  about  a  trust  fund 


supported  by  logging  revenues  that  will 
pay  for  roads,  medical  clinics,  and  electric 
generators.  And,  promises  Agus,  the  log- 
ging will  be  done  in  an  environmentally 
responsible  way. 

The  villagers  listen  to  the  pitch,  but  re- 
main suspicious.  Three  years  earlier,  they 
drove  out  the  company  that  wants  to  do 
the  logging— Sumalindo  Lestari  Jaya— af- 
ter disputes  over  payments  and  improper 
cutting  of  valuable  trees.  Agus  says  that 
this  time  the  trust  will  protect  against 
Wrongdoing.  Finally,  at  a  second  meeting 
four  days  later,  the  Long  Pai  elders  agree 
to  the  plan.  By  yearend  they  hope  to  have 
a  formal  contract. 

["here  seems  to  be  a  disconnect  here. 


Indonesia  is  known  for 
the  rampant  destruc- 
tion of  its  rainforest. 
Now  one  of  the  coun- 
try's most  powerful  log- 
ging companies  allies 
itself  with  a  Western 
environmental  group  to  make  nice  with 
impoverished  villagers?  What  happened 
in  that  stilt  hut  is  an  exampe  of  globaliza- 
tion at  work— an  intricate  dance  involving 
Western  consumers,  multinational  com- 
panies, environmental  activists,  native 
forest  dwellers,  and  local  conglomerates. 
The  aim  is  to  combine  the  profit  motive 
with  the  need  to  end  the  shocking  degra- 
dation of  the  forest.  A  long  shot  perhaps, 
but  some  action  is  desperately  needed, 
and  it  is  starting  in  Borneo. 

REWARD  SYSTEM 

THE  SUMALINDO  DEAL  was  indirectly 
driven  by  the  vigorous  campaigning  of 
environmental  groups.  They  have  put 
pressure  on  Western  retailers  such  as 
Home  Depot,  Ikea,  and  Kinko's  to  stop 
buying  wood,  pulp,  and  paper  from  com- 
panies that  do  not  follow  sustainable 
practices.  The  retailers  in  turn  are  leery  of' 
infuriating  shoppers  appalled  by  the 
rape  of  the  forests.  "'We  can  give  logging 
companies  an  incentive  to  manage  the 
forest."  says  Nigel  Sizer,  director  of  the 
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Asia-Pacific  Forests  program  at  the  Na- 
ture Conservancy.  The  effort  is  already 
showing  results:  Sumalindo,  afraid  of 
losing  access  to  the  all-important  U.S. 
and  European  markets,  is  working  with 
the  Nature  Conservancy  to  clean  up  the 
way  it  cuts  timber. 

The  initiative  still  has  a  long  way  to  go. 
Sumalindo  is  one  of  only  a  handful  of  en- 
terprises taking  even  modest  steps  toward 
low-impact  logging.  Still,  if  the  Indone- 
sian effort  is  successful,  it  could  serve  as  a 
template  for  saving  forests  in  Southeast 
Asia,  the  Amazon  basin,  and  Siberia. 

BAR  CODES  VS.  BOYCOTTS 

BORNEO'S  FORESTS  don't  have  much 
time.  Many  of  the  island's  great  stands  of 
trees  have  been  felled,  and  Indonesian  log- 
gers continue  to  deci- 
mate an  area  half  the 
size  of  Switzerland 
each  year.  Environ- 
mentalists warn  that 
Borneo's  wild  orang- 
utans, sun  bears,  and 
clouded  leopards  could 
be  wiped  out  in  10  to  20 
years,  as  well  as  count- 
less other  species.  Plus, 
thousands  of  loggers 
could  end  up  jobless  in 
a  land  so  scarred  that  it 
may  be  nearly  impossi- 
ble to  revive  it  for  other  commercial  uses. 

Environmentalists  hope  to  drive  many 
more  efforts  like  Sumalindo's.  In  a  project 
set  to  begin  before  yearend,  the  Nature 
Conservancy  has  teamed  up  with  Home 
Depot  Inc.  and  a  British  aid  agency  to 
track  lumber  from  the  stump  to  the  store. 
Logs  and  boards  will  be  tagged  with  bar 
codes  that  allow  buyers  to  determine 
whether  their  wood  was  harvested  in  a 
sustainable  manner.  "People  were  asking 
what  we  were  doing  not  to  add  to  the  de- 
forestation of  the  world,"  says  Ron  Jarvis, 
head  of  lumber  merchandising  at  Home 
Depot.  "We  didn't  have  the  answer." 

Where  Home  Depot  and  the  Nature 
Conservancy  are  offering  carrots,  more 
radical  environmentalists  are  wielding 
sticks.  Rainforest  Action  Network  and 
Greenpeace  International  want  con- 
sumers to  stop  buying  Indonesian  timber 
products.  They  think  the  scale  of  illegal 
Indonesian  logging  is  so  vast  and  the  le- 
gal concessions  so  destructive  that  re- 
forms like  those  proposed  by  the  Nature 
Conservancy  are  doomed.  Michael  Brune, 
executive  director  of  San  Francisco- 
based  Rainforest  Action,  says  his  group 
has  pushed  for  a  boycott  of  Indonesian 
timber  products  for  two  years.  "This  is 
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not  a  time  to  establish  small  toeholds  of 
good  production." 

The  protests  are  having  an  effect. 
Home  Depot  has  cut  its  purchases  of  lum- 
ber from  Indonesia  by  more  than  three- 
quarters  since  2000.  In  early  2002,  the 
American  Forest  &  Paper  Assn.  trade 
group  said  its  members  would  stop  buy- 
ing illegal  wood  products,  singling  out  In- 
donesia as  a  special  concern.  And  Ikea  re- 
quires that  all  of  its  tropical  hardwoods  be 
cut  in  areas  okayed  by  the  Forest  Stew- 
ardship Council,  a  German  group  that  is- 
sues certificates  to  companies  following 
sustainable  practices.  Ikea  cut  off  In- 
donesian teak  purchases  in  October, 
2001,  when  battles  between  local  villagers 
and  a  government-owned  supplier  in  Java 
over  ownership  of  the  trees  short-circuit- 
ed the  certification 
process.  "We  regret 
that  it  happened," 
says  Ikea  forestry  co- 
ordinator Par  Sten- 
mark.  "But  it  shows 
that  the  Forest  Stew- 
ardship Council  cer- 
tification system  is 
working." 

A  boycott  is  just 
the  outcome  Suma- 
lindo     wants      to 
avoid— because     the 
corporate  damage 
could  go  far  be- 
yond   Sumalindo 
itself.  The  compa- 
ny is  owned  by 
one  of  Indonesia's 
largest  wood  em- 
pires, the  Hasko 
Group. 

Consequently, 
Sumalindo  is  mak- 
ing an  effort  to 
change.  In  a  tim- 
ber concession 
200  kilometers  south  of  Long  Pai,  it  has 
worked  with  German  and  U.S.  experts  to 
minimize  damage  to  the  forest  and  is  aim- 
ing for  certification  from  the  Forest  Stew- 
ardship Council.  That's  a  sacrifice,  given 
that  the  three-week  evaluation  costs  some 
$50,000.  Other  costs  may  ultimately 
prove  much  higher:  Sumalindo  had  to 
agree  not  to  cut  some  212,000  acres— 
nearly  a  third  of  one  of  its  concessions. 

Sumalindo  is  also  paying  for  a  variety 
of  measures  to  lessen  its  environmental 
impact.  These  include  a  $500,000  aerial 
tram  that  lifts  logs  out  of  steep  valleys 
rather  than  pulling  them  through  the  for- 
est, which  can  cause  erosion.  Nature  Con- 
servancy experts  also  teach  loggers  how 


Pressure 
from 
Western 
shoppers 
is  felt  in 
the  forest 


to  fell  a  tree  so  that  it  ends  up  ck 
road,  minimizing  damage  to 
floor  by  reducing  dragging, 
counsel  against  slashing  through  I 
esf  s  thick  underbrush  with  a  bull| 

SLASHERS  AND  POACHERS 

THE  DIFFERENCE  between  Sums 
methods  and  those  of  other  comp; 
especially  those  that  are  goven 
owned— is  stark.  Just  beyond  the 
of  Sumalindo's  land  in  one  of  B 
most  important  watersheds  lies  a  e 
sion  owned  by  the  government  I 
company,  PT  Inhutani.   Much 
acreage  has  already  been  cut.  Gulle| 
of  eroded  tropical  soil  abut  the 
Wildfires  raged  across  huge  swaths 
land  five  years  ago,  after  intensiv 
ging.  The  company  declined  to  com 

Even  worse  are  the  poachers.  Th 
legal  loggers  cut  with  impunity, 
working  in  plain  sight  along  main 
They  can  take  down  a  100-year-old 
under  10  minutes.  On  the  banks 
Segah  River,  which  runs  through  the 
some  300  logs  waiting  for  ship 
lacked  any  identifying  marks— a 
sign  of  illicit  cutting.  Most  of  this  wo 
smuggled  across  the  border  to  Mala] 
where  it  can  be  imported  with  a  s 
bribe,  according  to  Indonesian  offl 
and    environmental    groups.   A   se 
Malaysian  official,  saying  •  his  cou 
takes  smuggling  "very  seriously,"  n 
that  Malaysia  has  banned  imports  of  s 
wood  from  Indonesia.  Much,  though, 
gets  through,  and  eventually  finds  its 
to  mills  in  China.  "Illegal  logging  is 
responsibility,"  says  Wahjudi  Wardojo, 
highest  ranking  civil  servant  at  Indo 
sia's  Forestry  Ministry.  "But  without  s 
port  from  other  countries,  if  s  useless.' 

So    illegal    logging    continues 
even  most  of  the  legal  logging  in  Indo 
sia  is  not  done  sustainably.  If  contra* 
such   as   the   proposed   pact   betw 
Sumalindo  and  Long  Pai  become 
norm,  villagers  will  have  a  bottom-fine 
centive  to  see  that  all  logs  that  are  cut  a 
accounted  for,  and  the  tracking  syste 
should  ensure  that  the  timber  can 
traced.   But   if  other  companies— arj 
countries— don't  sign  on,  the  effort 
doomed.  And  it  remains  to  be  seen 
Western  consumers  will  pay  a  premiui 
for  wood  harvested  sustainably.  "We  ai 
struggling,"  says  Wahjudi.  "Our  time 
very  limited."  If  they  don't  succeed,  ar 
other  corner  of  the  earth's  forests  will  bl 
gone  forever.  ■ 

-By  Mark  L.  Clifford  in  Long  Pal 

Indonesia,  with  Hiroko  Tashiro  in  Tokyi 
and Anand  Natarajan  inAtlantc 
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At  Radisson  we  specialize  in  making  everv  business  trip  a  pleasure.  And  with  Radisson  Cold  Rewards  your  next 
stay  could  be  free.  To  find  out  how  or  to  make  your  next  reservation  visit  www  radisson  com  or  call  1-300  333-3533 
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ST  M  FREE  F  A  S  T  E I .  Now  through  1/15/04,  you  can  earn  thousands  of  bonus  Cold  Points' 
per  night  Register  at  www.stavrewardeciracllsson.com.  Terms  and  conditions  apply. 
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IF  WE  CAN'T 
AFFORD  1    E 
SOLUTION. 
THEIV       S  NOT 
A  SOLUTION. 


If  you  are  a  growing  enterprise,  your  need  for  new  software  always  exceeds  your  budget.  Or  does  it? 
SAP  has  a  range  of  solutions  to  fit  any  size  business  and  any  budget.  Solutions  that  can  be  up  and 
running  quickly  —  even  in  a  matter  of  weeks.  And  since  they're  modular  and  based  on  an  open 
platform,  they  can  grow  and  expand  as  you  do.  SAP  has  over  30  years  of  experience  helping  businesses 
of  all  sizes  solve  business  issues.  Affordably. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


FOR  AN  OPPORTUNITY  TO  WIN  AN  ALL-EXPENSE-PAID  TRIP  TO  A  BUSINESS  MANAGEMENT 
SEMINAR,  LOG  ON  TO  SAP.COM/USA/AFFORDABLE  OR  CALL  888  592  1727 

€'2003  SAP  AG  SAP  and  the  SAP  logo  are  trademarks  and  registered  trademarks  of  SAP  AG  in  Germany  end  several  other  countries.  Project  timeline  subject  to  specific  project  scope  and  other  factors, 
Contact  the  above  website  for  further  details,  Covered  expenses  limited  solely  to  seminar  registration  fee,  airfare,  And  accommodations  as  specrfied  by  SAP  Offering  subject  to  additional  terms  and 
conditions,  and  subject  to  change  or  end  without  notice 
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.ertical  Bl  Tools 
Put  the  Right  Information 
into  the  Right  Hands 
to  Boost  ROI  Right  Away 


In  the  good  old  days  of  Corporate 
America,  if  workers  hung  around 
the  water  cooler  long  enough, 
they  would  pick  up  a  good  deal  of 
business  knowledge  from  more 
seasoned  colleagues.  A  faltering 
economy  and  deep  budget  cuts, 
however,  have  made  short  work  of 
more  experienced  employees  and 
effectively  stemmed  the  natural 
flow  of  need-to-know  information. 
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Here's  a  Clue:  Knowledge  is  power. 
While  executives  moan  and  groan 
about  eking  more  out  of  flagging 
resources,  managers  just  may  be  sit- 
ting on  a  virtual  goldmine  of  untapped 
business  intelligence  (BI).  If  the  right 
information  can  get  to  the  right  em- 
ployees in  the  right  form,  it  will 
empower  them  to  make  smarter  deci- 
sions, move  faster  on  competitive 
information,  meet  higher  performance 
standards  and  competently  support  a 
common  set  of  business  objectives. 

By  now,  BI  is  de  rigueur  in  any 
company  serious  about  getting  a  handle 
on  valuable  data.  Although  investments 
in  business  intelligence  technology  are 
still  on  the  rise  in  most  verticals — 
save  the  more  mature  financial  services 
market — the  focus  of  BI  initiatives  has 
moved  away  from  simply  housing  and 
accessing  data  to  divining  wisdom  and 
transferring  knowledge.  And  it  must 
be  accomplished  in  a  way  the  user  can 
understand  and  use,  while  presenting 
that  sometimes  elusive  single  version 
of  the  truth. 

The  best  way  to  provide  easy-to- 
use  and  useful  insights  to  decision- 
makers in  an  organization  is  to  use  BI 
products  shaped  to  fit  the  particular 
needs  of  various  vertical  markets,  and 
vendors  are  complying.  Siebel  Systems 


Inc.  Group  Vice  President  Larry 
Barbetta,  for  instance,  notes  that  his 
company  has  customized  applications 
for  21  different  industries.  It's  part  of 
an  overall  trend  to  develop  "deeper 
and  more  industry-specific  solutions," 
he  says,  which  ultimately  will  help 
companies  better  manage  their  business 
processes  and  boost  performance. 
"The  way  you  sell  financial  services  is 
different  from  pharmaceuticals,  which 
is  different  from  telecom,"  he  says. 

SAP  AG,  for  example,  is  betting  a 
lot  of  its  business  on  the  power  of  ver- 
ticalization.  The  company  is  stressing 
its  strengths  in  23  various  vertical  seg- 
ments. In  fact,  SAP  refers  to  itself  as 
a  software  company  that  also  is  a  bank- 
ing company,  a  chemical  company,  an 
aerospace/defense  company,  a  health- 
care company  and  a  retail  company. 

Tailor-Made  BI 

Verticals  not  only  have  their  own  set 
of  needs,  they  are  at  different  levels  of 
BI  maturity,  with  financial  services 
practically  leading  the  pack  when  it 
comes  to  implementing  business 
intelligence.  Business  process  man- 
agement (BPM)  has  become  a  primary 
concern  for  many  enterprises,  leading 
senior  management  of  those  compa- 
nies to  seek  approaches  that  are  more 


Bl's  Value  is  in  the  Eye  of  the  Beholder 

Users  deploy  business  intelligence  systems  for  a  wide  range  of  reasons,  but— 
perhaps  surprisingly— cost  savings  and  new  revenues  are  not  among  the  top. 


Time  savings 
Single  version  of  the  "truth" 


1 60% 

i59% 


Better  strategies  and  plans  I 

Better  tactics  and  decisions  I 

More  efficient  processes  1 

Cost  savings  1 


■  57% 
1 56% 

1 55% 


137% 
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Greater  customer/supplier  satisfaction  J 

Greater  employee  satisfaction 

ROI 

New  revenues 

Total  cost  of  ownership 

Shareholder  value 

0  10  20  30  40  50  60 

Source:  An  April  2003  survey  of  686  BI  managers  by  The  Data  Warehousing  Institute 


tailor-made  for  their  industry. 

Because  these  industry-spj 
approaches  address  the  challenge 
needs  of  a  vertical  market  heaj 
companies  usually  can  impler 
them  more  quickly  than  more  geJ 
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"We're  seeing  paybacks 
in  two  to  three  months" 

Sanjay  Poonen,  senior  vice  president  of  I 
worldwide  marketing,  Informatica  Corp. 


attempts,  thereby  reducing  many  of  tB 
implementation  woes  and  achievirl 
ROI  that  much  quicker.  "We're  seeir 
paybacks  in  two  to  three  months| 
says  Informatica  Corp.  senior  vie 
president  of  worldwide  marketii 
Sanjay  Poonen.  Informatica  provide 
data  integration  and  BI  software. 

Tailor-made  BI  applications  alsj 
can  ease  the  acceptance  of  new  tool] 
among  employees,  a  major  obstacle  td 
many  implementations,  according  tcj 
Brian  Smetana,  senior  data  warehouse 
analyst  at  hardware  manufacturer  anc 
distributor  Ace  Hardware  Corp.  Anc 
they  can  ease  BPM  challenges. 

The  process  changes  that  lessen| 
resistance  have  other  benefits  as  well. 
"Just  improving  processes  saves! 
money,"  adds  Gerald  Cohen,  president 
and  CEO  of  enterprise  BI  company  | 
Information  Builders  Inc. 

Even  though  the  investment  may 
be  smaller  and  the  return  quicker, 
industry-specific  BI  tools  do  not  sac- 
rifice reach  and  breadth.  They  still  are 
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WD  JUMP  AT  THE  CHANCE 
0  MANAGE  ALL  REPORTING 
WITH  A  SINGLE  PRODUCT. 
JO  WHY  ARE  YOU 
STILL  SITTING  THERE? 


COGNOS  REPORTNET. 
THE  NEW  STANDARD. 


See  enterprise  reporting  for  what  it  really  is. 

A  strategic  advantage. 

Introducing  Cognos  ReportNet. 

The  only  solution  comprehensive  enough 

to  standardize  all  your  enterprise  reporting. 

From  customized  queries  to  production.  On  a  single  product. 

Built  on  a  zero-footprint,  open  architecture  created  specifically  for  the  Web. 

Designed  to  meet  the  needs  of  a  global  enterprise. 

It's  a  key  part  of  a  comprehensive  Business  Intelligence  solution. 

Take  the  first  step  toward  managing  performance. 
Read  about  Breakthrough  Reporting  at: 
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designed  to  fit  the  information  needs 
of  a  variety  of  users,  from  analysts  to 
customer  service  reps. 

The  Reliability  Factor 

It  has  never  been  more  important  for 
rank-and-file  decision-makers  to  work 
from  the  same  set  of  accurate,  reliable 
and  consistent  data.  With  retribution 


slice  and  dice  intelligence  but  does 
little  to  maintain  the  integrity  of  the 
core  data.  This  ultimately  spawns 
more  versions  of  the  truth  than  did 
the  lying  alter  ego  of  Jon  Lovitz  on 
"Saturday  Night  Live."  At  the  very 
least,  it  is  confusing.  "The  vice  presi- 
dent of  marketing  sees  a  disturbing 
number  and  calls  up  a  colleague  to 


"You  really  have  to  send  out  the  right 
Snippets  Of  information  rather  than 
deep  analysis  to  the  guys  in  white  coats." 

Guy  Creese,  research  director,  The  Aberdeen  Group 


from  the  U.S.  government  under  the 
Sarbanes-Oxley  Act  looming,  corporate 
data  must  be  pristine,  not  distorted  by 
everyone  who  touches  it. 

"A  single  version  of  the  truth  is 
critical  here,"  Ace's  Smetana  says. 
Otherwise  "you  have  different  sets  of 
data  that  don't  add  up.  And  sales  num- 
bers should  always  add  up,  especially 
today  with  the  SEC  getting  involved." 

At  the  same  time  companies  are 
trying  to  attain  version  control,  they 
must  put  key  data  into  the  hands  of  a 
growing  number  of  people — intelli- 
gence is  no  longer  the  domain  of  what 
Guy  Creese,  research  director  at  mar- 
ket research  firm  Aberdeen  Group, 
calls  "white  coat"  business  analysts. 
Instead,  the  data  must  talk  to  users  in 
their  own  language. 

This  need  has  caused  a  funda- 
mental shift  in  the  way  companies 
view  business  intelligence.  "Multiple 
constituencies  need  to  look  at  the 
data,"  Creese  says.  "You  really  have  to 
send  out  the  right  snippets  of  infor- 
mation rather  than  deep  analysis  to 
the  guys  in  white  coats." 

The  trusty  spreadsheet — still  the 
favorite  mode  of  reporting  in  many 
corporations — allows  employees  to 


see  why  profits  are  down,"  Creese 
says.  "That  person  spends  half  a  day 
trying  to  figure  out  what  the  heck  he's 
looking  at." 

Time's  a-Wastin' 

At  the  very  worst,  if  decision-makers 
are  not  on  the  same  page,  precious  re- 
sources are  needlessly  squandered.  It 
is  not  uncommon  for  workers  armed 
with  different  versions  of  the  truth  to 
waste  time  at  meetings  debating  who 
has  tapped  accurate  data  rather  than 
solving  problems,  asserts  Karen 
Williams,  director  of  product  market- 
ing at  BI  provider  Cognos  Inc.  The 
focus  becomes  the  data  source  rather 
than  applying  valuable  knowledge. 

At  Ace  Hardware,  the  company's 
antiquated  spreadsheet-based  report- 
ing tools  were  generating  more 
information  than  decision-makers 
could  sort  through  in  a  reasonable 
period  of  time.  The  company  turned  to 
BI  technology  from  business  intelli- 
gence provider  MicroStrategy  Inc.  to 
empower  a  wide  range  of  employees, 
from  field  sales  reps  and  internal 
business  analysts  to  retailers. 

"With  the  old  tools,  users  had  to 
join  tables  and  that  could  yield  thou- 


sands and  thousands  of  rows  of 
They  were  used  to  running  rer 
and  getting  large  volumes  of  dd 
Ace's  Smetana  says.  But  by  mo] 
to  exception-based  reporting, 
company  has  reduced  the  data  di] 
and  lifted  the  quality  quotient. 

Making  Smarter  Decisions 

Few  executives  can  afford  to  use  e^a 
dwindling  numbers  of  employees  to  s 
through  meaningless  data.  And  tl| 
never  will  be  able  to  do  more  with 
if  the  right  information  and  best  pi 
tices  are  not  passed  down  to  frontlj 
employees.  For  every  minute  a  compq 
puts  off  empowering  employees 
accurate,  actionable  data,  countk 
costs  are  racked  up  in  terms  of  hi 
resources,  competitive  edge  and  tir 
"To  survive,  companies  have 
become  much  more  agile,"  says  Jam! 
Taylor,  director  of  marketing  in  tl| 
analytic  tools  group  at  Fair,  Isaac  Cor 
an  analytics  provider  that  specializ<] 

Slicing  and  Dicing  the  Ways 
People  Slice  and  Dice 

Worldwide  business  intelligence 
tools  revenue  share  by  segment,  2002 1 


BI 
generation 


BI 
management 


Total:  $7.2  Billion 

Source:  International  Data  Corp. 


in  credit  scoring  and  modeling  for  the  | 
financial  services  industry.  It  becomes 
more  about  "how  fast  can  I  change 
information  into  knowledge." 

continued  on  page  9 
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If  the  incompatible 

data  you_have 
all  over  the 
nterprise 

isn't 
how  can 
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you  be? 


These  days,  you  are  your  information.  And  having  information  that's  less  than  accurate  is  simply  no  longer 
acceptable.  Yet  with  incompatible  data  sources  and  volume  multiplying,  how  can  you  possibly  bring  all  of 
your  data  together  and  come  up  with  a  timely  and  relevant  assessment  of  your  business  you  can  trust? 
The  answer  is  Informatica*  We  can  transform  your  disparate  enterprise 
data — regardless  of  source  or  application — into  a  single,  manageable,  and 
scalable  resource  that  delivers  business  insight  that  is  easy  to  use,  reliable 
and  auditable.  To  learn  why  over  80%  of  the  Fortune  100  have  turned  to  our  unified  data  integration  and 
business  intelligence  solution,  just  call  800-970-1179,  or  visit  us  online  at  www.informatica.com.  Because  if 

you're  only  as  good  as  your  data,  this  is  how  to  always  be  at  your  very  best 


INFORMATICA 

Turning  integration  into  insight' 


www.informatica.com 


•  a  logo,  and 
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Where's  the 


Payback? 


Although  verticalization  is 
effective  at  helping  companies 
i  make  business  intelligence 
(BI)  work,  at  the  end  of  the  day,  it  is  only 
one  factor  in  a  return  on  investment 
(ROI)  calculation.  BI  investments 
generally  pay  for  themselves  much 
more  quickly  than  other  technology 
implementations.  Market  research 
firm  International  Data  Corp.  (IDC) 
says  nearly  half  the  companies  that 
buy  into  BI  see  payback  within  a  year. 
Often,  though,  the  ROI  on  BI  does- 
n't take  even  that  long,  says  Sanjay 
Poonen,  Informatica  Corp.  senior  vice 
president  of  worldwide  marketing. 
"The  payback  is  often  between  two 
and  three  months."  That's  practically 
a  head-spinning  pace  in  the  world  of 
technology,  where  ROI  can  be  a  long 
time  coming,  if  it  comes  at  all. 

Impressive  Results 

Business  intelligence  offers  the 
enterprise  the  opportunity  to  achieve 
ROI  by  improving  performance, 
streamlining  and  improving  business 
processes,  and  providing  the  right 
information  to  outpace  competitors, 
according  to  Gerald  Cohen,  president 
and  CEO  at  Information  Builders  Inc. 

To  date,  some  of  the  results  have 
been  impressive.  A  study  by  analyst 
firm  Giga  Information  Group  found 
that  actual  or  expected  returns  ranged 
from  a  72-percent  increase  to  more 
than  tripling. 

One  of  the  companies  surveyed, 
Nielsen  Media  Research,  has  turned  a 
monthly  process  for  analyzing  and 
acting  on  data  to  a  weekly  process, 
giving  the  company  a  competitive  edge, 
reducing  storage  costs  by  one-third, 
and  gaining  the  ability  to  add  new  users 


and  products  for  40  to  50  percent  of 
what  it  previously  cost.  "We  are  able  to 
deliver  one  data  warehouse  for  all  our 
applications,  at  one-third  the  storage  of 
conventional  technologies,  while  see- 
ing performance  gains  as  advertised 
with  IQ  Multiplex,"  Nielsen  Media 
Research  CIO  Kim  Ross  says. 


Is  it  Soup  Yet? 

A  popular  complaint  about  BI  programs 

is  that  they  take  too  long  to  show 

results.  But  the  IDC  study  found  that 

almost  half  of  the  companies 
experienced  payback  within  one  year. 

100" 
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4-5  years 
3-4  years 
2-3  years 
1-2  years 
6  months- 1  year 
6  months 


Source:  An  International  Data  Corp.  summer 
2002  survey  of  43  companies  that  successfully 
implemented  business  intelligence  analytics. 


Restaurant  chain  Noodles  &  Co. 
turned  to  Cognos  Inc.  to  "put  in  place  a 
system  for  corporate  performance  man- 
agement to  take  a  look  at  the  metrics 
of  our  business,"  company  co-CEO 
Ken  Keymer  says.  The  company  is 
finding  the  ability  to  gauge  things  such 
as  store-level  profit,  ROI,  sales  and 


even  the  success  of  menu  il 
invaluable.  The  implementa^ 
which  began  in  July  2003  with 
1  wrapping  up  in  October,  will  d 
ROI  "almost  immediately,"  he  nt 

BI  ROI  Rules  of  Thumb 

Indeed,  there  are  a  few  rules  of  th 
that  businesses  can  follow  to  en 
that  they  get  the  greatest  ROI  in 
shortest  period  of  time: 

Use  a  BI  tool  tailored  to  y 
vertical.  Verticalized  approac 
eliminate  many  of  the  challenges 
costs  of  implementation.  Th 
products  offer  guided  analytics  i 
take  users  through  the  most  lik| 
scenarios  facing  a  particular  busin 

Bring  BI  into  the  mainstream 
empower  employees.  That's  wht 
the  value  curve  goes  up. 

Build  on  a  strong  data  infrastr 
ture.  An  underlying  structure  must 
in  place  for  dealing  with  a  compan 
data.  The  relative  worth  of  BI  is  neg 
ed  by  "bad"  or  unreachable  data 

Choose  a  product  that  can  re 
multiple  data  sources.  Most  comp 
nies  have  a  multitude  of  da^a  source 
To  be  effective,  BI  tools  should  be  ab 
to  read  them  all.  "You  need  a  robu 
integrated  platform  that  can  get  to  z 
data  sources,"  Informatica's  Poone 
says.  "You  want  one  view  of  the  truth. 

Make  sure  a  tool  is  easy  to  use 
tools  once  were  so  difficult  to  use  t 
only  trained  business  analysts  coul 
use  them.  Today's  tools  offer  mor^ 
complex  analytics,  but  often  are  mon 
intuitive  and  visual  (consider  the  dash 
boards  available  for  most  products)  fc 
accommodate  a  broad  range  of  users. 

Although  most  businesses  are 
focusing  on  ROI,  others  are  looking  at 
ways  to  make  money  with  their  business 
intelligence  applications,  according  to 
Information  Builders'  Cohen.  Credit- 
card  companies,  for  example,  provide 
prevalent  data  on  cardholders  to 
merchant  companies.  Not  only  do  they 
achieve  ROI,  but  they  use  BI  to  open 
new  revenue  streams. • 
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HERE  MUST  BE  A  MORE  INTELLIGENT  WAY 
TO  CUT  YOUR  OPERATIONAL  COSTS. 


I 


Business  Intelligence  from  Business  Objects 


Those  days,  everyone  wants  to  cut  costs.  But  no  one 
wants  to  cut  the  ability  to  make  a  profit.  So  how  do  you 
find  the  best  ways  to  save?  With  business  intelligence 
software  from  Business  Objects,  of  course. 
Our  software,  you  see,  mines  all  your  financial  and 
operational  systems  and  gives  you  a  complete,  detailed 
view  oi  all  your  costs  all  across  the  enterprise.  You  can 
access  and  create  reports.  Analyze  data.  And  find  ways 
to  make  your  operations  more  cost  effective.  All  based 
on  up  to  the  moment  information. 
Business  intelligence  solutions  from  Business  Objects 
enable  you  to  track,  understand,  and  manage  enterprise 


performance  better  than  ever  before.  So  you  can  make 
better  decisions,  improve  operational  efficiency,  and 
discover  new  sources  of  revenue. 
Every  day,  more  than  17,500  companies  rely  on  our 
business  intelligence  software  to  unlock  the  power 
of  information  to  improve  enterprise  performance. 
Perhaps  you  should,  too. 

For  your  free  copy  of  our  new  business  paper  "Driving 
Organizational  Performance  with  Business  Intelligence,"  \isit 
www.businessobjects.com/cost.  Or  call  Business  Objects 
at  1-800-527-0580.  And  let's  put  away  the  chainsaw 
before  your  enterprise  gets  hurt. 


Business  Objects 
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continued  from  page  5 

But  Bob  Lokken,  CEO  of  analytics 
provider  ProClarity  Corp.,  says  that 
companies  "have  done  very  little  to 
put  the  right  technology  into  the  hands 
of  decision-makers." 

The  newest  crop  of  BI  and  analytical 
tools  are  helping  executives  rectify  that 
oversight  and  realize  even  greater 
benefits.  "There  is  a  lot  at  stake  for 
organizations  as  they  track,  understand 
and  manage  their  enterprise  perfor- 
mance. My  hope  is  that  they  use  business 
intelligence  as  an  informative  ally," 
says  Dave  Kellogg,  senior  group  vice 
president  of  worldwide  marketing  at 
Business  Objects  SA.  "The  knowledge 
gained  can  help  organizations  learn 
valuable  insights  about  their  own  oper- 
ations, partners,  customers  and  more." 


Ace  never  forces  retailers  to  adhere 
to  its  suggested  prices,  for  instance, 
but- it  tries  to  use  data  to  show  them  a 
potentially  greater  yield.  "We  take  a 
store's  data,  showing  the  price  they 
charged  for  an  item,  then  compare  it  to 
the  suggested  price"  and  multiply  the 
variance  by  units  sold,  Smetana  ex- 
plains. "Say  3,000  SKUs  are  priced 
below  the  suggested  price — that  may 
translate  into  $40,000  plus  in  lost 
profits  for  that  store." 

Happy,  Loyal  Workers 

Increased  profits,  however,  will  not  on 
their  own  boost  employee  morale.  For 
beleaguered  workers,  the  demands  by 
management  of  more  for  less  go  down 
much  easier  if  they  feel  empowered. 
"People  want  to  feel  as  though  they 


The  Tools  Needed  for  Strong  BI  Results 

At  its  most  basic,  a  business  intelligence  environment  needs  a 
data  repository  and  analysis  function. 


Data  Warehousing  Environment 


Analytical  Environment 


Orders 


Shipping 


Inventory 


Technical  Team 

•Extract      •Transform 
•Clean        'Transfer 
•  Model        «Load 


Data 
Warehouse 


Business  Users 

•  Query       "Mine 

•  Report      'Visualize 
•Analyze     »Act 


Source:  The  Data  Warehousing  Institute 


Wrapping  business  rules  around 
BI  automates  the  decision-making 
process,  making  it  easier  for  users  to 
quickly  determine  the  right  path  to 
take,  Fair,  Isaac's  Taylor  says.  "Every- 
one works  toward  the  same  goals," 
Cognos'  Williams  adds. 

For  Ace  Hardware,  pushing  quality 
data  down  to  the  frontlines  lends  more 
clout  to  corporate  recommendations. 
"We're  able  to  put  a  lot  of  facts  behind 
our  findings,"  Smetana  says. 


have  control,"  Cognos'  Williams  says. 
"It  gives  them  a  feeling  of  competence 
and  a  feeling  of  contribution.  If  they 
have  the  right  information,  they  know 
they  can  make  the  right  decisions." 

But  in  the  fast-paced,  competitive 
world,  a  one-size-fits-all  report  no 
longer  cuts  it  since,  as  Williams  notes, 
"there's  a  broad  range  of  operational 
things  that  companies  have  to  focus 
on."  Instead,  BI  and  analytic  tools  are 
becoming  better  equipped  to  offer 
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"every  type  of  report  for  every  t> 
user,"  he  says,  from  the  busin| 
analyst  who  needs  to  delve  deep 
manipulate  data  to  what  Cognos 
the  "consumer,"  a  decision-maker ' 
can  make  do  with  static  reports. 

If  implemented  properly,  a  relia| 
decision  network  likely  will  drive  i 
ployee  performance  to  the  next  lev 
And  as  an  added  bonus,  executn 
just  might  be  able  to  create  the 
warm  and  fuzzy  feelings  among  ej 
ployees  that  inspire  loyalty — anotl 
commodity  currently  in  short  supp 
in  a  nasty  economy. 

BI  can  deliver  a  host  of  benefits  I 
companies.  With  empowered  employe I 
and  business  intelligence  offering 
tailored  to  particular  verticals,  tl 
enterprise  will  be  armed  with  tl 
right  tools  to  make  smarter  decision] 
open  up  new  revenue  streams  ar 
outpace  competitors.  • 
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It's  easy  to  distribute  information  to  just  a  few  users. 
But  what  if  you  have  a  few  more? 
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From  one  user  to  millions,  from  casual  through  power  users,  from  your  employees  to  your  partners  and  customers,  Information  Bu  ders 
can  provide  you  w,th  the  most  cost  effective  way  to  get  more  consistent  mformaton  to  more  people  Our  WebFOCUS  enterprse 
reporting  software  is  the  proven  solution  used  by  80%  of  Fortune  1 00  companies  to  opt  mize  Inf^NlldtiOn    hST"' 

business  performance  See  how  to  simplify  a  complex  environment  by  caning  800  969  INFO  RuildfirS    8uSn*SS 

or  visit  us  at  mformationbuilders.com  for  a  demonstration.  Information  Bus  ders  ANSWERS.  DUIIUCIO 


Personal  Business  Taxes 


A  Tax  Ambush? 


Before  Dec.  31,  do  a  dry  run  to  see  if  you're  liable  for 
the  alternative  minimum  tax.  BY  ELLEN  HOFFMAN 


IF  EVER  THERE  WAS  A  YEAR  when  you  should  estimate 
your  federal  tax  bill  before  Dec.  31,  this  is  it.  That's  be- 
cause a  slew  of  tax-law  changes,  from  higher  standard 
deductions  to  new  capital-gains  rates,  have  created  a 
minefield  for  those  who  haven't  analyzed  their  finan- 
cial situation  since  filing  last  year's  return.  JTo  reap  the 
greatest  benefit  from  some  favorable  shifts  this  year, 
you  or  your  tax  preparer  must  do  a  dry  run  on  your  taxes  soon, 
so  you  can  still  take  steps  to  reduce  your  tab.  Key  issues  are 

whether  you  are  obliged  to  pay  the  alter-      than  in  1998.  Among  the 


native  minimum  tax  (AMT),  how  close 
the  amount  that  has  been  withheld  from 
your  salary  or  handed  over  in  estimated 
taxes  comes  to  meeting  your  projected  tax 
bill,  and  whether  you  need  to  make  moves 
to  avoid  paying  the  high  rates  on  short- 
term  capital  gains. 

The  conventional  wisdom  is  to  defer 
income,  such  as  yearend  bonuses,  into  the 
next  year,  and  to  search  for  as  many  legit- 
imate deductions  as  possible  to  take  now. 
But  this  advice  won't  work  if  you're  sub- 
ject to  the  AMT,  warns  Steven  Hurok,  tax 
director  at  BDO  Seidman  tax  consultants 
in  Woodbridge,  N.J.  This  year,  he  says, 
"that  infamous  tax  is  going  to  hit  some 
people  with  incomes  under  $100,000,  not 
just  the  really  wealthy." 

BRACKET  CREEP 

ORIGINALLY  INTENDED  to  ensure  that 
the  very  richest  Americans  could  not  avoid 
paying  taxes,  the  AMT  is  based  on  calcula- 
tions that  exclude  personal  exemptions 
and  large,  common  deductions,  such  as 
state  and  local  income  and  real  estate  tax- 
es. But  because  the  formula  has  not  been 
adjusted  to  keep  up  with  rising  incomes, 
the  U.S.  Treasury  predicts  2.7  million  filers 
will  have  to  pay  it  this  year,  about  400,000 
more  than  in  2002  and  1.7  million  more 
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taxpayers  most  vulnera 
ble  to  the  AMT  are 
those  who  five  in  high- 
tax  states  such  as  Call 
fornia  and  New  York. 

Figuring  out  if  you  owe  the  AMT  re- 
quires two  steps.  First,  calculate  your  reg- 
ular income-tax  bill,  including  all  the  de- 
ductions you're  ordinarily  entitled  to.  In 
the  case  in  the  table,  the  family  owes  /v^*//; 
$32,213.  Then  do  the  AMT  math.  First 
you'll  have  to  exclude  the  deductions  you 
normally  would  get;  then  you'll  be  able  to 
take  an  AMT  exemption  (raised  a  few 
thousand  dollars  in  2003,  to  $40,250  in 
adjusted  gross  income  for  an  individual 
taxpayer  and  $58,000  for  a  joint  return) 
before  you  get  to  the  bottom  line  that 
makes  you  liable— or  not— for  the  AMT. 

In  the  example  (table,  page  139),  since 
the  AMT  doesn't  allow  the  family  to 
deduct  its  state  income  tax  or  real  estate 


and  personal  property  taxes,  the  result  is 
$34,320— and  the  law  says  the  higher  of 
the  two  is  what's  owed.  Other  factors  that 
could  bump  you  into  the  AMT  include  ex- 
ercising incentive  stock  options  and  not 
selling  them  in  the  same  year,  high  med- 
ical deductions,  or  interest  on  a  home-eq- 
uity loan  not  used  to  buy,  build,  or  improve 
your  house. 

Your  yearend  tax-planning   changes 
drastically  if  you're  subject  to  the  AMT.  If 


2003  Tax  Checklist 

There's  still  time  to  make  moves  that  can 
lower  your  tax  bill.  Some  key  questions 
and  advice: 


IWill  I  get  hit  by  the  alternate 
minimum  tax? 

Do  a  trial  calculation  of  your 
regular  income  taxes  and  the 
AMT  Form  6251.  If  AMT  is  higher, 
put  money  aside  to  pay  the  bill 
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you  aren't,  as  long  as  you  itemize,  you  can 
reduce  your  tax  bill  by  prepaying  such  de- 
ductible items  as  real  estate,  personal 
property,  and  state  income  taxes  before 
Jan.  1.  But  if  you're  liable  for  the  AMT, 
those  deductions  won't  help  you  in  2003, 
and  you  might  as  well  save  them  in  case 
they  can  do  you  good  in  2004.  Taxpayers 
who  owe  the  AMT  and  did  not  anticipate  it, 
says  Ilurok,  "may  be  caught  in  a  surpris- 
ing cash  flow  problem  in  April"  if  they 


have  not   withheld  enough 
from  their  salary. 

No  matter  which  tax  you 
must  pay,  you  could 
be  in  line  for  a  re- 
fund. That's  because 
the  new  tax  law  that 
went   into  effect  on 
May  28  lowered  rates 
retroactively  to  Jan.  1, 
but  employers  did  not 
start  applying  the  new 
rates  until  July  1.  As  a 
result,  many  people  may 
be  overwithheld  and  eli- 
gible for  a  refund.  That's 
a  good  reason  to  file  early. 
Self-employed  workers 
and  others  who  pay  esti- 
mated taxes  each  quarter 
may  also  be  due  a  refund.  Mark 
Luscombe,  principal  analyst  for 
the  federal  and  state  tax  group  of 
CCH,  says  that  if  you've  made 
three  quarterly  payments  based 
on  income  estimates  prepared 
before  the  2003  tax  changes,  you 
may  have  already  paid  enough. 
In  that  case,  you  can  either  re- 
duce or  cut  out  your  Jan.  15  pay- 
ment altogether. 


A  BIT  OF  CHARITY 

CAPITAL-GAINS  tax  demands  at- 
tention, too.  Long-term  stock 
gains  taken  after  May  5  "will  be 
taxed  at  only  15%  (vs.  20%  last 
year),  but  short-term  gains  will  still 
be  taxed  at  your  highest  marginal 
rate"  for  ordinary  income,  says 
Bruce  Weininger,  a  partner  in  De- 
loitte  &  Touche  Private  Advisory 
Services  in  Chicago.  That  rate 
could  be  28%  for  an  individual 
with  taxable  income  of  $68,800  to 
$143,500  ($114,650  to  $174,700 
for  marrieds  filing  joindy)  and  35%  for 
those  with  taxable  income  of  $311,950  or 
more  (it's  the  same  for  singles  and  mar- 
rieds). So  try  to  hold  on  to  stocks  for  more 
than  a  year.  If  you  have  taken  short-term 
gains,  generate  losses  to  offset  them  by 
selling  some  losers  before  Dec.  31.  If  your 


How  the  Alternative 

Minimum  Tax  Works 

When  you  calculate  your  federal  income  taxes,  you 
need  to  do  it  two  ways:  using  the  familiar  Form  1040 
and  the  alternative  minimum  tax  Form  6251.  You  pay 
the  higher  of  the  two  results.  Here's  an  example 
showing  how  a  married  couple  with  two  children 
living  in  California  and  earning  $200,000  in  2003  can 
wind  up  having  to  pay  the  AMT.  Under  the  AMT 
system,  taxpayers  lose  valuable  deductions  such  as 
state  income  tax  and  property  taxes. 


REGULAR 

TAX 


ALTERNATIVE 
MINIMUM  TAX 


Adjusted  gross  income         $200,000  $200,000 


Itemized  deductions 

California  income  tax 

(11,500) 

0 

188,500 

200,000 

Real  estate/ 
personal  property  tax 

(10,000) 

0 

178,500 

200,000 

Home  mortgage  interest 

(18,000) 

(18,000) 

160,500 

182,000 

Personal  exemptions 

(12,200) 

0 

148,300 

182,000 

AMT  exemption 

0 

(50,000)* 

148,300 

132,000 

Phase-out  of  deductions  for 
high-income  taxpayers** 

1,815 

0 

Taxable  income 

150,115 

132,000 

Tax  rate 

28%f 

26%tt 

Total  tax*** 


$32,213      $34,320 


•  Reduced  by  25%  for  income  over  $150.0000 

"3%  of  adjusted  gross  income  over  $139,500 

t  Top  marginal  tax  rate  (see  IRS  tax  tables) 

ft  Flat  AMT  rate  applied  to  income  up  to  $175,000:  rate  is  28%  for 

income  above  that  amount 

•  oayer  pays  the  higher  of  the  two  totals  Data;  CCH  Inc. 


losses  exceed  your  gains,  you  can  claim  up 
to  $3,000  in  capital  losses  and  carry  what's 
left  over  into  future  years. 

For  higher-income  taxpayers  who've 
had  a  good  year  in  the  stock  market,  a  tax- 
saving  strategy  is  to  donate  shares  with 
long-term  appreciation— and  quality  for  a 


i  Because  tax  rates  declined,  I 
.  may  have  overpaid  estimated 
tes.  If  so,  what  do  I  do? 

j  may  be  able  to  skip  or  lower 
j  last  quarterly  payment,  due 
Jan.  15. 


3  What  if  I  have  had  too  much 
withheld  from  my  salary  for 
2003  taxes? 

Withholding  rates  dropped  in 
midyear,  so  if  you  overpaid, 
apply  for  an  early  refund. 


4  What  should  I  do  about 
capital  gains? 

Avoid  short-term  gains,  which 
will  be  taxed  at  ordinary  income 
rates  up  to  35%,  unless  you 
also  have  short-term  losses. 


5  Which  new  deductions 
can  I  take? 

The  standard  deduction  is  higher 
and  if  you're  self-employed,  you 
can  now  deduct  100%  of  your 
health-insurance  premium. 
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charitable  deduction  based  on  the 
stock's  fair  market  value  of  up  to  30%  of 
adjusted  gross  income.  If  you  don't 
want  to  designate  a  charity  now,  you  can 
put  the  stock  into  a  "donor-advised" 
fund  offered  by  companies  such  as  Fi- 
delity Investments  and  Vanguard 
Group.  Later,  you  can  direct  the  fund  to 
cut  checks  to  charities  you  choose.  You 
can  also  deduct  cash  or  in-kind  charita- 
ble contributions,  but  be  sure  you  have  a 
receipt  for  donations  of  $250  or  more. 

Finally,  don't  forget  the  tried-and- 
true  deductions  (table).  The  standard 
deduction  for  joint  filers  has  risen  to 
$9,500  (from  $7,950)  and  for  individu- 
als to  $4,750  (from  $3,975).  If  you  have 
a  401(k),  you  must  make  contributions 
no  later  than  Dec.  31  to  get  a  tax  defer- 
ral. Taxpayers  with  individual  retire- 
ment accounts  have  until  Apr.  15,  or 
when  they  file  their  tax  return. 

All  in  all,  with  the  stock  market  up 
and  tax  rates  down,  this  could  turn  out 
to  be  a  good  tax  season,  as  long  as  you 
don't  get  caught  in  the  AMT  net.  But  you 
won't  know  how  good— or  bad— it  is  for 
you  until  you  run  the  numbers.  ■ 


What's  New  for  the 
2003  Tax  Season 


STANDARD  DEDUCTION  increases  to 
$9,500  for  married  couples  filing 
jointly,  double  the  $4,750  for  single 
taxpayers 


A  DROP  IN  TAX  RATES  from  27%  to 
25%;  30%  to  28%;  35%  to  33%; 
38.6%  to  35% 


TAX  ON  "QUALIFIED"  DIVIDENDS  is 

lowered  to  5%  for  taxpayers  in  the  10% 
or  15%  brackets;  to  15%  for  taxpayers 
in  the  25%  and  higher  brackets 


DEDUCTION  FOR  HEALTH  insurance 
premiums  paid  by  the  self- 
employed  increases  to  100% 
from  70% 


CHILD  TAX  CREDIT  maximum 
increases  from  $600  to  $1,000  per 
child  (most  families  will  have  received 
a  check  in  advance) 


MAXIMUM  401(k)  CONTRIBUTION 

increases  from  $11,000  to  $12,000; 
taxpayers  50  or  older  can  pay  an  extra 
$2,000  in  catch-up  benefits 


AMT  EXEMPTIONS  rise  from  $37,750 
to  $40,250  for  singles;  from  $49,000 
to  $58,000  for  married  joint  filers 


Six  Funds 
To  Ride  in  Asia 

Even  in  already  soaring  markets,  there  are 
bargains  to  be  found.  BY  LAUREN  YOUNG 


LESS  THAN  SIX  MONTHS 
ago,  investors  were  writ- 
ing obituaries  for  the 
Asian  markets  as  SARS 
paralyzed  the  region.  But 
with  the  fear  of  severe 
acute  respiratory  syn- 
drome diminished,  the  Asian  Tigers  are 
starting  to  roar.  "There  are  a  lot  of  green 
lights  in  the  [region's]  economy,"  says 
Mark  W.  Headley,  co -manager  of  the 
Matthews  Asia  Pacific  fund. 

Some  of  those  encouraging  signs;  Af- 
fluence is  spreading,  and  consumers  are 
snapping  up  everything  from  beer  to 
cars  and  other  big-ticket  items.  Compa- 
nies are  seeing  an  uptick  in  pricing  pow- 
er after  years  of  deflation.  And  low  labor 
costs,  especially  in  China  and  India,  and 


up  l 


global  demand  for  raw  materials  pro 
duced  in  the  region  are  driving  profit: 
With  those  fundamentals,  it's  no  surprisi 
that  Asian  markets  are  up  anywhen 
from  33%  to  96%  so  far  this  year. 

Even  with  stellar  returns,  many  third 
Asian  stocks  are  still  bargains.  "Asia  has 
had  a  good  run,  but  if  s  not  massively  ex- 
pensive," says  Edmund  Harriss,  portfo- 
lio manager  of  several  Guinness  Atkin 
son  mutual  funds.  The  typical  Asian 
stock  is  trading  at  about  13  times  2004 
earnings,  and  earnings  are  expected  to 
increase  by  17%  next  year.  By  contrast, 
the  average  stock  in  the  Standard  & 
Poor's  500-stock  index  is  trading  at  18 
times  next  year's  earnings,  with  a  10% 
growth  rate. 

Still,  picking  stocks  from  the  region  on 


lie  iui 
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American  Traditions 


)me   things  are  best  When   they  have  a  numerous  market  rotations.  This  perspective  allows  them  to 

irprise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  learn  more, 

SS  please  call  your  advisor  or  visit  vvuu.americancentury.com. 


hen  you  choose  a  value  fund,  you  expect  it  to  perform  like 


value  fund.  Which  is  why  our  funds  are  managed  to  ensure 


vie  consistency    ["hey  let  you  build  a  balanced  portfolio 


•ith  confidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 
manage  our  value  funds 
says  a  lot  about  our 
values  as  a  company. 


Duration 

Equitv 
Income 

(TWl 

S&P  500 

1  Year 

20.17 

24.40 

3  Years 

9.73 

-10.13 

5  Years 

10.37 

1.00 

I  ife  or  hind 

14.06 

■  W03) 

10.76 

"'  values  may  flat  tuai  I  i 

mcurrmt prrformma  Information,  pltaseosU  u-  or  visit  ttrwtBMniiTlamettibary.com 

.  ■  ■ 

mmgfulthan  *■;  intent  of all  dividends  and  capital  gains.  R 

mrnliai  •  y  I  ippet  In. 

■ 

mast  call  i  ••"  1 1   \\h  I  \  foraprotptctui  with  mortcompurtt  information,  including  charges,  expenses  and  minimmns.  Be  -un  (p  read  It  cmtfulbj  before  u.m  invest 
*r  tend  money 
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Personal  Business 


your  own  is  tricky.  Only  the  largest  Asian 
companies  offer  American  depositary  re- 
ceipts (ADRs)  listed  in  the  U.S.  Moreover, 
getting  detailed— as  well  as  trustworthy- 
information  on  individual  companies 
found  on  Asian  exchanges  can  be  chal- 
lenging, to  say  the  least.  A  proliferation  of 
index  funds  and  exchange-traded  funds 
(ETFs)  that  mimic  the  Asian  markets  are 
available  to  investors,  but  with  the  rapid- 
ly changing  markets,  this  isn't  an  area 
where  you  want  your  money  to  be  in- 
dexed to  a  list.  Your  best  bet  is  to  find  a 
veteran  stockpicker  who  knows  how  to 
navigate  this  difficult  landscape.  We've 
come  up  with  six  funds  run  by  savvy  pros. 

REGIONAL  RESURGENCE 

IT'S  IMPORTANT  TO  note  that  interna- 
tional mutual  funds  are  often  the  target  of 
market  timers,  who  look  to  capitalize  on 
the  ability  to  buy  portfolios  of  overseas 
stocks  at  what  effectively  are  day-old 
prices.  That  has  been  one  of  the  flash- 
points in  this  year's  mutual-fund  scan- 


One  pro 
urges  a 


horizon 
in  Asia's 
markets 


ic/Asia  to  play  the  macroeco- 
nomic  trends  sweeping  the  re- 
gion. The  fund  has  a  hefty  33% 
weighting    in   Japan,   where 
stocks  have   awakened  from    IlVC^yCST 
their   prolonged    slumber   to 
jump  24%  in  2003.  Yet  it  also 
has  broad  exposure  to  Aus- 
tralia and  New  Zealand,  which 
get  an  additional  boost  from 
the  Asian  regional  resurgence. 
Co-managed  by  David  J.  Line- 
han  for  the  past  seven  years, 
the  fund  has  been  moving  away  from  de- 
fensive stocks  like  breweries  into  compa- 
nies leveraged  to  global  growth,  such  as 
Honda  Motor  Co. 

For  those  who  think  the  rebound  in 
Japan  is  for  real,  Fidelity  Japan  Smaller 
Companies  fund  is  a  true  standout.  It  has 
been  one  of  the  top  U.S.  funds  investing 
in  Japan  in  four  of  the  past  five  years.  The 
fund's  focus  on  small  stocks  also  means 
that  it  avoids  some  of  Japan's  large,  trou- 
bled banks.  Instead,  portfolio  manager 


INVESTING  IN  ASIAN  STOCKS 

FUND/SYMBOL 

EXPENSE 
RATIO' 

ASSETS 
(MIL.) 

TOTAL 

RETURN" 

2003 

TOTAL 

RETURN" 

3-YEAR 

PHONE 
(800) 

Excelsior  Pacific/Asia  USPAX 

Hits  the  most  Asian  countries;  biggest  bet  is  Japan 

1.51% 

$57 

36.81% 

-3.02% 

446-1012 

Fidelity  Japan  Smaller  Companies  FJSCX 
Best  play  on  Japan's  rebound;  avoids  troubled  banks 

1.19 

929 

59.47 

0.43 

544-8888 

Guinness  Atkinson  China  &  Hong  Kong  ICHKX 
Masterful  at  the  tricky  China  market 

2.02 

102 

52.61 

-0.66 

915-6566 

Matthews  Pacific  Tiger  MAPTX 

Broad  Asian  exposure,  but  no  Japan  in  this  fund 

1.87 

270 

54.73 

10.95 

789-2742 

T.  Rowe  Price  New  Asia  PRASX 
Mid-cap  stock  focus,  with  big  bet  in  India 

1.17 

800 

47.76 

2.92 

638-5660 

Templeton  Dragon  (Closed  End)  TDF 

Run  by  emerging-markets  veteran  Mark  Mobius 

1.62 

533 

58.71* 

19.46* 

416-5585 

Standard  &  Poor's/IFC  Asia  Index 

45.61 

9.07 

•All  are  no-load  funds,  except  for  Templeton  Dragon,  which  is  a  closed-end  fund  that  trades  on  the  New  York  Stock  Exchange. 
•  'Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  3-year  return  is  annualized  Returns  through  Nov.  7. 
t  As  measured  by  net  asset  value                                            Data:  Standard  &  Poor's  and  Morningstar 

dais.  The  funds  on  our  list  take  different 
approaches  to  ward  off  the  hot-money 
crowd.  The  Matthews  funds,  for  example, 
charge  redemption  fees  of  2%  for  in- 
vestors who  decide  to  leave  the  fund  with- 
in 90  days.  In  addition  to  a  2%  redemp- 
tion fee,  Guinness  Atkinson  requires 
investors  to  make  trades  by  9:30  a.m. 
Eastern  Time.  That  makes  the  fund  use- 
less to  market  timers— and  the  manage- 
ment company  is  considering  an  even 
earlier  deadline. 

If  you're  thinking  about  investing  in 
Asia,  look  no  further  than  Excelsior  Pacif- 


Kenichi  Mizushita,  who  is  a  buy-and-hold 
investor,  favors  consumer  and  informa- 
tion-technology stocks. 

Another  diversified  play,  sans  Japan,  is 
T.  Rowe  Price  New  Asia.  It  focuses  on 
midsize  companies  and  it's  also  the  fund 
on  our  short  list  with  the  biggest  bet  on 
India:  16%  of  its  portfolio  is  there.  Co- 
manager  Frances  Dydasco  likes  India's 
huge  base  of  young  college  graduates 
who  are  earning  good  salaries  but  still  liv- 
ing at  home,  so  they've  got  lots  of  dispos- 
able income.  And  she  prefers  to  play  the 
China  story  by  investing  in  high-quality 


companies    listed    in 
Kong     such     as     Hutd 
Whampoa. 

Other  investors  don't  | 
her  reservations  about 
where  economic  expansl 
expected  to  be  double  th« 
projected  in  the  U.S.  One| 
option    is    Matthews 
Tiger.  Some  40%  of  the  1 
in  companies  listed  in  Chil 
well  as  retailers  and  banl 
Hong  Kong  with  close  ti| 
the  mainland.  The  portfolio  is  well  i 
sified  among  sectors  and  among  s| 
midsize,  and  large  companies.  Mat 
also  is  slowly  moving  back  into  Soutfj 
rea,  which  has  trailed  its  neighbors  iif 
most  recent  rally  amid  heavy  consr 
and  corporate  debt  loads.  "Gro\ 
problematic  at  the  moment,  but 
where  the  valuations  remain  the 
compelling  in  the  region,"  Headley  i 
(Matthews  has  also  just  launched  | 
Matthews  Asia  Pacific  fund,  which,  ur 
this  portfolio,  also  includes  Japan.) 


CELL  PHONES  AND  CARS 

LIKE  THE  MATTHEWS  fund,  Tempi 
Dragon  is  gambling  on  China.  Chi 
companies    "are    moving    from   be 
third-party  manufacturers  to  build 
their  own  branding,  marketing,  and 
tribution  capabilities  worldwide,"  s 
manager  Mark  Mobius,  who  has  b 
navigating  his  way  through  emerg 
markets  for  more  than  three  decades 
holdings  in  the  closed-end  portfolio 
elude  a  Chinese  chemical  manufacture 
utility,  and  an  energy  company. 

The  best  pure  play  in  China  is  Harri 
Guinness  Atkinson  China  &  Hong  Ko 
fund.  Since  there  are  relatively  few  larl 
lines  available,  portfolio  manager  Harri 
likes  Chinese  cell-phone  operators.  H 
also  bullish  on  the  auto  sector  becau 
Chinese  consumers,  with  their  rising  a 
fluence,  are  making  the  switch  from  bic 
cles  to  cars  at  a  rapid  rate. 

Despite  the  bright  spots,  some  cloud 
still  hang  over  the  region.  Skeptics  poir 
to  the  boom-and-bust  cycles  that  sti 
seem  to  be  all  too  common,  such  as  th 
1998  crash  that  cut  the  Chinese  stoc 
market  in  half.  Political  instability  an 
wobbly  banking  systems  are  potentia 
threats.  And  these  markets  have  run  up 
long  way  without  a  correction.  That's  wh\ 
"investors  need  to  have  a  time  horizon  o 
at  least  five  years  if  they  expect  to  make* 
any  money  in  Asia,"  says  Marc  Faber,  an 
investment  strategist  who  runs  his  own| 
Hong  Kong  firm.  Having  an  Asia-sa 
fund  manager  also  helps.  ■ 
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Satellite  Radio: 
Two  for  the  Road 

Do  you  pick  XM  or  Sirius  service?  It  may  all  boil 
down  to  your  politics.  BY  DAVID  WELCH 


EVERY  MORNING  IT'S 
the  same  thing.  On  my  40- 
minute  drive  to  work  in 
Detroit,  I  find  myself  flip- 
ping between  my  CD  col- 
lection—which admittedly 
gets  old— National  Public 
Radio,  and  a  few  bad  FM  rock  stations 
that  feature  chatty  disk  jockies  who  play 
the  same  tunes  over  and  over. 

My  commute  got  a  lot  more  interesting 
once  I  started  testing  two  satellite  radio 
systems,  XM  and  Sirius.  The  two 
providers  offer  about  100  channels  with 
news,  sports,  and  many  genres  of  music 
and  entertainment.  Since  the  program 
lists  are  remarkably  similar,  it's  tough  to 
go  wrong  with  either  one.  But  I  preferred 
the  programming  on  Sirius  Satellite  Ra- 
dio because  it  has  more  variety  when  it 
comes  to  news,  talk,  and  nonmusic  enter- 
tainment. Plus,  Sirius  has  no  advertising. 
Here's  how  it  works.  XM  Satellite  Ra- 
dio Holdings  charges  $9-99  a  month  and 
has  two  to  three  minutes  of  commercials 
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per  hour  on  most  of  its  70  music  chan- 
nels. Sirius  Satellite  Radio  charges  $12.95 
a  month,  but  it  has  no  commercials  on 
any  of  its  60  music  stations.  Both  have 
ads  on  the  news  and  sports  stations,  such 
as  CNN  and  ESPN,  because  those  net- 
works carry  their  own  advertising. 

To  get  hooked  up,  you  must  generally 
spend  at  least  $120  for  a  portable  receiv- 
er you  can  plug  into  your  car's  power  jack 
or  a  home  unit  you  wire  into  your  stereo 
system.  For  up  to  $550  at  retailers  such  as 
Best  Buy  or  Circuit  City  Stores, 
you  can  get  a  docking  station 
for  an  XM  or  Sirius  receiver  in- 
stalled into  your  car  stereo.  The 
receiver  slides  out  of  the  car 
and  fits  into  a  specially  de- 
signed home  boom  box  that 
comes  with  the  package.  XM 
has  one  advantage  here.  Its 
new  Roady,  which  sells  for 
$120,  is  the  size  of  an  inch- 
thick  credit  card  and  is  com- 
pletely portable.  Sirius'  alter- 


Sirius 
has  more 
shows 
for  the 
liberal 
crowd 


PORTABLE  The 

D!!Phj,XiJSkyFi      native  to  the  Ro^ 
radio  left)  and        tJle    pJ        & 
Sinus  Kenwood  ,    ,   to  . , 

Here2Anywhere     "iade  by  e^ 
^mmm  diovox  or  Rem 

To  get  all  the 

needed  to  dock  the  receiver  in  the 

and  car  costs  about  $180. 

Car  dealers  also  offer  satellite  raditj 
ceivers  as  a  factory-installed  option. : 
dios  are  available  in  most  General  Mc 
models  and  in  many  from  Honda  M^ 
and  Acura.  XM  has  been  subsidizing 
auto  receivers,  so  the  feature  is  in  sc 
luxury  cars.  Sirius  has  a  similar  dist 
tion  deal  with  Ford  Motor  and  Daiml 
Chrysler,  generally  without  the  subsid| 
Since  factory-installed  receivers  can 
$300  or  more,  it's  cheaper  to  buy  a  re| 
unit  if  you  go  with  a  low-price  option  si 
as  the  Roady  or  the  Plug  &  Play. 

The  big  difference  between  the 
services  is  in  the  programming.  Since  I 
Sirius  channels  offer  something  ot 
than  music,  it  has  more  news  and 
than  XM.  That  line-up  has  a'  lot  to  of 
liberal-minded  listeners,  while  XM  seer 
to  aim  at  the  middle  and  the  right, 
not  to  say  Sirius  is  for  lefties  and  XM 
right-wingers.  But  consider  that  SiriJ 
has  three  public  radio  channels,  whi(| 
tend  to  draw  a  more  liberal  crowd,  ar 
XM  doesn't  have  any.  Sirius  also  has  Si| 
ius  Left,  a  liberal  talk  channel,  as  well 
Sirius  Right. 

COMIC  PERSONALITY 

SOME  OF  XM'S  STAPLE  talk-show  hos 
on  channels  XM  Buzz  and  Ask!  includ 
conservatives  Bill  Cunningham,  Michai 
Reagan,  and  libertarian  Glenn  Beck.  On 
exception:  Comic  personality  Phil  Hen 
drie  on  Buzz,  who's  in  the 
p.m.  to  9  p.m.  weeknight  slot 
takes  shots  at  both  sides  of  th 
political  debate.  In  one  session 
he  went  on  a  rant  suggesting 
sarcastically,    that    the    U.S. 
Army  turn  southern  Iraq  into 
one   big    military   base,   like 
Guantanamo  Bay,  and  let  the 
rest  of  the  country  rot. 

Another  difference  between 
the  services:  Sirius  features  a 
channel  for  the  gay  communi- 


I 


ATJMANYiCOMPANIES 


escas  <sp  <ugb 


^sxacaue 


HAVEWTHE  BESTJPARKING  SPACES! 


I  million  Americans  have  disabilities.Two-thirds  of  those  of  working  age  do  not  have  jobs.  It  is  a  mistake  to  ignore 
.,  lese  talented  individuals  who  prove  their  capacity  to  overcome  challenges  each  and  every  day. 

ur  goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life — including  the  workplace. The  following 
aders  of  our  CEO  Council  help  us  fulfill  this  mission. They  realize  that  hiring  people  with  disabilities  is  not  just  a  good 
ling  to  do,  it's  good  business. 


lillennium  Circle 
Etna,  Inc..  John  W.  Rowe.  M  D 
usinessWeek.  William  P.  Kupper.Jr. 
jnm.  Gary  D.  Forsee 

rustees'  Circle 

.Icoa.  Inc.AlainJPBelda 

Jtna  Group,  Inc..  Louis  C.  Camilien 

Myers  Squibb  Company.  Peter  R.  Dolan 
SM  Corporation,  Samuel  J  Palmisano 
"he  McGraw-Hill  Companies.  Harold  McGraw  I 
Ittropolitan  Life  Insurance  Company. 

Robert  H.  Benmosche 
Jnited  Parcel  Service,  Michael  L.  Eskew 
ferizon  Communications,  Ivan  G.  Seidenberg 


Chairman's  Circle 

American  Express  Company.  Kenneth  I.  Chenault 
Bridge  Street  Capital  Management,  Jeffrey  P.  Reich 
Deloitte  Touche  Tohmatsu.  James  E.  Copeland.Jr. 
Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Foote  Cone  &  Belding,  Brendan  Ryan 
The  JCPenney  Company,  Inc..  Allen  Questrom 
Johnson  &  Johnson, William  C.Weldon 
Merrill  Lynch  &  Co..  Inc.,  E.  Stanley  O'Neal 
Potomac  Electric  Power  Company, 

John  M  Derrick.  Jr. 
Pfizer  Inc..  Henry  McKinnell.Jr. 


Vice  Chairman's  Circle 

Charles  River  Ventures,  Richard  M  Burnes,  Jr. 
Citigroup,  Inc.,  Sanford  I.  Weill 
DaimlerChrysler  Corporation. Jurgen  E.Schrempp 
Eastman  Kodak  Company,  Daniel  A  Carp 
Gannett  Broadcasting,  Craig  A.  Dubow 
H.J.  Heinz  Company. William  R.Johnson 
Household  International. William  F.  Aldinger 
Microsoft  Corporation,  Steve  Ballmer 
New  England  Patriots,  Jonathan  Kraft 
Northrop  Grumman  Corporation. 

Ronald  D.  Sugar 
Powers  Pyles  Sutter  &Verville,  PC. 

Robert  J.  Saner  II.  Esq 


N.O.D.  and  BusinessWeek  salute  the  members  of  the  CEO  Council  for  believing  in  the  idea  that  it's  ability,  not  disability,  that  counts. 
Please  send  questions,  comments  or  tax-deductible  contributions  to  the  National  Organization  on  Disability,  910  16th  Street  NW. 
Washington,  DC  20006,  or  call  us  at  (202)  293-5960.TDD  (202)  293-S968,  FAX  (202)  293-7999. 

NATIONAL  ORGANIZATION  ON 

©USABILITY 

www.nod.org 

NOD  is  a  SOli  i  li  organization    This  is  a  donated  public  service  ad 
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ty;  XM  has  an  exclusive  channel  for 
NASCAR  racing  buffs  and  a  Playboy  sta- 
tion that  costs  an  extra  $2.99  a  month 

Musically  speaking,  the  differences  are 
subtle.  Both  offer  channels  with  popular 
music  from  the  1940s  to  the  present,  as 
well  as  formats  such  as  classical,  reggae, 
jazz,  and  rock.  One  difference:  Many  XM 


1 


channels  feature  live  disk  jockeys  who  take 
call-in  requests.  And  they're  experts.  XM's 
all-reggae  channel,  named  The  Joint,  fea- 
tures former  Bob  Marley  guitarist  Junior 
Marvin  as  a  DJ.  Sirius  recentiy  started  air- 
ing live  Djs,  but  they  don't  have  the  musi- 
cal pedigrees  of  XM's  hosts. 

Be  prepared  to  stick  with  the  service 


you  pick.  You  can't  switch  without  iyj| 
new  hardware.  That'll  change  iijij 
years,  when  open-standard  radio  | 
slated  to  hit  the  market.  For  now,  red 
less  of  which  you  choose,  you  can  bll 
fident  of  one  thing:  The  prograrrB 
you'll  find  will  be  a  lot  better  than  i 
get  on  AM  or  FM  radio.  ■ 


Restaurants 


Hungry  in  Paris? 
Head for  a  Hotel 

Restaurants  in  the  city's  gilded  hostelries  are 
attracting  the  best  chefs.  BY  JOHN  ROSSANT 


HERE  DO  YOU 
get  the  best 
meals  in  Paris? 
That' s  the  kind 
of  valuable  in- 
formation peo- 
ple tend  to  hold 
close  to  their  vests,  along  with  missile- 
launch  codes  and  their  real  weight.  The 
answer  is  getting  simpler  these  days: 
Head  for  one  of  the  city's  top  hotels. 
Chances  are  you'll  stumble  on  a  Michelin- 
starred  restaurant. 

Indeed,  the  best  and  brightest  chefs  in 
the  food-obsessed  City  of  Light  are  in- 
creasingly migrating  from  independent 
eateries  to  hotel  restaurants.  The  expla- 
nation is  partially  economic.  As  in  New 
York  and  London,  high  rents  and  labor 
costs  are  eating  into  profits.  Chefs  are 
questioning  why  they  should  take  the 
risks  of  opening  a  restaurant.  At  the  same 
time,  says  Derek  Brown,  the  Englishman 
who  runs  the  Michelin  Guide  Rouge, 
which  giveth— and  taketh  away— the  cov- 
eted star  ratings,  "hotel  owners  recognize 
that  having  great  food  is  another  way  of 
offering  value." 

Have  lunch  at  the  restaurant  at  the  Ho- 
tel Meurice  (33  144581028),  and  you'll 
see  exactly  what  Brown  is  talking  about. 
No  independent  restaurateur  could  possi- 
bly match  the  gilded  grandeur  of  the 
Meurice  dining  room,  from  the  ornate 
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frescoes  to  a  huge  carved  marble  fireplace. 
Waiters  glide  around  in  dark  ties  and 
morning  coats.  It's  a  fin  desiecle,  Maurice 
Chevalier-in-Gzg"z  kind  of  place. 

The  food  isn't  bad,  either.  Make  that 
"memorable"— thanks  to  the  ministra- 
tions of  chef  Yannick  Alleno.  Just  35,  Al- 
leno  is  already  considered  one  of  the 
finest  younger  chefs  in  France.  It  takes 
real  expertise  to  pull  off  his  version  of  a 


seafood    paella,    whose    tempur 
sauteed  fish  seem  to  fly  out  of  t 
His  carre  au  chocolat  is  a  perfect  cu 
chocolate  and  mint.  The  food  is  so 
cious  you  might  overlook  the  str; 
pheric  a  la  carte  prices.  At  $63,  tho 
Le  Meurice's  lunch  menu  is  a  rel; 
bargain. 

For  something  just  a  notch  less  gr; 
less     expensive,     and     as     culin 
interesting,  head  over  to  Le  Celal 
(33  147034042)  at  the  Hotel  Westmin 
just  off  the  Place  Vendome.  Christo 
Moisand,  another  thirtysomething 
der,  whips  up  dishes  such  as  fn 
bean  soup  with  smoked  duck 
orange-flavored  creme  brulee 
whiskey   ice   cream.   The   th 
course  lunch— complete  with 
cellent  wine  and  coffee— is  $ 
Not  cheap  but  worth  it,  conside 
the  stellar  quality  of  the  food 
the  setting,  which  could  be  mist; 
en  for  a  small,  exclusive  club 

The  hottest  hotel-dining  spot 
L'Atelier  (33  142225656)  at 
Hotel  Pont  Royal  on  the  Left  Bar 
This  is  the  latest  creation  of  Jc 
Robuchon,  a  star  in  the  Fren< 
restaurant  galaxy  since  the  198C 
It's  not  for  everyone:  It  won't  t; 
reservations,  m 


SEDUCTIVE 

Turbot,  one 
of  Alleno's 
offerings  on 
the  menu  at 
Le  Meurice 


ing  for  some  lo: 
waits,  and  it  h 
bar  seating  only. 

Robuchon 
betting        tha 
Parisian  diners  ar 
hankering    afte 
such  informality,  and  the  menu  reflect! 
that.  It  offers  dozens  of  tapas-style  selec) 
tions,  from  clams  stuffed  with  fresh  garli 
and  a  mackerel  tart  with  parmesan  an 
olives  to  squab  stuffed  with  foie  gras  an 
cabbage.  With  prices  starting  at  $6.80 
dish,  you  don't  feel  as  if  you  need  Interna 
tional  Monetary  Fund  debt  relief  at  the  end| 
of  a  meal.  That  would  be  a  welcome  trend 
in  Paris  dining  if  it  catches  on.  ■ 


The  perfect  balance. 

High  performance  equals  high  price.  Right? 
Wrong.  LEGATO  backup  and  recovery 
software  delivers  the  high-end  performance 
you  need  to  turn  your  data  into  business 
success.  And  does  so  at  a  cost  that  makes 
LEGATO  an  unsurpassed  value. 
Problem  Solved. 


1  LEGATO 


the  leader  in  open  software  solutions  for  Information  Management.'         a  division  of  EMC 


ATO  Software  LFGATO  and  the  LEGATO  logo  are  registered  trademarks  ol  LEGATO  Software  All  other  trademarks  are  the  property  of  their  respective  owners 


www.LEGATO.com 


Personal  Business  Photography 


Through  a  Lens, 
Musically 

Annie  Leibovitz  goes  back  to  her  roots  in  a 
new  exhibition  of  portraits.  BY  JAY  GREENE 


h 


1 


IN  THE  1970S  AND  EARLY  1980s, 
Annie  Leibovitz  made  an  art  of 
taking  portraits  of  music  legends 
for  Rolling  Stone.  She  went  on  to 
become  one  of  America's  best- 
known  portrait  photographers. 
Four  years  ago,  Leibovitz,  54,  de- 
cided to  go  back  to  her  roots— something 
of  a  "midlife  crisis,"  she  jokes— and 
shoot  portraits  for  a  new  book  and  exhib- 
it of  photos  of  rock,  blues,  soul,  folk,  coun- 
try, and  rap  artists.  Called  American  Mu- 
sic, the  show  runs  through  Jan.  19  at 
Seattle's  rock  museum,  The  Experience 
Music  Project  (emplive.com),  then  moves 
to  The  Hospital,  a  gallery  of  music  art  in 
London,  and  returns  to  the  U.S.  this  sum- 
mer to  Cleveland's  Rock 
WILSON  and  Roll  Hall  of  Fame  and 

Beach  Boy      Museum. 
mtmrnm  Leibovitz  photographed 


such  luminaries  as  Bruce  Springsteen, 
Bonnie  Raitt,  Willie  Nelson,  and  Neil 
Young,  and  blues  and  soul  legends  such 
as  John  Lee  Hooker,  Aretha  Franklin,  and 
Etta  James.  She  also  got  shots  of  younger 
artists  such  as  Beck,  Norah  Jones,  and 
P.  Diddy.  With  each  photo,  she  tries  to 
take  an  image  that  matches  a  musician's 
style  and  genre.  "You  want  it  to  look  like 
their  music,"  Leibovitz  says,  as  she  walks 
through  the  show. 

That's  what  you  see  in  a  shot  of  B.B. 
King.  He  sits  back  with  a  broad  smile,  his 
guitar  named  "Lucille"  in  his  massive 
hands.  "You  can  almost  see  the  note  he's 
playing  by  the  way  his  face  moves,"  Lei- 
bovitz says. 

She  captures  contemporary  R&B  artist 
Mary  J.  Blige,  looking  ordinary  in  a  fur- 
trimmed  leather  coat  and  hat.  The  shot 
came  after  Leibovitz  had  already  taken 


several  rolls  of  film  of  Blige    NELS(M 
in  the  studio.  Blige  had  al-    GrizzM 
ready  removed  her  makeup    ^™ 
and  headed  for  the  door 
when  Leibovitz  stopped  her  for  just ; 
more  pictures. 

Perhaps  the  most  stirring  photo  is  | 
of  troubled  Beach  Boy  Brian  Wilson.  I 
man  whose  falsetto  voice  once  defil 
surfer  music  has  long  struggled  with] 
pression.  Leibovitz  shot  him  in  2000 1 
to  a  Beverly  Hills  pool.  Storm  clol 
gather  behind  him,  and  his  pot  belly  pi 
out  of  a  robe.  "He  functions,  but  it's! 
the  edge,"  says  Leibovitz.  "To  see  Bri| 
it's  a  little  painful." 

A  POIGNANT  PAIR 

FOR  LEIBOVITZ,  the  most  moving  sh 
are  a  pair  of  photos  of  Johnny  Cash— c 
with  daughter  Rosanne  and  a 

with  his  wife,  June  Ca 
Cash.  She  took  the  pictu 
at  a  2001  family  get-toge 
er.  Cash,  who  had  been 
and  out  of  the  hospital  pri 
to  the  gathering,  was  ha 
ing  trouble  seeing.  He  si 
in  an  old  rocking  chair  on 
porch,  a  guitar  on  his  kne 
and  a  vacant  stare  on  h 
face.  Barefoot,  in  jeans  an 
a  tank  top,  Rosanne  accom 
panies  him.  Leibovitz  say 
they  were   singing  tradi" 
tional  songs  such  as  Amaz 
ing  Grace.  In  another  sho 
June   rests   her   head   o 
Johnny's  shoulder.  Withir 
two  years,  both  June  anc 
Johnny    were    dead.    The 
photos   are   riveting— and 
another  example  of  how 
Leibovitz   captures   music 
through  her  lens.  II 


i 
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You  can't  always  be  there.  But  you 
can  still  be  close.  With  the  most 
wireless  coverage  in  North  America. 
attwireless.com.  1-866-reachout 


AT&T  Wireless 


Personal  Business  Footnotes 
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EDITED  BY 

CAROL  MARIE  CROPPER 

HOLIDAYS 

SERVE  UP 
SOME  MEANING 
ON  TURKEY  DAY 

A  NEW  BOOK,  The 

Thanksgiving 
Ceremony  (Crown, 
$14),  suggests  ways 
to  turn  America's 
day  of  football  and 
heartburn  into  a 
more  meaningful 
family  experience. 
Among  author 
Edward  Bleier's 
suggestions: 
FIX  A  PLATE  with  five  grains  of  rice,  corn, 
or  other  grains  to  recall  the  famine 
suffered  by  the  Pilgrims  after  they 
arrived  at  Plymouth,  as  well  as  the 
hunger  that  persists  worldwide  today. 
PASS  AROUND  A  BOWL  of  nuts  and  fresh 
or  dried  fruits  at  the  beginning  of  the 
meal  to  symbolize  the  bounty  of  the 
harvest. 

INVITE  EACH  CHILD  to  ask  one  question 
about  Thanksgiving  or  American 
history. 

HAVE  THE  OLDEST  family  member  light  a 
candle  before  the  meal  to  symbolize  the 
guiding  light  that  person  provides.  The 
youngest  person  should  blow  it  out 
when  the  meal  is  ended. 

TRAVEL 

TOTE  THAT 
TODDLER 

TRAVELING  THROUGH  an  airport  can  be 
tough  with  both  tots  and  luggage  in 
tow.  But  it  just  got  easier  with  the 
Ride-On  Carry-On,  a  folding 
chair  that  attaches  to  your 
l8-by-22-in.  rolling  suitcase  and 
seats  a  child  up  to  40  lb.  It  then 
folds  flat  to  store  in  the  overhead 
bin.  Designed  by  a  flight 

attendant  who's  a  mother 
of  two,  it  also  sports  a 
headrest  that 
doubles  as  a  tray 
table.  It's  $45  at 
rideoncairyon.com 
or  800  290-6250. 


RETIREMENT 

Funnel  That  Cash 

GET  READY  FOR  THE  NEXT  wave  of  retirement  planning:  Fidelity  Investments  is  quietlj 
piloting  a  new  program  to  help  retirees  manage  their  income  by  funneling  all 
income  and  investment  sources  into  a  single  monthly  paycheck.  "People  spend  all  I 
this  time  preparing  for  retirement,  and  when  it  finally  arrives,  they  often  think:  'Nq 
what?' "  says  Cynthia  Egan,  executive  vice-president  at  Fidelity  parent  FMR.  "Thisl 
a  central  command  post  for  managing  and  monitoring  all  your  cash  flow." 
Fidelity  Retirement  Income  Services  puts  all  assets  and  ongoing  income 
streams— Social  Security,  pensions,  interest,  dividends,  annuities,  and  401(k)s— intl 
one  account  that  generates  a  monthly  payment  designed  to  cover  essentials,  such  a| 
housing  and  health  care,  and  fun  stuff  like  entertainment  and  travel.  Fidelity  also 
takes  charge  of  investing  all  the  assets.  The  cost  of  this  service  has  not  been 
determined.  A  formal  rollout  is  expected  next  spring  and  will  initially  target  some 
400,000  Fidelity  customers  nearing  or  in  retirement.  -Lauren  Your 


INVESTING 

Indexing  works  even  better  for  bonds  than 
stocks.  Vanguard  Group  found  indexing  beat 
active  managers  of  most  taxable  bond  funds. 
Bonds  deliver  lower  returns  than  stocks,  and  the 
returns  fall  in  a  narrower  range,  making  it  hard 
for  managers  to  gain  an  edge  once  fees  are  subtracted. 


PERCENT  OF  ACTIVE  BOND  FUNDS 
TYPE  OF  BOND  FUND     THAT  UNDERPERFORM  BOND  INDEXES" 


Short-term  Government 

Intermediate  Government 


98% 


99 


Long-term  Government 


98 


PERCENT  OF  ACTIVE  BOND  FUNDSl 
TYPE  OF  BOND  FUND     THAT  UNDERPERFORM  BOND  INDEXES'! 

Intermediate-term  Corporate        90  /o 

mmmmmmmmmmmmmmmmmmumammmammmmmmmmmm 

Long-term  Corporate 83 

mmmmmmmmmmmmmmmmmmmmmmmmmmmmmmm 

Ginnie  Mae  90 


Short-term  Corporate 


100 


High  Yield 


62 


Based  on  the  average  annualized  return  of  the  Lipper  peer  group  and  the  average  annualized  return,  less  20 
basis  points,  for  the  Lehman  index  in  the  five  years  ending  December  31, 2002 

Data:  Lipper  Inc  and  the  Vanguard  Group  Inc. 
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one's    invited 


Samsung's  Four  Seasons  of  Hope,  Sears  and  Boomer  Esiason  have  teamed 
up  to  make  a  difference  in  the  community.  The  funds  we  raise  help  to  find  a 
cure  for  cystic  fibrosis.  The  Boomer  Esiason  Foundation  has  raised  over 
22  million  dollars  and  is  advancing  the  cause  through  partnerships  w  th 
companies  like  Samsung  and  Sears.  We're  proud  to  support  this  de<  •. 
cause.  To  find  out  how  you  can  help,  visit  www.esiason.com  or  cont a 
Boomer  Esiason  Foundation  at  212-525-7777.  The  Four  Seasons  o'  Hope. 
Because  no  one  should  ever  go  without. 


Personal  Business  The  Barker  Port 


BY  ROBERT  BARKER 


Is  Starwood  Losing 
Star  Power? 


m 
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Envy  is  sinful,  so  forgive  me,  please: 
Barry  Sternlicht  makes  me  as  green  as 
Kermit  the  Frog.  At  42,  he  is  moving 
upstairs  to  be  "executive  chairman"  of 
Starwood  Hotels  &  Resorts  Worldwide, 
the  hotelier  responsible  for  the  Sheraton, 
St.  Regis,  Westin,  and  W  chains.  This  means 
he'll  do  assorted  guru  stuff,  strategize,  and 

play  the  ambassador,  while  spending  more  time  with  his  wife 
and  three  kids  at  their  Greenwich  (Conn.)  home.  To  do  the 
heavy  lifting  back  at  the  office,  Sternlicht 
is  searching  for  a  new  chief  executive. 

Nice,  huh?  Just  the  same,  I  don't  envy 
Sternlicht  for  investors'  reaction  to  the 
Oct.  30  news  of  his  ascension  plan.  The 
stock  soon  fell  9%,  to  under  33.  Starwood 
was  surprised  by  the  slide,  a  spokesman 
told  me.  Had  the  company  not  jumped 
into  the  market  and  bought  back  shares 
for  the  first  time  since  2001,  the  price 
likely  would've  gone  lower.  Every  dollar 
off  the  stock  means  a  paper  loss  to 
Sternlicht,  whose  Starwood  holdings  top 
$300  million,  of  more  than  $9  million. 


SOME  MAY  SEE  the  market  response  as  a 
flattering  pout  that  Sternlicht,  a  proven 
innovator  who  dreamed  up  the  trendy  W 
chain,  will  be  working  less.  Others  may 
see  it  as  a  chance  to  buy  one  of  the  year's 
hottest  stocks  (chart).  But  if  you  ask  me, 
it's  a  cry  of  dismay  that  Starwood  may  be 
setting  out  on  a  course  destined  to  yield  a 
host  of  new,  unseen  risks.  The  next  CEO 
will  be  someone  who  "ruthlessly  executes 
Barry's  vision.  We  want  someone  who 
can  execute,  execute,  execute," 
Starwood's  spokesman  told  me.  "Barry 
has  a  great  new  idea  every  day,  and  he 
wants  it  executed  by  that  very  afternoon." 
Yet  after  five  tumultuous  years,  investors 
may  prefer  that  Starwood  simply  make 
good  on  old  promises  that  it's  still 
struggling  to  fulfill. 

Faced  with  a  hostile  change  in  the  tax 


STERNLICHTS 
TOUCH 

A  W  Hotel  in 
San  Diego 
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STARWI 

PLAYING  CATCH-UP 


PERCENT 


I  FROM  AUG.  1998 


TOTAL 
RETURN 


-30  -15  0  15  30  45 

■WHEN  STARWOOD  ANNOUNCED  A  MAJOR  REORGANIZATION. 
THROUGH  NOV.  5   "THROUGH  NOV.  5 
Data:  Mormngstar 


law  back  in  1998,  Starwood  underwent  a  major 
reorganization.  It  simplified  its  structure,  in  part  to 
encourage  Standard  &  Poor's  to  list  it  in  its  500-stock  i 
Beyond  that,  a  key  to  the  corporate  makeover  was  a  sha 
cut  in  the  dividend,  to  a  yearly  rate  of  60<f  from  $2.08 
Freeing  that  cash,  Starwood  expected,  would  fuel  gro 
Patient  investors  would  be  rewarded:  Starwood  aimed 
yearly  dividend  hikes  of  15%.  "Our  stock  represents  an 
extraordinary  value,"  Sternlicht  said  back  then. 

Within  two  years,  Starwood  met  its  goal  of  an  S&P  500 
listing.  And  it  made  good  on  its  indicated  dividend  boosts 
2000  (up  15%)  and  2001  (15-9%).  Last  year,  however,  the 
payout  rose  just  5%,  and  there  it  stands:  No  increase  this 
and  none  penciled  in  for  2004.  The  15 
dividend  growth  rate  remains  a  corpo 
goal,  Starwood  says.  It  has  husbanded 
cash  because  of  the  many  woes  suffere 
by  hoteliers  since  2001— recession,  ten 
attacks,  SARS,  war— along  with  its  foe 
on  lowering  debt.  In  any  case,  since 
Starwood  unveiled  its  reorganization  i 
August,  1998,  the  stock's  total  return  ts 
investors  has  badly  lagged  those  of  the 
broad  market  and  a  leading  rival, 
Marriott  International,  despite  Starwoo 
having  spent  some  $867  million  on  sto< 
repurchases. 

Now  investors  must  wonder  whether 
Sternlicht's  new  role,  plus  a  fresh  CEO, 
will  add  up  to  higher  returns.  Longtime 
Starwood  watchers  are  in  show-me  mod 
"Barry  is  a  very  strong  personality,  and 
he  deserves  kudos  for  pushing  what  had 
been  a  sleepy  company  to  become  more 
innovative,"  says  Mike  Kirby,  a  principal 
at  Newport  Beach  (Calif.)  real  estate 
research  boutique  Green  Street  Advisors. 
"But  Barry  is  a  tough  guy  to  work  for. 
There  have  been  any  number  of  people 
who  have  left  that  company  who  worked 
closely  with  him."  Now  above  $34,  the 
stock  trades  at  36  times  bullish  estimates 
of  2004  profit,  even  as  Starwood  sees 
2004  earnings  before  interest,  taxes, 
depreciation,  and  amortization  rising  5% 
to  8%.  Thou  shaft  not  envy  Sternlicht's 
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successor. 


E-mail:  rb@businessweek.com 
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"Deploying  our  ERP  application 
on  our  tight  deadline  would 
have  been  impossible.  With 
Citrix,  we  not  only  made  our 
deadline,  we  also  drastically 
reduced  our  deployment  costs." 


Curtis  Robb,  CIO 
Delta  Air  Lines,  Inc. 


iNFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

In  the  airline  business,  being  on  time  is  everything. 
And  for  Delta  Air  Lines,  their  ERP  deployment  was 
no  exception.  But  with  12,400  individual  desktops 
to  manage,  they  needed  a  faster  route  to  meet  their 
deadline.  So  they  turned  to  Citrix  for  a  simplified 
and  more  cost-effective  solution.  Not  surpr.s.ng, 
considering  that  99%  of  the  Fortune  500  use  Citrix 
software  to  deploy  applications  centrally  tor  secure, 
easy,  and  instant  access  to  business-critical  information 
_  anvwhere,  anytime,  from  any  device.  We  call  rt  the 
on-demand  enterprise.  And  it's  helping  more  than 
120  000  of  our  customers  save  money  and  reduce 
IT  complexity.  To  learn  what  Citm  can  do  tor  your 
business,  call  888-820-7918  or  visit  www.atnx.com. 


CITRIX 
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BY  GENE  G.  MARCIAL 

WHY  PATINA  OIL  &  GAS  COULD  KEEP  ON  PUMPING  HIGHER. 
AN  ONLINE  PARTNER  COULD  BE  MAKING  EYES  AT  CYBERSOURI 
ENTERTAINMENT  PROPERTIES:  MORE  SAVVY  MEGAPLEX  BUYS. 


SHOOTING 

RIGHT  UP 


DOLLARS 
45  PATINA  OIU 

40 1  II  ni  n 


MAY  12.  '03  NOV.  12 

Data:  Bloomberg  Financial  Markets 


A  Deeper  Shine  at  Patina 

HOW  MUCH  HIGHER  can  Patina  Oil  &  Gas  (POG)  fly? 
Its  shares  have  shot  from  30  in  May  to  44.54  on  Nov. 
12,  and  some  worry  they  might  get  clobbered  if  energy 
prices  tumble.  But  Stephen  Leeb  of  Leeb  Capital  Manage- 
ment, author  of  a  new  book,  The  Oil 
Factor,  says  oil  and  gas  prices  will 
climb  over  time  and  that  low-cost 
producer  Patina  is  a  "'compelling" 
play.  Leeb,  who  owns  shares,  sees  the 
stock  at  60  in  a  year.  Even  if  natural 
gas  prices  drop— from  $5  per  1  million 
BTUs  to  $3.50,  say— Patina's  earnings 
will  keep  growing,  he  maintains. 
Output  and  reserves  are  on  the  rise, 
because  Patina  extracts  fuel  so  cheaply. 
Its  properties  are  in  Colorado's 
Wattenberg  Field,  in  southern 

Oklahoma,  and  in  the  Texas  Panhandle.  Leeb  sees  Patina 
upping  production  more  than  15%  a  year— for  five  years.  It 
generates  strong  cash  flow  to  fund  acquisitions.  In  October, 
Patina  bought  a  big  stake  in  Denver's  Cordillera  Energy 
Partners,  which  has  vast  natural  gas  reserves.  Earnings 
should  hit  $3.11  a  share  in  2003  and  $3.95  in  2004,  up  from 
$1.75  in  2002,  says  Brad  Beago  of  Credit  Lyonnais  Securities, 
who  has  an  "add"  rating  on  the  stock.  He  owns  shares,  and 
Lyonnais  has  done  banking  for  Patina.  Beago  says  Patina's 
"low-risk"  operations  make  its  outlook  "predictable." 

CyberSource:  Just  Right 
For  First  Data? 

WITH  ONLINE  TRANSACTIONS  ramping  up,  demand 
for  small-cap  CyberSource  (CYBS)  services,  such  as 
securing  electronic  payments  or  averting  credit-card 
fraud,  is  ratcheting  higher.  So  is  CyberSource  stock— from  2.05 
in  May  to  5.75  on  Nov.  12.  The  solid  third-quarter  results  and 
higher  year-over-year  revenues  for  the  first  time  in  two  years, 
"justify  the  big  advance,"  says  Jonathan  Cohen  of  JHC  Capital 
Management.  But  the  sharply  higher  volume  on  the  stock's 
surge  suggests  something  else  to  Cohen,  who  owns  shares. 
Whispers  are,  he  notes,  that  CyberSource  could  be  a  target  of 
First  Data,  a  global  provider  of  electronic  commerce  services  to 
3  million  merchant  stores  and  1,400  credit-card  issuers.  In 
August,  First  Data  and  CyberSource  signed  a  "strategic 
partnership"  to  provide  customers  with  their  combined 


services.  CyberSource's  3,000  cus- 
tomers include  Wal-Mart  Stores,  3M, 
Home  Depot,  and  Nike.  First  Data, 
with  sales  of  $7.6  billion  and  a  market 
cap  of  $27  billion,  is  a  giant,  especially 
when  compared  with  CyberSource, 
whose  sales  in  2002  were  $28  million, 
with  a  market  cap  of  $190.5  million. 
Cohen  figures  CyberSource  is  worth  9 
to  10  in  a  buyout.  It  has  yet  to  make 
money,  but  he  sees  it  breaking  even  by 
early  2004.  CyberSource  and  First 


Data  declined  comment  on  the  buyout  chatter. 


A  PLACE 
IN  THE  SUN 


DOLLARS 


More  Starring  Roles  for 
Entertainment  Properties 

ENTERTAINMENT  PROPERTIES  TRUST  (EPR),  the  onl 
real  estate  investment  trust  specializing  in  megaplex 
theaters,  has  been  mostly  a  dividend  play.  But  now,  it 
attracted  growth  investors,  too.  So  says  Al  Otero  of  Europe; 
Investors,  whose  $2  billion  portfolio  bought  into  EPR  two 
ago  when  it  traded  at  11.  The  stock  has  since  rocketed  to  32. 1 
September,  Otero  bought  more  shares,  at  30.  The  reason: 
While  EPR's  8%  dividend  yield  had  slid 
to  6.2%,  its  earnings  growth  has  been 
fast,  mosdy  because  of  smart  buys.  CEO 
David  Brain  says  EPR's  October  pur- 
chase of  a  big  stake  in  New  Roc  City,  a 
447,000-sq.-ft.  complex  in  New 
Rochelle,  N.Y.,  will  add  15<t  a  share  to 
2004  operating  earnings.  Consensus 
estimate  for  2004  (without  New  Roc)  is 
$2.91  a  share,  vs.  forecasts  of  $2.63  for 
2003.  Brain  says  that,  with  EPR's  full 
acquisition  pipeline,  earnings  growth 
will  be  surprisingly  robust.  Such 

growth,  says  Otero,  plus  the  6.2%  payout,  deserve  a  higher 
multiple.  Right  now,  EPR  trades  at  an  11%  discount  to  its  peers 
notes  Jay  Leupp  of  RBC  Capital.  He  says  EPR  is  appealing  and 
rates  the  stock  "outperform."  RBC  has  done  banking  for  EPR. 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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A  strong  bank  beside  you 
makes  you  even  stronger. 


>  support  its  customers'  objectives,  the  Societe  Generate  Group  continually  strengthens  its  position  in  its  three 
jsinesses  ■  Retail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving 
5  million  customers  in  30  countries  ■  Asset  Management:  the  No.  3  bank  in  the  euro  zone,  with  €273  billion* 
nder  management;  among  the  world  leaders  in  alternative  investment  management,  multi-management 
nd  funds  of  funds  ■  Corporate  and  Investment  Banking:  the  3'°  largest  bank  in  the  euro  zone  based 
n  revenues  and  a  global  leader  in  derivatives  and  structured  finance.  www.socgen.com 

June  30,  2003 
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COMMENTARY 

After  drifting  lower  most  of  the 
week,  stocks  rallied  on  Nov.  12 
on  good  earnings  news  from 
Computer  Sciences  and  signs 
the  economy  is  generating  jobs. 
Investors  are  looking  past  the 
quarter  to  the  shopping  season 
and  to  signals  from  Europe  and 
Japan  that  their  recoveries  are 
gathering  steam.  The  Dow,  the 
S&P  500,  and  NASDAQ  all  ended 
near  their  year  highs. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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THE  WEEK  AHEAD 


BUSINESS  INVENTORIES 

Monday,  Nov.  17,  8:30  a.m. 
EST  »  September  inventories  are 
forecast  to  have  held  steady  after 
falling  0.4%  in  August.  That's 
based  on  the  median  forecast  of 
economists  surveyed  by  MMS 
International.  Inventories  fell  in  the 
third  quarter,  drawn  down  by  a 
jump  in  demand.  Economists 
expect  businesses  to  have  started 
rebuilding  inventories  this  quarter, 
which  will  lift  industrial  production. 
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GLOBAL  MARKETS  nov  12 

S&P  Euro  Plus  (U.S.  Dollar)  1051.7 

London  (FT-SE 100)  4371.2 

Paris  (CAC  40)  3411.1 

Frankfurt  (DAX)  3748.3 

Tokyo  (NIKKEI  225)  10,226.2 

Hong  Kong  (Hang  Seng)  11,971.5 
Toronto  (S&P/TSX  Composite)  7797.3 

Mexico  City  (IPC)  8539.3 


FUNDAMENTALS  nov  11 

S&P  500  Dividend  Yield  1.63% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  26.8 
S&P  500  P/E  Ratio  (Next  12  mos.)*  17.6 
First  Call  Earnings  Revision*  -0.06% 
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Apex  Mid  Cap  Growth  161.6 
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TREASURY  BUDGET  Monday, 
Nov.  17,  2  p.m.  EST  »  The 
federal  government  is  expected  to 
post  a  $59  billion  deficit  for 
October,  the  first  month  of  fiscal 
year  2004,  after  racking  up  a 
$374.2  billion  deficit  in  2003. 
CONSUMER  PRICE  INDEX 
Tuesday,  Oct  18,  8:30  a.m. 
EST  »  October  consumer  prices 
for  goods  and  services  very  likely 
rose  0.2%,  after  a  0.3%  rise  in 
September.  Excluding  food  and 


energy,  prices  probably  moved  up 
0.2%,  following  a  0.1%  gain. 
RESIDENTIAL  CONSTRUCTION 

Wednesday,  Nov.  19,  8:30 
a.m.  EST  »  Housing  starts  in 
September  likely  eased  to  an 
annual  rate  of  1.85  million. 
LEADING  INDICATORS  Thursday, 
Nov.  20, 10  a.m.  EST  »  The 
Conference  Board's  leading 
indicators  index  is  forecast  to  have 
improved  by  0.2%  in  October, 
offsetting  a  0.2%  fall  in  September. 


The  BusinessWeek  production  index 
climbed  to  205.5  for  the  week  ended 
Nov.  1,  up  8.1%  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  improved 
to  206.6. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.c0m/rnaga2ine/extra.htm 
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'The  most  sweeping  upgrade  to  the  AOL  software  and  service  in  years. 
-  The  Wall  Street  Journal,  July  31,  2003 

"The  latest  AOL  software  elegantly  incorporates  more  custom  sign-on 
information  features,  new  communication  options,  added  security  and 
parental  controls,  and  extra  productivity  and  convenience  features..." 

-  PC  Magazine,  July  31,  2003 


"here's  a  new  star  in  town. 


AOL-  9.0  Optimized  has  exciting  features  such  as  Adaptive  Spam  Filters,  which  remarkably  learn 
which  e-mails  you  want  to  get,  and  which  ones  you  don't,  as  well  as  built-in  e-mail  anti-virus  software 
that  automatically  repairs  most  known  e-mail  viruses.  So,  what  are  you  waiting  for?  See  what  all  the 
hype  is  about  by  signing  up  for  AOL  9.0  Optimized  today. 


i«i  AOL 
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Life  needs   rave  reviews. 


Musi  he  18  or  older,  major  billing  method  required  America  Online  AOL.  Ihe  Inangle  design,  and  Running  Man  icon  are  registered  trademarks  ol  America  Online,  Inc  0  2003  America  Online,  Inc.  All  rights  reserved. 
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iflfantw  Hidden  height  increaser  inside 
■:.   oes  Making  men  taller  since  193 
u  FB££  color  catalog 
www  alavator shoes, com  10.htm 


ELEVATORS    i 

RICHLEE  SHOE  CO  .  OEPT    BW3D 

P  0  BOX  3566,  FREDERICK.  MD  21705 


1-800-343-3810 


li  vanced/Distance  Learning 


iW  istance  Learning  •  Off  Campus 
j  Home  Study 


Finish  your  BSor  MS  Degree- 


•egree  completion 
.  rograms  available 

•  Business  tdministntioii 

•  Management 

•  i's\(  holog) 

•  Education 

>rdil  for  Canst     I  if*  esperienct  arailable 

«tf- Paced  Program 

)p«-ii  l  iii.iilrit.iii  •  Stan  Anytime 


Planning  Your  Stay 
for  the 
Athens  2004  Olympics? 

Why  Not  Stay  on  a 
jjr_  Floating  Hotel, 
aValefYacht! 

I'hjiicrin;  YjiIi  i> 
in  liimc 

Since  i960 


Cahl 

University 

700  North  Main  Stravt 
Santa  Ana.  Calrforma  32701 


nil  Today.  (714)  54 7 -962b  <  (800)  854  8768 


usiness/Career  Opportunities 


my  Is  making 
ONEY  for  loan 
nd  leasing  brokers! 


Sustnaas  Loans  ■   Bquipmonl  L»*se 

OWN  VOt/A  OWN 
BUSINESS  LOAN  COMPANY 

No  •■pananca  rfidtd.    W*  support  you! 
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marinas  you  enjoy: 

•  Luxury  •  Security  •  Atmosphere 

•  Privacy  •  Private  transportation 
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Toll  Free:  (800)  223-3845 
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OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
Email:  info@Valefyachts.com 
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and  check  out  the  spectacular 
packages  being  offered.  Land 
and  air  packages  starting  as  low  as 
5599!  While  you're  there, 
register  to  win  a  FREE  trip 
to  Germany. 
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YOU'VE  EVER  STAYED  IN. 
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splendor  located  in  the  Arizona 
Biltmore — a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  for  an 
entire  month,  as  a  one-month  lease 
per  year,  for  five  years. 
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RESORT 
MANSIi 

The  grandeur  of  a  mansion. 
The  services  of  a  5 -star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  otter  to  sell  nor  a  solicitation  ot  an  offer  to  buy  to  residents  of  any  state  in 

which  registration  requirements  have  not  been  fulfilled  Void  where  prohibited- 
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Save  50%  or  more 
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As  Debt  Negotiators 
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Free  Info  800-883-5080 
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ABSOLUTELY  FREE 
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Ph.D.  Degrees 

Based  on  life  and  work  experience 

Confidential  -  Fast  -  Student 

Loans  www  arrc  org 

800-951-1203 


World 's  Finest  Artificial 
Qhristmas  In- 

25  Styles  of 
Pmlii  A  Predecorated 

Free  Delivery 

Save  40%  to  60",. 

Factory  Direct 

\w  w.treeclassics.corr 
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Quality.  Custom  Vinyl  Banners^ 
Easy  Online  Ordering 
Fast  Service 


www.HalfPriceBanners.com 
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The  Debate 
Over  Deficits 


THE  PUBLICATION  OF  Robert  E.  Rubin's 
book,  In  An  Uncertain  World,  is  an 
opportunity  to  examine  a  key  policy  debate 
roiling  the  country  since  Ronald  Reagan 
became  President:  Do  budget  deficits 
matter?  The  argument  pits  an  unusual  alliance  of  the 
Right  and  Left  against  the  middle,  with  Republican 
supply-siders  and  liberal  Democrats  in  favor  of 
deficits  and  moderates  of  both  parties  against  them.  The  deep 
tax  cuts  promoted  by  President  George  W.  Bush,  projected 
multitrillion-dollar  budget  deficits,  and  the  health  of  the 
rebounding  economy  make  the  great  deficit  debate  critical. 

It  is,  of  course,  all  about  growth.  Rubin  argues  that  income 
tax  increases  under  President  Bill  Clinton  moved  the  budget 
into  surplus,  cut  interest  rates,  and  boosted  corporate 
investment.  The  result?  Eight  years  of  solid  growth,  rising 
productivity,  record  low  unemployment,  and  new  highs  for 
stock  prices.  Supply-siders  who  predicted  disaster  when  taxes 
went  up  were  proved  wrong,  Rubin  says. 

Not  so,  say  the  supply-siders.  When  taxes  were  cut  under 
Reagan  in  the  '80s,  the  deficit  rose  sharply,  yet  rates  fell  and 
growth  was  as  strong  as  in  the  '90s.  Foreigners  financed  the 
deficit.  Today,  the  White  House  is  making  the  same  argument. 

So,  do  deficits  matter?  It  depends.  First,  the  business  cycle 
makes  a  difference.  In  times  of  recession,  all  budget  deficits  are 
Keynesian.  Temporary  tax  cuts  that  increase  available  income 
make  fiscal  sense.  In  times  of  strong  expansion,  a  big  deficit 

could  spell  trouble.  Whether 
deficits  matter  also  depends  on 
what  people  want  from  govern- 
ment. Three-quarters  of  all  federal 
spending  goes  to  Social  Security, 
Medicare,  defense,  education,  farm 
subsidies,  highways,  parks,  and 
interest  payments  on  the  debt.  Polls 
show  most  Americans  are  against 
"government  spending"  but 
strongly  back  these  programs. 
Right  now,  no  one  is  paying  fully 
for  them  and  the  resulting  deficit  is 
long-term  and  structural.  It  gets 
much  worse  when  75  million  baby  boomers  begin  to  retire. 
The  pro-deficit  factions  on  both  the  Left  and  the  Right 
assure  us  that  economic  growth  will  pay  the  bill.  Liberals 
argue  that  more  government  spending  on  education  and 
research  and  development  will  boost  innovation  and 
productivity  (page  26).  Conservatives  say  that  lower  taxes  will 
increase  incentives  and  investment.  Yes,  technology,  risk- 
taking,  and  investment  all  play  key  roles  in  promoting 
growth.  Yet  no  reasonable  estimate  of  future  growth  is  likely 
to  pay  for  America's  long-term  deficit.  Some  supply-siders 
acknowledge  this.  Under  Reagan,  they  said  that  tax  cuts 


Over  the 
long  term, 
red  ink  may 
threaten 
America's 
prosperity 


would  pay  for  themselves.  Under  Bush,  the  supply-side ! 
of  the  Congressional  Budget  Office  agrees  that's  impossil 

A  pragmatic,  non-ideological  view  of  the  deficit  debate 
would  conclude  that  huge,  long-term  structural  deficits  pi 
America's  prosperity  in  harm's  way.  Maybe  China  and  Jap| 
will  finance  U.S.  budget  deficits.  Maybe  not.  Maybe  inflatk 
will  stay  low.  Maybe  not.  Maybe  the  boomers'  kids  and 
grandkids  will  pay  for  their  retirement.  Maybe  not. 

It  would  be  far  better  to  get  the  deficit  under  control. 
Means-testing  entitlements,  cutting  farm  subsidies,  and 
sharing  the  Iraq  burden  internationally  would  start  reignl 
in  government  spending.  Restoring  some  tax  revenues  to| 
for  what  Americans  demand  from  their  government  is  als 
the  responsible  thing  to  do.  The  clock  is  ticking  on  the  de^ 
Time  is  running  out  for  ideology  from  the  Left  or  the  Rig! 


The  Perils 

Of  Protectionis: 


HE  BUSH  ADMINISTRATION  is  about  tj 
find  out  the  price  of  protectionism.  The 
ruling  by  the  World  Trade  Organization] 
against  the  tariffs  the  U.S.  imposed  on 
steel  imports  is  completely  justified.  The 
tariffs  were  politically  motivated,  cost  more  U.S.  jo 
than  they  saved,  hurt  more  industries  than  they 
helped,  and  undermined  America's  credibility  on 
free  trade.  The  President,  who  says  he  is  a  free-trader,  shoul 
elbow  aside  his  political  advisers  and  do  the  right  thing: 
immediately  dismantle  the  tariffs. 

Tariffs  are  going  to  cost  President  Bush  politically.  He  mu 
now  choose  between  alienating  voters  and  pols  in  Pennsyl- 
vania, Ohio,  and  other  steel-producing  states,  who  want  the 
tariffs  to  continue,  and  voters  in  Florida,  South  Carolina,  an 
elsewhere,  who  face  punitive  duties  by  the  European  Union 
on  exports  of  U.S.  citrus  fruit,  textiles,  Harley-Davidson 
motorcycles,  and  other  products  if  the  U.S.  doesn't  comply 
with  the  WTO  ruling.  The  White  House  has  already  angered 
Midwestern  voters  where  the  car  and  other  steel-consuming 
industries  have  seen  some  prices  jump  30%  because  of  the 
tariffs.  Clearly,  steel  tariffs  were  one  political  manipulation  of 
the  marketplace  that  failed  politically  as  well  as  economically] 
The  same  fate  awaits  another  round  of  tariffs,  this  time  on 
Chinese  goods.  Some  139  House  of  Representative  members 
and  26  senators  have  written  the  President  urging  him  to 
limit  imports  of  Chinese  textiles.  Another  proposal  would 
impose  a  27.5%  tariff  on  all  Chinese  imports.  Neither  makes 
sense.  China  is  already  one  of  America's  largest  and  fastest- 
growing  export  markets.  For  every  U.S.  job  saved  in  the 
textile-producing  South,  others  could  be  lost  in  the  aircraft 
manufacturing,  semiconductor,  and  fanning  states  if  Beijing 
retaliates.  Protectionism  is  a  political  no-win  for  the  White 
House.  And  an  economic  no-win  for  the  U.S. 
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The  new  PowerBooks.  Now  available  in  three  sizes.  Meet  the  PowerBook  G4  family. The  12"  PowerBoc 


is  the  only  ultra-compact  portable  with  a  slot-loading  CD/DVD-burning  SuperDriverThe  17"  PowerBook  offers  th 
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largest,  most  stunning  display  to  ever  grace  a  notebook.  And  the  family  is  now  joined  by  the  all-new  15"  PowerBool- 

TM  and  t'2003  Apple  Computer,  Inc.  All  rights  reserved.  For  more  information,  roll  I  800  MY-APPLl  or  visit  opple.com/powerbook. 
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k  h  shares  its  siblings'  all-aluminum  design  and  strikes  an  unprecedented  balance  of  power  and  portability, 
jardless  of  which  one  you  pick,  you'll  get  a  turbocharged  PowerPC  G4  processor,  a  DVD-burning  SuperDrive 
ailable  on  all  models),  and  the  fastest  wireless  networking.  The  new  PowerBooks.  It's  one  amazing  gene  pool. 
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Congress,  the  SEC,  institutional 
investors— everyone  is  swooping  down  H^ 
with  proposals  to  curb  abuse 

33  The  Litigation  Has  Just  Begun 

Morgan  Stanley,  which  settled  SEC  and  »,.,. 
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34  Commentary:  Putnam  mhv 

The  ugly  uproar  over  the  SEC's  icosti 
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36  Stock  Options:  Cutbacks  Everywhere  \\ 
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38  Commentary:  Medicare 

The  reform  bill  in  Congress  isn't  an  Rx 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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Wal-Mart  Worries? 

As  the  retailing  giant's  power  grows,  the 
day  may  be  coming  when  it  is  a  magnet 
for  lawsuits  and  probers.  Ponder  the 
Microsoft  precedent 

A  Wairoing  Trend  in  Canada 

Frosty  relations  with  the  U.S.  may  soon  begin  to  thaw.| 
Prime  Minister-in-waiting  Paul  Martin  says  good 
neighbors  can  agree  to  differ,  be  it  over  minor  issues  li 
marijuana  laws— or  major  ones  like  Iraq 
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String  the  Wind 
1ess5  Sails 


This  Special  Report  examines  the  technology 
behind  wireless'  new  momentum.  Plus:  The 
keys  to  keeping  cell-phone  customers  happy 


The  Skinny  on  Weight  Watchers 

Popular  low-carb  diets  have  dented  its  stock,  but  stout 
fundamentals  and  a  solid  long-term  outlook  may  make 
this  a  buying  opportunity 


The  Man  with  the  Flight 
Plan  at  Southwest  Amines 

In  a  Video  Views  segment,  Chairman  Herb 
Kelleher  shares  his  experiences  in  the  pilot 
seat  of  the  successful  low-cost  carrier 
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Sign  up  for  our  free 
newsletters.  Go  to  business- 
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Tune  in  This  Weekend  for: 

I  Low  Cost  Airlines  Feeling  the  Heat  I  Small  Businesses  &  Health-Care  Costs 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.cwn 
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People  Friendly  because... 
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•Common  User  Interface 


•Universal  Print  Driver 


'Iiirge  Toner  Capacity 


•Longer  Listing  Drum 


•\en  Low  Cost  ot  Ownership 


High   S/Kttl 

I k'/xirl mental  Printing 


Printers  and  copiers  so 
simple  and  easy  to  use, 
they'll  make  you  smile. 

Kyocera  Mita  makes  a  full  line  of 
network  ready,  multi-functional 
copiers  and  printers  that  produce  crisp 
black  and  white  or  brilliant  color 
documents.  All  can  connect  seamlessly, 
with  embedded  wireless  capability.  Our 
devices  are  exceptionally  reliable,  come 
with  die  industry's  best  warranties  and 
feature  a  very  low  cost  of  ownership. 

In  addition  to  all  this,  we  are  different 
in  our  dedication  to  user  friendli 

Technology  should  make  life  simpler 
and  basinos  more  productive. 

Make  us  your  new  friend: 
www.kyoceramita.com/us 
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The  new  Concord  Carlton 
with  blue  engraved  dial. 
Luxury  in  stainless  steel 
for  men  and  women.  $990, 


I  am  the  strong 
silent  type. 


The  Concord  Carlton 
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Bailey  Banks  &  Bidd 

800  651  42  J 


a]  made  50  million 

bucks  yesterday; 

That  s  a  flame-out 
I  could  get  used  to." 

Conrad  Blot  V .  afia  being 

forced  am  at  CEO  <>l  media  aanl 

Hollinger  International 


£D  BY  IRA  SAGER 


'tER  ENRON 

IDIT  CLIENTS 
!TTHE 

:ave-ho 

:R  WATCHING  former  Big 
accounting  firm  Arthur 
ersen  implode  after  its 
on  Corp.  entanglement, 
surviving  Big  Four  aren't 
ing  much  to  chance. 
ewaterhouseCoopers  and 
Ditte  &  Touche  each  have 
d  about  500  clients  in  the 
1 18  months  because  of 
ility  concerns.  With 
.tings  being  restated  at  a 
)rd  clip,  shareholder 


lawsuits  have 
increased.  "We 
have  tightened  up 
our  standards," 
says  Gregory 
Weaver,  the  head  of 
Deloitte's  U.S.  audit 
practice.  Ernst  & 
Young  has  parted 
ways  with  more 
than  200  clients. 
KPMG  declined  to  comment. 

The  departed  clients  are 
mosdy  smaller  concerns 
whose  accounting  was  either 
too  aggressive— or  they  were 
unwilling  to  pay  more  when 
the  Big  Four  requested 
premiums  for  their  extra  risk. 
The  lost  business  will  cost 
E&Y  close  to  $100  million 
this  year,  while  PwC  expects  a 
$52  million  hit.  "When  you 
see  what  a  single  failure  can 
do  to  your  reputation,  it's  a 
lot  easier  to  avoid  the  risk," 
says  PwC  Vice-Chairman 
John  O'Connor.  An  extra 
measure  of  caution  could 
ensure  that  the  Big  Four  stay 
that  way.  -Brian  Hindo 


IE  BIG  PICTURE 

eung  THE  PINCH  The  cost  of  attending 
orivate  college  for  one  year,  as  a  share 
a  low-income*  family's  annual  earnings: 


77        '80         83        '86        '89        '92 
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Where  Insurance 
Doesn't  Travel 


YOU  CAN  GET  LIFE  INSURANCE  if  you  smoke  or  sky-dive.  But  good 
luck  if  you  plan  to  visit  Israel,  Colombia,  Kenya,  or  Saudi 
Arabia.  Some  big  U.S.  insurers,  including  Allstate  Corp.,  won't 
insure  anyone,  for  any  price,  who  plans  in  the  next  three  years 
to  visit  one  of  those  countries  or  the  other  22  now  on  the  State 
Dept.'s  travel-warning  list. 

The  blacklisting  of  travelers  to  Israel  is  especially  odd 
because  it's  the  only  country  on  the  list  where  the  life 
expectancy  of  its  citizens  is  greater  than  in  the  U.S.  Even  with 
the  Palestinian  intifada,  Israel's  death  rate  from  intentional 
injury— approximately  11  per  100,000  people  last  year— is 
lower  than  the  U.S.  rate  of  about  17.  In  fact,  Israeli  life  insurers 
do  just  fine  selling  policies  domestically. 

Couldn't  insurers  make  money  by  covering  travelers  to 
warning-list  countries  at  rates  reflecting  the  actual  risk  oi 
visiting  those  countries?  "That's  not  our  niche."  says  Allstate 
spokeswoman  Rebecca  Hirsch.  And  at  Georgia  State 
University,  Harold  Skipper  Jr.,  a  professor  of  risk  management, 
says  insurers  like  to  rely  on  "easy  decision  rules"— and  the 
State  Dept  list  is  a  ready-made  one.  -Peter  ( Jqj 
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BANK  NOTES 

CLEARING 
CHECKS  AT 
WARP  SPEED 

ATTENTION,  CHECK  writers: 
The  end  of  the  float  is  near. 
Between  automated  teller 
machines  and  debit  cards, 
check  processing  was  long 
overdue  to  speed  up.  On  Oct. 
28,  President  George  W.  Bush 
signed  a  bill  known  as  Check 
21,  which  lets  banks 
exchange  digital  images  of 
checks,  reducing  processing 


costs  and  fraud.  Translation: 
Most  checks  will  clear  in  a 
day,  not  two  to  five  days. 

The  legislation  has  been  a 
favorite  of  bankers  since  the 
1980s.  It  gained  urgency  after 
September  11,  when  the 
transportation  system  broke 
down,  halting  shipments  of 
checks  between  banks. 
The  new  system  will 
save  banks  about 
$2.1  billion  a  year, 
says  Small  Value 
Payments,  an  electronic 
payment  company  owned  by 
22  large  banks. 

What's  good  for  bankers 
may  not  be  good  for 
consumers.  Check  21  sinks 
consumers'  ability  to  write 
checks  first  and  deposit  funds 
later.  "People  will  refrain 
from  writing  checks  until 
they  have  money  in  their 
accounts,"  says  Paul  Murphy 
Jr.,  ceo  of  Southwest  Bank  of 
Texas.  The  bill  doesn't  go  into 
effect  until  Oct.  28, 2004,  so 
check  floaters  can  beat  the 
system  a  bit  longer. 
-Stephanie  Anderson  Forest 


VISA 


CARD-CARRYING  POLITICS 

DEMOCRATIC  CREDIT  An  uptick  in  spendingl 
may  bode  well  for  Democrats.  Thats  if  the 
spenders  use  the  Democratic  Party  Platinurl 
visa  card,  expected  from  Providian  Financial 
early  next  year.  The  Democratic  National 
Committee  gets  U  for  every  dollar  spent  usij 
the  card.  Providian  says  the  move  isn't 
political.  "[The  Party's]  a  large  prospective 
client  list/  a  spokesman  says.  Providian  alsc 
has  approached  the  GOP  And  it  has  spread 
wealth  itself:  Since  2000,  Providian  has  giver 
$239,250  to  Republicans  and  $282,250  to 
Democrats,  even  though  CEO  Joseph 
Saunders  is  a  registered  Republican.  Maybe 
he's  waiting  for  the  RNC  Visa.       -Brian  Hin\ 


AIR  TIME 

A  WORD  FROM 
THECEO-AND 
OUR SPONSOR 

AMERICAN  AIRLINES  has 

found  a  novel  way  to  pay  for 
internal  "newscasts"  to 
employees:  selling  ads. 

In  American's  deal  with 
Affinity  Online  Media,  Affinity 
will  sell  advertising  for  each 
of  10  broadcasts  it  produces 
in  the  next  year.  Affinity  will 
cover  the  costs  and  keep  the 
revenue,  saving  American 
$30,000  per  show.  The 
December  newscast  will 
carry  ads  from  Hertz,  Avis, 
and  Coca-Cola.  Workers, 
however,  won't  see  ads  from 
Southwest  or  JetBlue. 
American  can  still  screen 
advertisers.     -  Wendy  Zellner 


DRAWN  &  QUARTERED 


$  EEM:  OBESITY  ONE  OF  BIGGEST 

MAS  IN  THE  UNITED  states.... 
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TO  FLY  WITHOUT  LEAVING  THE  GROUND 
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t's  a  powerful  contradiction.  Hit  the  accelerator  and  experience  the  exhilaration  of  flight,  only 
lothing  is  airborne.  Cadillac  SRX,  with  available  Magnetic  Ride  Control,  reads  the  road  1,000 
imes  a  second  and  adjusts  the  damping  independently  on  all  wheels.  Over  rough  roads,  it  helps 
imooth  out  harsh  surfaces.  With  road  contact  maximized,  SRX  stays  well  planted  for  a  more  stable 
ide.  The  Cadillac  SRX  performance  utility.  With  the  wheels  firmly  on  the  ground,  spirits  soar.  > 


cadlllac.com    BOO  333  4CAD    Call  I  888  40NSTAR  or  visit  wwvunnst.ir.t  om  lor  tfllOffl 
QM  Corp  Ml  righti  rtsorwd  Brook  Through1"  Cadillac   Cidiiiuc  UjcIkp   srx 
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FACE  TIME 

JOHN 

GARAMENDI 


LOOKING  FOR 
SMOKE  AFTER 
THE  FIRES 

JohnGaramendiisthe 
master  of  disaster.  As 
California's  first  elected  State 
Insurance  Commissioner,  he 
helped  oversee  recovery 
efforts  after  the  Oakland  Hills 
fires  and  the  Northridge 
earthquake  in  the  early  '90s. 
Now,  he's  tackling  the 
aftermath  of  the  Southern 
California  wildfires,  which 
have  generated  7,900  claims 
covering  more  than  $2  billion. 

Garamendi,  57,  an 
advocate  for  consumers' 
rights,  is  helping  the  latest 
fire  victims.  After  previous 
disasters,  insurers  stopped 
writing  policy  that  guaranteed 
full  replacement  of  property. 
So  those  whose  homes  have 
appreciated  may  be  in  the 
hole  financially.  That  makes 
them  easy  prey  for  insurance 
crooks  who  promise  to  recoup 
more  than  a  policy  is  worth— 
for  a  fee— then  disappear. 
Garamendi  is  investigating  31 
possible  fraud  cases  and  is 
holding  workshops  for 
victims:  "We're  trying  to  make 
sure  the  victims  don't  get 
burned  twice,"  he  says. 

-Christopher  Palmeri 


TOYS 

ALL  I  WANT 
FOR  XM  AS  IS 
A  SATELLITE 

IF  YOU'RE  A  SPACE  buff  with  a 
few  million  bucks  to  spare, 
you  might  want  to  check  out 
an  unprecedented  auction  on 
eBay.  A  Poway  (Calif.) 
company,  SpaceDev,  is  offering 
to  build  and  launch  your  very 
own  low-orbit  satellite  for  the 
buy-it-now  price  of  $9.5 
million.  That  gets  you  exclu- 
sive use  of  a  satellite  similar  to 
the  one  it  built  for  scientists  at 
the  University  of  California  at 
Berkeley  to  study  temperature 
fluctuations  in  deep  space. 

SpaceDev  hopes  to  sell  two 
or  three  satellites  on  eBay  this 
year.  If  you're  the  winning 
bidder,  you  can  control  your 
bird  from  home  via  the 
Internet.  To  recover  some  of 
the  cost,  you  can  rent 
temporary  control  to  others, 
like  a  time  share,  or  sell 
pictures  of  the  earth  taken 
from  space.  Both  ideas, 
however,  seem  to  fall  in  the  if- 


ELECTION  2004 

CAMPAIGN 
CASH  FROM 
DOWN  THE  HALL 

SOME  DEMOCRATIC  Presidential 
hopefuls  aren't  just  leaning  on 
their  rich  pals  for  campaign 
money.  They're  tapping  their 
staffs  for  campaign  cash- 
especially  when 
if  s  time  to  meet 
quarterly  fund- 
raising  goals. 
About  40%  of 
donations  from 
staffers  came  in 
the  last  days  of 
each  of  the  past 
three  quarters, 
says  watchdog 


HOWAR 

DEAN 


PRESIDENT    .        - 

*  *  *       ^^ 


you-have-to-ask-you-can't- 
afford-it  category. 

Perhaps  more  realistic  is 
the  ego  appeal:  There  might 
be  a  TV  documentary 
chronicling  the  first  private- 
person  satellite  mission,  from 
design  and  assembly  of  the 
spacecraft— with  your  partici- 
pation—to the  bird's  fiery 
reentry  into  the  atmosphere 
after  circling  the  globe  for  a 
year  or  so.  "We've  got  to  move 
space  out  of  the  government 


Opensecrets.org.  "That' s 
awfully  fortuitous  timing," 
says  Carol  Darr,  a  political 
science  professor  at  George 
Washington  University. 

Senator  Joseph  Lieberman 
raised  the  most  from  staffers: 
$25,000.  Senator  John 
Edwards,  Representative 
Richard  Gephardt,  and  former 
Vermont  Governor  Howard 
Dean  each  took  in  more  than 
$20,000,  while 
Senator  John 
Kerry  got  $5,800. 
"We  like  to 
practice  what  we 
preach,"  says  a 
Lieberman 
spokesman.  And 
it  helps  to  keep 
the  boss  happy. 
-Brian  Hindo 


The  amount,  in 
millions,  that  the 
Interior  Dept.  will 
spend  next  year 
to  study  whether 
the  agency  should 
outsource  2,000 
jobs.  That's  $1,250 
per  job. 


Data:  National  Federation  of 
Independent  Business 
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REATE  YOUR  OWN  PENSION  PLAN.  It's  a  good  feeling,  knowing  where 
u're  going.  It's  an  even  better  feeling  being  in  control  of  how  and  when  you 
t  there.  Your  MetLife  advisor  can  help  you  build  a  custom  portfolio  of  funds 
id  annuities  that  are  right  for  you,  and  help  you  handle  all  the  details.  After  all, 
lose  retirement  is  it,  anyway?  For  more  information,  call  1-800-MetLife. 


ave  you  met  life  today? 


ietlife.com 


HHflMfl  Uto  f" 


Readers  Report 


i 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
ASSISTANT  MANAGING  EDITORS: 

Joyce  Bamathan,  Frank  J.  Comes,  Robert  J.  Dowling,  Kathy  Rebello 
ART  DIRECTOR:  Malcolm  Frouman 
CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 
ONLINE  EDITOR:  Bob  Arnold 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 
CHIEF  ECONOMIST:  Michael  J.  Mandel 
SENIOR  EDITORS:  James  C.  Cooper  (Bus.  Outlook),  Peter  Elstrom, 
Neil  Gross,  Mary  Kuntz,  Jeffrey  M.  Laderman,  Christopher  Power, 
Jane  A.  Sasseen,  Ciro  Scotti,  John  Templeman,  Lee  Walczak 
(Washington),  Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arnst,  Stephen  Baker,  Robert  Barker,  Aaron 
Bernstein,  Anthony  Bianco,  Nanette  Byrnes,  Paula  Dwyer,  Mike  France, 
Steve  Hamm,  Gene  G.  Marcial,  Otis  Port,  Marcia  Vickers,  Gary  Weiss 
ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (Bus.  Outlook 
ed.).  James  Mehring.  Seymour  Zucker  (Sr  contributing  ed. ).  Christopher 
Farrell,  Gene  Koretz  (Contributing  eds. ) 

INTERNATIONAL  Patricia  Kranz  (European  Edition  ed.):  Michael  S.  Serrill 
(Sr  ed.);  David  Rocks,  Pete  Engardio,  (Sr.  news  eds.);  Rose  Brady  (Sr. 
writer);  Cristina  Lindblad  (Europe).  Chester  Dawson  (Finance) 
ASSOCIATE  EDITORS:  Robin  Ajello,  Susan  Berfield.  Dan  Beucke,  Diane 
Brady,  Amy  Dunkin,  Hardy  Green,  Toddi  Gutner,  David  Henry,  Gerry 
Khermouch,  John  Koppisch,  Robert  McNatt,  Ira  Sager,  Eric  Schine 
PICTURE  EDITOR:  Larry  Lippmann 
MANAGING  ART  DIRECTOR:  Jay  Petrow 
SENIOR  ART  DIRECTOR:  Steven  Taylor 
INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 
DEPARTMENT  EDITORS:  Computers:  Spencer  E.  Ante  E-Business: 
Timothy  J.  Mullaney.  Finance  &  Banking:  Emily  Thornton.  Industries: 
Adam  Aston.  Internet:  Heather  Green.  Management:  Louis  Lavelle. 
Markets  &  Investments:  Mara  Der  Hovanesian.  Media:  Tom  Lowry. 
Personal  Business:  Carol  Marie  Cropper,  Anne  Tergesen,  Lauren  Young. 
Scoreboards:  Frederick  F.  Jespersen.  Telecommunications:  Steve 
Rosenbush.  Up  Front:  Kimberly  Weisul.  Working  Life:  Michelle  Conlin 
CONTRIBUTING  EDITORS:  Mark  Hyman  (Sports  Business),  Sheridan  Prasso 
STAFF  EDITOR:  Jennifer  Merritt 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 
chiefs);  Jim  Taibi  (Asst.  chief);  Aleta  Davies,  Doug  Royalty  (Sr);  Joy  Katz, 
Barry  Maggs,  Anne  Newman,  David  Pengilly,  Monica  Roman,  Lourdes 
Valeriano.  Researchers:  Maria  Chapin,  Gail  Fowler,  Aida  Rosario 
PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating, 
Robert  J.  Rosenberg  (Deputy  chiefs);  Alethea  Black,  Sarah  B.  Davis, 
Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 
ART:  Don  Besom,  Alice  Cheung,  Gary  Falkenstern  (Assoc,  dirs.);  Jamie 
Elsis,  Edith  Gutierrez.  Ron  Plyman  (Asst.).  Graphics:  Joan  Danaher 
(Director);  Rob  Doyle  (Deputy  dir);  Laurel  Daunis-Allen,  Joe  Calviello, 
Alberto  Mena,  Ray  Vella;  Eric  Hoffmann.  Imaging:  James  Leone  (Mgr.), 
Alan  Bomzer  (Asst.),  Neal  Fontana,  Nita  Le,  Rich  Michiel,  Leo  Nieter, 
Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn,  Ronnie  Weil  (Deputies):  Anne  D'Aprix, 
Kathleen  Moore,  Andrew  Popper,  (Assoc);  Sarah  Greenberg  Morse 
(Asst.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes,  Mindy  Katzman, 
Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Machlin- 
Lockwood  (Mgr.).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd, 
Stephen  R.  Lebron,  Peter  K.  Niceberg,  Jane  M.  Perkinson,  Karen  Turok, 
Use  V.  Walton  (Edit  map  mgr.).  Mark  Lang 
EDITORIAL  TECHNOLOGY:  Y.  Steve  Ben-An,  Yo-Lynn  Hagood,  Steven 
McCarthy,  Craig  Sturgis,  Mauro  Vaisman 
ONLINE:  Michael  Mercurio  (Managing,  ed.).  Arthur  Eves  (Creative  dir), 
A.  Peter  Clem,  John  A.  Dierdorff,  John  Johnsrud;  Will  Andrews,  Jaime 
Beauchamp,  Jane  Black,  Joleen  Colpa,  Roger  Franklin,  Brian  Hindo,  Olga 
Kharif,  B.  Kite,  Matt  Kopit,  James  Kutz,  Jessica  Loudon,  Kanyn 
McCormack,  Justin  McLean,  Tzyh  Ng,  Patricia  O'Connell,  Suzanne 
Robitaille,  Alex  Salkever,  Mica  Schneider,  Amey  Stone,  Joshua  Tanzer,  Amy 
Tsao,  Kathy  Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr.).  Charles  Haddad.  Boston: 
William  C.  Symonds  (Mgr.),  Faith  Arner.  Chicago:  Joseph  Weber  (Mgr), 
Roger  0.  Crockett  (Deputy  mgr),  Michael  Arndt  (Sr.  correspondent), 
Robert  Berner,  Pallavi  Gogoi,  Brian  Grow  (Contrib.  correspondent). 
Dallas:  Wendy  Zellner  (Mgr.),  Stephanie  Anderson  Forest,  Andrew  Park. 
Detroit:  Kathleen  Kerwin  (Mgr.),  Christine  Tierney,  David  Welch. 
Los  Angeles:  Ronald  Grover  (Mgr.);  Larry  Armstrong,  Christopher  Palmeri 
(Sr.  correspondents);  Arlene  Weintraub.  Philadelphia:  Amy  Barrett  (Mgr.). 
Seattle:  Jay  Greene  (Mgr),  Stanley  Holmes.  Silicon  Valley:  Robert  D.  Hot 
(Mgr),  Peter  Burrows,  Cliff  Edwards,  Ben  Elgin,  Joan  O'C.  Hamilton,  Jim 
Kerstetter,  Louise  Lee.  Washington:  Mike  McNamee  (Deputy  mgr.), 
Richard  S.  Dunham  (Washington  Outlook  ed.);  Rich  Miller  (Sr  writer); 
John  Carey,  Howard  Gleckman  (Sr.  correspondents);  Amy  Borrus,  Stan 
Crock,  Paul  Magnusson,  Alexandra  Starr,  Stephen  H.  Wildstrom  (Tech.  & 
You),  Lorraine  Woellert,  Catherine  Yang;  Douglas  Harbrecht  (Online:  Sr. 
news  ed.),  Beth  Belton  (Online:  News  ed.).  Beijing:  Dexter  Roberts  (Mgr.). 
Bombay:  Manjeet  Kripalani  (Mgr.).  Frankfurt:  Jack  Ewing  (Mgr.).  Gail 
Edmondson  (Sr.  correspondent),  David  Fairlamb.  Hong  Kong:  Mark  L. 
Clifford  (Mgr),  Frederik  Balfour,  Bruce  Einhorn.  London:  Stanley  Reed 
(Mgr.),  Kerry  Capell.  Mexico  City:  Geri  Smith  (Mgr. ).  Moscow:  Jason 
Bush.  Paris:  John  Rossant  (Mgr),  Carol  Matlack,  Andy  Reinhardt. 
Seoul:  Moon  Ihlwan.  Singapore:  Michael  Shan  (Mgr.).  Tokyo:  Brian 
Bremner  (Mgr),  Robert  Neff  (Confrib.  ed.),  Irene  M.  Kunii 
EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman,  Business  Manager 
Barbara  Boynton.  Communications:  Andrew  Palladino  (Director), 
Heather  Carpenter,  Nancy  Sheed.  Information  Services:  Jamie  B. 
Russell  (Director),  Susann  Rutledge  (Research  mgr.).  John  Cady 
(Technology  mgr),  Fred  Katzenberg,  David  Polek.  Susan  Zegel.  Office 
Managers:  Roselyn  Kopit,  Gloria  Kassabian  (Washington).  Readers 
Report:  Yvette  Hernandez.  Reprint  Permission:  Nancy  Johnson. 
Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


12  I  BusinessWeek  I  December  1,  2003 


Some  of  the  most 
spectacular  episodes  of 
business  growth  have 
occurred . . .  under  the 
reign  of  descendants." 

-Phyllis  Ezop 
La  Grange  Park,  III. 
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IN  PRAISE  OF 

THE  FAMILY  BUSINESS 

IT  IS  NOT  SURPRISING  that  superior  per- 
formance occurs  when  the  founding  fam- 
ilies remain  involved  ("Family  Inc.,"  Cov- 
er Story,  Nov.  10).  Some  of  the  most 
spectacular  episodes  of  business  growth 
have  occurred  not  only  with  owners  and 
founders  at  the  helm  but  also  under  the 
reign  of  descendants  such  as  Thomas 
Watson  Jr.  of  IBM  or  Ted  Turner,  both  of 
whom  took  over  and  vasdy  expanded 
their  fathers'  businesses.  Such  growth  is 
more  unusual  in  companies  completely 
run  by  professional  management. 

Because  of  its  very  nature,  professional 
management  emphasizes  administrative 
processes  that  can  work  to  the  detriment 
of  successful  growth.  This  is  why  many 
founders  have  trouble  bringing  in  profes- 
sional managers.  Their  difficulty  is  not 
just  a  stubborn  unwillingness  to  let  go.  It 
often  reflects  a  realization  that  the  busi- 
ness may  be  stifled  if  entirely  turned  over 
to  professional  management. 

-Phyllis  Ezop 
La  Grange  Park,  III. 

YOU  MENTION  NORDSTROM  as  an  ex- 
ample of  a  company  that  perhaps  has 


grown  too  large  for  its  own  good, 
the  current  generation  of  family 
agement  has  lost  the  "fire  in  the  b 
From    1991    to    mid-2000,   the   b 
turned  the  reins  over  to  the  only 
family  leadership  team  in  the  compa 
100-year  history.  During  that  time, 
company  struggled  on  several  of  the 
formance  metrics  you  identified  in  e 
ating  these  companies. 

In  late  2000,  the  board  put  bac 
place  a  family-led  management  te| 
and  performance  has  rebounded  dri 
ically.  More  important,  since  the 
team  has  been  in  place,  annual  sh 
holder  returns  have  averaged  25 
would  say  the  Nordstrom  family's  foi 
generation   of  leadership   is   sho 
plenty  of  "fire  in  the  belly." 

-PaulF.Fav\ 
Marakon  Associt 
Chu 
Editor's  note:  The  writer  is  an  advise 
Nordstrom. 

IT  MAY  BE  WORTHWHILE  to  look  at 
differences  between  original  foundi 
and  founders'  families.  Our  study  (wl 
D.  Palia  at  Rutgers  University),  whi 
considered    these    issues,    found    ti 
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Middleware  is  Everywhere. 


KEY 

MIDDLEWARE.  It's  what  on  demand  business  demands. 
And  middleware  is  IBM  software  like  DB2?  Lotus"  Rational^ 
and  WebSphere"  that  develops,  integrates  and  manages  your 
applications  and  systems.  Everything  is  efficient.  Seamless 
Across  the  board.  Across  platforms.  Microsoft."  Oracle.  Sun 
You  name  it.  IBM's  open  middleware  can  connect  it.  It's  instant 
business  benefit.  Instant  customer  satisfaction.  On  demand 
(c? business  on  demand!"  Go  to  ibm.com/software/integrate 

— 

1.  Instantly  admitting  patient. 

2.  Immediately  processing  claim. 

3.  Automatically  approving  procedure. 

4.  Constantly  tracking  treatment. 

5.  Directly  assessing  costs. 
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RRECTIONS&  CLARIFICATIONS 

[he  Web  Smart  50"  (Special  Report, 
'  '.  24),  Mattel  Inc.  was  incorrectly 
cribed  as  making  $2  billion  in  revenues 
n  licensing.  This  number  represents  the 
nsees'  total  retail  sales  of  Mattel- 
nded  products.  In  addition,  Mattel's 
me  system  is  expected  to  increase  the 
y  of  licensing  agreements  by  10%. 
ltrary  to  what  the  story  said,  It  is  not 
tected  to  raise  revenues  by  $200  million. 

PCs:  The  elves  are  working  overtime" 
>ws:  Analysis  &  Commentary,  Nov.  10), 
n  Fritz's  title  was  incorrect.  He  is 
isident  of  Micro  Electronics  Inc.'s  Micro 
iter  Stores.  (Richard  Mershad  is 
;sident  and  CEO  of  Micro  Electronics.) 


•eas  the  founders  added  value  to 
panies  (consistent  with  your  report 
»vith  American  University's  Ronald  C. 
jrson  and  Temple  University's  David 
>leeb),  businesses  that  were  led  by 
ly  members  actually  underper- 
ted  the  average  company.  Our  sample 
ides  hundreds  of  large  companies 
a  13-year  period. 
'e  also  find  that  founders  of  a  busi- 


ness tend  tO  respond  less  to  pay  in< 
rives:  They  work  hard  and  need  no  fur- 
ther push.  We  call  this  trail  "benevolenl 
entrenchment"  However,  according  to 

our  work  and  that  of  some  other  research, 
"...later  generations  lose  the  fire  in  their 
belly"  and  then  some. 

-5.  Abraham  Ravid 

Visiting  Professor 

Yale  University  School  of  Management 

New  Haven 

IN  THE  AIR, 

BIGGER  IS  NOT  BETTER 

AS  FOR  THE  IDEA  of  the  Airbus  A380 
("Mega  Plane,"  The  Corporation,  Nov. 
10):  I  am  a  frequent  flier  on  long-haul 
routes— and  I  don't  want  to  clear  board- 
ing security  with  500  people  on  one 
flight.  I  don't  want  to  have  to  travel  via 
hubs,  wait  for  transfers  and  have  luggage 
lost  and  get  off  a  plane  at  5:30  a.m. 
somewhere  with  500-plus  other  tired 
people  who  all  have  to  get  luggage  off  the 
same  racks  and  pass  through  ever  longer 
and  more  stringent  passport  control  and 
customs  inspections. 

The  Boeing  vision  of  having  more  di- 
rect flights  to  more  and  smaller  airports 
is  the  right  answer  for  the  traveler.  Given 


the  choice,  I  will  always  cast  a  pocket- 
hook  vote  for  the  Boeing  vision. 

David  Farnsworth 
lindon,  Utah 

WHERE  DIGITAL  CAN'T  BEAT 
GOOD  OL  FILM 

AS  SOMEONE  WHO  has  worked  in  the 
electronic  media  for  close  to  30  years.  I 
tell  my  clients  that  if  you  want  instant 
gratification,  go  digital  ("You  don't  own  a 
digital  camera  yet?"  Tech  Buying  Guide, 
Nov.  10).  If  you  want  to  try  to  create  a 
family  heirloom,  stick  with  film.  Electron- 
ic storage  media  deteriorate  in  a  surpris- 
ingly short  time.  I  fear  that  in  our  rush  for 
instant  history,  we'll  leave  no  visual  lega- 
cy for  our  future  generations. 

-Tom  Frank 
Twin  Falb,  Idaho 
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jorean  Road  Map? 

SON  THE  KOREAN  PENINSULA  How  to  Deal  with  a  Nuclear  North  Korea 

fchael  O'Hanlon  and  Mike  Mochizuki;  McGraw-Hill;  230  pp;  $19.95 


H  KOREA  Another  Country 

uce  Cumings;  New  Press;  241  pp;  $24.95 


:rth  Korea  is  a  charter  member  of  George  W.  Bush's 
il  empire,"  and  it's  easy  to  share  the  President's 
timents  when  he  says:  "I  loathe  Kim  Jong  II."  After 
Kim  has  presided  over  the  starvation  of  perhaps 
[lillion  of  his  own  people,  or  about  10%  of  the 

llation.  He  runs  one  of 


uost  perverse  states  the 

d  has  ever  seen,  a  place 

re  tens  of  thousands  of 

bats  wow  visitors  with 

Drmances  that  would  put 

lisplays  of  the  Third 

h  to  shame— and 

i  must  walk  home 

ugh  a  darkened 

because  there  is  no 

ley  for  mass  transit  or 

tricity  generation.  Kim's  nuclear 

?ram  is  a  menace  to  the  region 

the  world.  Meanwhile,  he  has 

rned  China's  offers  of  help 

1  economic  reform  and  remained 
.  I  toward  diplomatic  overtures  from  a 
es  of  increasingly  friendly  South 
ean  administrations. 
is  the  U.S.  is  discovering  in  Iraq, 
/ever,  it's  not  so  easy  to  translate 
hing  into  effective  policy  that  en- 
ices  global  security.  Two  new  books 
p  untangle  the  complexities  of  Korea, 
sis  on  the  Korean  Peninsula:  How  to 
i/  with  a  Nuclear  North  Korea,  by 
.okings  Institution  senior  fellow 

had  O'Hanlon  and  George 
shington  University  foreign  relations 
'fessor  Mike  Mochizuki,  is  an  incisive 
1  detailed  consideration  of  what  it 
1  take  to  bring  calm  to  the  region. 
rth  Korea:  Another  Country,  by 
[  iversity  of  Chicago  historian  Bruce 
mings,  offers  broader  cultural  insight 
o  how  the  North  Korean  people  and 
|ime  have  survived  in  the  face  of 
imaginable  adversity.  Both  volumes 
ne>  a  message  that  may  displease 
Tie  armchair  warriors  in  Washington: 
•  need  to  find  a  way  to  live  with  North 
>rea  rather  than  make  war  on  it. 
(  Yisis  on  the  A.'on'<//f  Peninsula 
Bvides  a  tough-minded,  nuts  and- 


CRISIS 

PENir 
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bolts  plan  for  transforming 
the  U.S.-North  Korean 
relationship  through  a 
comprehensive  set  of 
negotiations.  Under  the 
authors'  blueprint,  North 

Korea  would  get 
the  nonaggression 
pact  with  the  U.S. 
it  so  badly  wants. 
The  U.S.  (and  the 
world)  would  get 
thorough 
inspections  to 
ensure  that  North 
Korea  is  free  of 
nuclear  weapons. 
Pyongyang  would 
stop  exporting  missiles.  Finally,  a  pact 
would  provide  development  aid,  but 
only  over  time  and  as  part  of  sweeping 
arms  cuts  in  both  parts  of  the  peninsula. 

The  authors  are  looking  at  a  much 
more  ambitious  deal  than  the  narrow 
1994  agreement  that  the  Clinton 
Administration  hoped  would  cap  North 
Korea's  nuclear  program  in  exchange  for 
aid.  The  book  is  indispensable  reading, 
especially  for  North  Korea  hawks:  Only 
by  following  its  advice  will  the  U.S. 
persuade  China,  Japan,  and  South  Korea 
that  it  has  gone  the  last  mile  in  seeking 
peace— and  thus  win  regional  support  if 
a  tougher  stance  should  prove  necessary. 

Many  observers  expected  that  North 
Korea  would  have  collapsed  by  now. 
Bruce  Cumings  shows  how  it  has 
endured.  The  author  of  Korea's  Place  in 
the  Sun  first  traveled  to  South  Korea  in 
the  1960s,  as  a  Peace  Corps  volunteer, 
and  subsequently  produced  a  series  of 
books  that  empathize  with  the  North.  In 
this  volume,  he  says  that  the  Hermit 
Kingdom  can  be  understood  only  in  the 
context  of  a  civil  war  that  has  never 
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ended,  an  earlier  guerrilla  struggle 
against  Japan,  the  collapse  of  its  Soviet 
ally,  and  the  half- century  clash  with  the 
U.S.  In  what  will  be  a  revelation  to  many, 
he  details  the  savagery  of  the  1950s  U.S. 
war  against  North  Korea,  especially  the 
air  campaign.  Napalm  was  used  widely 
against  civilians,  and  most  major  cities 
were  obliterated.  The  U.S.  repeatedly 
considered  nuclear  strikes.  Huge  dams 
were  destroyed  by  U.S.  bombers,  killing 
masses  of  people  and  devastating 
agriculture.  Cumings  says  3  million 
North  Koreans  died.  The  experience  is 
etched  into  the  country's  psyche. 

Today,  Cumings  shows,  the  country  is 
playing  a  weak  hand  with  skill.  Unfortu- 


nately, the  author's  polemical  asid 
undermine  an  effort  that  deserves 
serious  consideration.  Moreover,  a 
strains  to  offer  glowing  descriptio 
Pyongyang  and  to  justify  North  Ki 
actions,  Cumings'  analytical  skills 
sometimes  slip.  But  these  failings 
shouldn't  obscure  the  larger  messa 
War  isn't  just  a  bad  alternative  to  tl 
current  situation— it  is  unnecess 

Read  Cumings  for  his  understa 
of  the  Korean  mentality.  Read  O'H 
and  Mochizuki  for  clues  about  how* 
structure  an  agreement.  But  exami 
least  one  of  these  books  for  fresh  i 
sights  into  a  troubled  peninsula.  II 
-By  Mark  L  CI 
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Cotton  Colossus 

THE  KING  OF  CALIFORNIA 

J.G.  Boswell  and  the  Making  of  a  Secret 

American  Empire 

By  Mark  Arax  and  Rick  Wartzman;  Public 
Affairs;  558  pages;  $30 

That  California  is  a  top  producer  of 
cotton— along  with  prunes,  nuts,  and 
movie  star  pols— is  a  surprising  bit  of 
trivia  relished  by  natives.  Yet  few  know 
how  the  Golden  State  got  to  be  second 
only  to  Texas  in  cotton.  It's  a  tangled 
story,  and  to  comb  it  all  out,  Los  Angeles 
Times  reporter  Mark  Arax  and  business 
editor  Rick  Wartzman  have  written  The 
King  of  California:  J.G. 
Boswell  and  the  Making  of  a 
Secret  American  Empire. 

As  business  history,  it's  a 
worthy  topic.  The  title's 
subject  is  the  little-known 
James  Griffin  Boswell  II.  Born 
80  years  ago  in  Georgia, 
Boswell  still  runs  the 
cotton-growing  and 
-ginning  complex  his 
uncle  started  in  1921.  The 
founder  nursed  the  outfit 
through  hard  times— with  much  help 
from  the  New  Deal  and,  later,  from 
connections  from  his  second  marriage,  to 
a  daughter  of  Los  Angeles  Times  publisher 
Harry  Chandler.  Jim  Boswell,  a  few  years 
out  of  the  Army  and  Stanford  University, 
took  over  in  1952.  He  expanded  hugely, 
amassing  200,000  acres  in  the  San 
Joaquin  Valley  plus  more  land  in  Arizona, 
Colorado,  Oregon,  and  even  Australia.  If 
agribusiness  has  a  face,  it  is  Boswell's. 
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Since  the  private  company  is  cen 
in  California,  its  story  inevitably  rev 
around  water.  The  authors  tell  how 
cotton  fields  came  to  rise  where  the 
Tulare  Lake  once  spread  out  across 
square  miles.  Most  of  that  water  is  n 
dammed,  channeled,  and  often  mixe 
with  fertilizers  in  irrigation  ditches, 
effect  on  wildlife  was  devastating.  T< 
dominate  this  realm— in  fact,  to  bee 
America's  largest  farmer— Boswell 
engaged  in  a  decades-long  defense  o 
the  company's  violation  of  the  origin 
160-acre  limit  on  farms  eligible  for  U 
Bureau  of  Reclamation  water. 

All  of  which  might  seem  to  make 
Boswell  a  worthy  target  for  demoni 
zation.  But  The  King  of  California  is  n 
antibusiness  harangue.  It  weighs  fair 
the  company's  successes,  notably  its 
innovative  application  of 
technology  to  the  planting, 
picking,  and  packing  of  cottc 
Farming  Boswell-style  seems 
as  precise  as  nanocircuitry.  Y 
readers  may  find  that  for  all 
its  details  on  Boswell's  empir 
and  on  the  social  and  enviror 
mental  havoc  it  has  wreaked 
the  book  fails  to  deliver  a  sha 
final  judgment  on  him  and  hi 
business.  The  authors  tell  far 
more  about 
Boswell  than 
anyone  before  bu 
avoid  summing  it 
all  up.  Exhaustive 
researched,  the 
book  may  leave 
readers  unsure 
whether  Boswell  | 
in  fact  a  king  or  a 
knave.  II 
-By  Robert  Barkt 
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/  spend  time  and  energy  making  sure  you  hire  and  keep  the  best  performing  employees  out  there.  So  how 
i  you  make  sure  that  their  computers  will  keep  up?  With  PCs  that  were  designed  to  reduce  costly  downtime. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


A  Little  German  Refo 
Would  Go  a  Long  Way 


The  major  economies  of  the  European  Union  have  performed  poorly  sine 
the  early  1990s.  They  suffer  from  high  unemployment  and  slow  growth  i 
productivity.  Still,  most  governments,  intellectuals,  and  economists  until 
recently  denied  the  need  to  introduce  major  reforms.  This  is  why  a  publi< 
appeal  made  this  summer  by  300  economists,  most  of  them  German,  for 


extensive  reforms  in  labor  and  other  markets  is  a  noteworthy 
event.  Practically  all  the  better-known  German  economists 
signed  on,  including  Reinhard  Selten,  the  nation's  only  Nobel 
prize  winner  in  economics. 

They  argued  that  Germany  needed  to  relax  the  regulations 
for  layoffs,  reduce  sharply  the  maximum  duration  of 
unemployment  benefits,  abolish  incentives  to  retire  early, 
increase  competition  in  the  health  sector  to  lower  the  cost  of 
medical  coverage,  and  reduce  public  expenditures  so  taxes 
become  less  onerous.  They  concluded:  "Nothing  less  than  the 
future  prospects  of  this  nation  will  depend  on  the  successful 
outcome  of  the  current  reform  process." 

I  have  been  advocating  these  policies  for  over  a  decade 
because  the  present  system  discourages  companies  from 
hiring  and  reduces  the  incentives  for  unemployed  people  to 
seek  work.  I  have  also  suggested  a  weakening  of  nationwide 
collective  bargaining  by  unions  and  a  movement  toward  local 
bargaining.  National  bargaining  makes  it  difficult  for 
companies  in  high-unemployment  regions,  such  as  eastern 
Germany  or  southern  Italy,  to  lower  wages  and  attract  jobs. 

Europe's  inefficient  regulatory  and  tax  policies  have 
discouraged  investments  that  help  improve  productivity.  A 
comparison  with  the  U.S.  shows  that  America's  output  per 
hour  from  1995  to  2000  grew  considerably  faster  than  did 
Europe's— 1.97%  per  year  vs.  1.42%.  This  gap  has  widened  in 
the  past  three  years.  American  productivity  improvement 
accelerated  to  2.5%  per  year,  exploding  during  the  third 
quarter  of  2003,  to  more  than  8%,  while  Europe's  actually 
slowed,  to  0.89%. 

Throughout  the  1990s,  leading  Europeans  generally 
attributed  their  mediocre  economic  performance  to  a 
recession  in  world  demand,  to  new  technologies  that  reduced 
the  number  of  possible  jobs,  to  Europe's  greater  concern  for 
the  unemployed  and  elderly,  and  even  by  some  to  excessive 
immigration.  They  vociferously  opposed  copying  the  "Anglo- 
Saxon  model"  of  Britain  and  America  with  its  (relatively) 
flexible  labor  markets,  less  generous  benefits  to  the 
unemployed,  later  retirements,  and  smaller  role  for  unions. 

Such  opposition  may  explain  why  even  the  conservative 
governments  of  Germany  and  France  did  little  to  improve 
economic  policies.  Helmut  Kohl,  during  his  long  tenure  as 
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If  Schroder 
can  boost 
productivity 
and  jobs, 
all  Europe 
will  follow 


German  Chancellor  from  1982  to  1991,  made  only  halfheai 
efforts  to  reform,  while  French  President  Jacques  Chirac  ht 
not  rolled  back  the  35-hour  workweek  passed  by  the  social 
government  that  preceded  him. 

In  his  first  term  as  German  Chancellor,  Social  Democrat 
Gerhard  Schroder,  also  opposed  major  reforms.  A  year  ago 
however,  Schroder  did  an  about-face  and  opted  for  reform 
the  state  pension  system,  expansion  of  part-time  work,  cuts 
jobless  benefits,  and  other  long-overdue  changes  leading  tc 
greater  flexibility.  Much  more  should  be  done,  but  these  are 
important  initiatives  toward  improving  the  German  labor 
market.  These  initiatives  stimulated  strong  protests  from 
trade  unionists  and  the  left,  including  members  of  Schoder 

own  government.  A  rally  against 
reforms  in  Berlin  drew  100,000 
demonstrators. 

The  economic  picture  in  Italy  i 
no  better.  The  government  of 
Prime  Minister  Silvio  Berlusconi 
aware  of  the  need  to  shake  up  the 
economy,  but  even  his  modest 
proposals  for  changes  in  the  state 
pension  system  and  labor 
regulations  have  generated  strike; 
and  even  violence.  The  Italian 
police  recently  arrested  members 
of  a  radical  group  for  the  murder 
two  economists  who  supported  labor  market  reforms.  Spain 
has  moved  further  than  the  other  larger  nations  of  Western 
Europe  toward  liberalization,  but  it  still  is  a  considerable 
distance  from  the  British  and  American  models. 

Germany  has  led  Western  Europe  since  its  economic 
miracle  after  World  War  II.  If  Germany  does  overcome  the 
opposition  and  introduces  reforms  to  reduce  unemployment 
and  raise  productivity,  many  other  nations  in  the  European 
Union  will  surely  follow.  Then  Europe  will  wake  up  from  a 
long  slumber— and  may  begin  to  perform  up  to  its 
capabilities.  ■ 


Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the  Univer- 
sity of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution 
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Technology  &  You 


BY  STEPHEN  H.WILDSTROM 


Windows  on  a  Phone: 
Not  Bad  for  a  First  Fora 


Microsoft  has  finally  made  it  into  the  wireless  handset  business.  The 
Motorola  MPx200  ($300,  with  service  from  AT&T  Wireless)  is  the  first 
product  based  on  Windows  Mobile  Software  for  Smartphones  to  hit  the 
U.S.  market.  It's  a  pretty  good  phone,  but  Microsoft's  entry  is  not  likely  toPi 
send  Motorola's  rivals,  especially  Nokia,  scrambling  for  cover. 


km 


Smart  phones,  which  incorporate  many 
features  of  a  Palm  or  Pocket  PC  into  a  phone- 
size  package,  are  a  hot  segment  of  the 
market.  Microsoft's  effort  has  been  troubled 
by  stormy  relations  with  manufacturing 
partners,  but  Europeans  got  their  first 
glimpse  of  the  company's  smart  phones  last 
year  when  European  mobile  giant  Orange 
began  selling  phones  using  the  software. 
Motorola's  MPx200  and  the  Samsung  i600 
from  Verizon  Wireless  are  the  first  from  top- 
tier  handset  makers. 

A  key  goal  was  seamless  integration  with 
desktop  Windows.  And  sure  enough,  the 
familiar  Windows  flag  waves  when  you  turn 
on  the  MPx200.  But  Microsoft  avoided  the 
mistake  of  trying  to  create  a  miniature 
version  of  Windows  for  a  phone.  I  found  the 
Smartphone  interface  to  be  an  improvement 
over  anything  Motorola  has  offered  in  the 
past,  but  that' s  not  a  very  high  standard. 
MPx200  is  really  no  better  and  no  worse  than 
other  smart  phones  such  as  the  Nokia  3650  or  the  Sony 
Ericsson  P900,  both  of  which  are  designed  to  run  the 
Symbian  operating  system. 

THE  WINDOWS  SMARTPHONE  USES  the  same  ActiveSync 
software  as  the  Pocket  PC  to  synchronize  data  with  a 
computer.  But  rival  products  offer  their  own  sync  software 
and,  while  ActiveSync  works  well,  you  must  run  Microsoft 
Outlook  on  your  computer.  In  my  experience,  Palm's 
HotSync,  used  with  the  palmOne  Treo  600,  is  easier,  more 
flexible,  and  does  at  least  as  good  a  job  of  syncing  with 
Microsoft  applications. 

The  MPx200  looks  like  one  of  Motorola's  popular  V-series 
flip  phones,  with  a  bright,  nearly  2-inch-long  color  display 
and  no  external  antenna.  It  comes  with  what  has  become  the 
standard  complement  of  buttons  for  a  high-end  phone:  a  12- 
key  number  pad,  a  controller  that  lets  you  navigate  functions 
on  the  screen,  buttons  to  begin  and  end  calls  and  move  back 
and  forth  among  tasks,  and  so-called  soft  keys  that  have 
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different  functions,  depending  on  the  phone.  (The  right-ha 
soft  key  usually  brings  up  additional  commands).  On  the  1< 
side,  there's  a  jog  wheel  that  can  be  used  to  scroll  through 
screens  of  data,  such  as  contact  lists  or  messages;  in  voice 
mode,  it  controls  volume.  The  phone  also  features  Window 
Media  Player  for  music  or  video,  with  a  slot  for  a  memory 
card.  Motorola,  alone  among  the  top  phonemakers,  has  yet  I 
get  a  camera-equipped  phone  to  market,  so  the  MPx200  lac 
that  increasingly  popular  feature. 

One  area  where  the  Smartphone  outdoes  most  competit(  I 
is  e-mail.  You  can  fetch  mail  from  any  standard  Internet 
account,  and  it's  fairly  easy  to  select  an  address  from  your 
contact  list  by  tapping  out  the  first  couple  of  letters  of  a  nan 

Because  the  only  way  to  enter 
data  is  by  tapping  away  on  the 
telephone  dial  pad,  you're 
pnOne  With  probably  not  going  to  be 

composing  long  messages,  but 
is  a  handy  device  for  reading  m 
on  the  go. 

It  gets  better  if  your  business 
mail  system  is  Exchange  and 
your  employer  is  running 
Microsoft's  Mobile  Information 
Server.  Then  your  phone  not  on  £ 
will  get  mail  delivered  to  it 
automatically,  but  contacts, 
calendar  items,  to-dos,  and  other  information  will  stay 
synchronized  over  the  air. 

Personally,  I  prefer  the  Treo  600,  which  does  everything  ti  I 
Smartphone  does  at  least  as  well  and  has  a  keyboard  and  a 
bigger  display.  But  it  is  substantially  bigger  and  costs  more 
than  twice  as  much.  If  you  want  something  more  phonelike 
that  fits  more  easily  into  your  pocket,  the  MPx200  is  a  good 
choice.  ■ 
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XMES  C.  COOPER  &  KATHLEEN  MADIGAN 


ome  Smooth  Sailing 
•efore  Inflation  Blows  In 

,ess  factory  capacity  and  labor  will  keep  the  pressure  off  prices-and  rates 


U.S.  ECONOMY 


It  happens  every  time  the  economy  shows  signs  of 
tainable  sizzle:  The  inflation  hawks  start  circling  overhead.  After 
solid  demand  enables  businesses  to  push  through  price  increases, 
ht?  Already,  commodity  prices  are  up  18%  from  a  year  ago,  retailers 
planning  fewer  discounts  this  holiday  season,  and  gold  prices  are 


ng.  Before  you  know  it,  bond  yields  will  jump  and 
ederal  Reserve  will  be  hiking  short-term  interest 

a  to  hold  back  inflation's  fury, 
maybe  not.  Economic  fundamentals  argue  that  any 
n  inflation  will  be  quite  slow  and  won't  appear  until 
into  2004.  True,  the  latest  data,  from  industrial 
ity  to  retail  sales  to  exports,  show  the  economy  is 
ing  at  a  healthy  pace  this  quarter  and  will  continue 

">  so.  But  there's  enough  excess  in  the  system  that 

L'  ■  price  or  wage  pressures  are  unlikely  to  build  soon, 
sing  commodity  prices  reflect  growing  industrial 

11  and  in  areas  outside  the  U.S.,  particularly  China  and 
heast  Asia  (chart).  And  U.S.  trade  with  China  has  led 
wer,  not  higher,  prices.  Plus,  investors  are  bidding  up 

11  haven  investments  like  gold  mainly  as  a  hedge 
QSt  terrorism,  not  as  inflation  insurance, 
oreover,  there's  still  some  risk  that  inflation  will  slow 
ler.  Because  of  the  lingering  excesses  created  by  a 
ssion,  price  pressures  lag  overall  economic  activity. 

'!  fs  why  some  Fed  officials  remain  vigilant  against 

*ition.  Partly  because  of  those  deflation  concerns,  the 
is  likely  to  tolerate  some  pickup  in  inflation  over  the 
ing  quarters.  After  all,  they've  never  had  so  much 
'ay  before:  The  October  consumer  price  index  showed 
ain,  and  the  core  index,  which  excludes  food  and 
gy,  rose  only  0.2%.  Over  the  past  year,  all  consumer 
es  are  up  just  2%,  and  core  inflation  is  a  mere  1.3%. 
iven  how  precarious  this  recovery  has  been, 
cymakers  won't  rush  to  hike  rates.  That  means 
tpaniea  will  enjoy  more  pricing  power  in  2004, 
/id ing  added  thrust  to  corporate  profits  and  boosting 
stock  market.  Put  it  all  together,  and  the  economy  is 

0  enjoy  the  best  of  two  worlds:  strong  economic 
*vth  and  continued  low  inflation. 

1  FIRST  PART  OF  THAT  MIX-  strong  economic 

will     is  evident  in  the  latest  set  of  data.  Although  real 
■  domestic  product  is  not  growing  at  the  breathless 
..  annual  rate  of  the  third  quarter,  it  still  appears  to  be 
feting  ahead  at  a  pace  ol'ahout  396  this  quarter. 
lonsumers  are  in  particularly  good  shape  heading  into 
holiday  shopping  season,  thanks  to  the  continued 
h  from  tax  CUtS  and  mortgage  refis  coupled  with 


renewed  job  growth.  Although  October  retail  sales  dipped 
0.3%,  that  reflected  a  fall  in  vehicle  buying,  which 
continues  to  whipsaw  the  consumer  data  as  a  result  of  the 
on-again,  off-again  nature  of  rebates.  For  example, 
soaring  car  sales  in  the  third  quarter  accounted  for  about 
two  percentage  points  of  the  quarter's  6.6%  surge  in 
consumer  spending.  The  fallofFin  car  sales  has  already 

put  outlays  for  the  entire 


IS  THIS  A  SIGN 

OF  RISING  INFLATION? 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
25  I'IIIIIIIHIPi'iii  ' : 
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fourth  quarter  into  a  hole, 
and  spending  will  grow 
only  in  the  1%  to  2% 
range. 

Nevertheless, 
consumer  spending  will 
most  likely  be  much 
stronger  at  the  end  of  the 
quarter  than  at  the 
beginning.  Outside  of 
cars,  October  store 
receipts  advanced  by 
0.2%,  the  sixth  monthly 
gain  in  a  row.  Excluding  a  price-related  drop  in  gasoline 
purchases,  retail  sales  were  up  a  healthy  0.4%.  And  since 
Detroit  has  reintroduced  cheap  financing,  look  for  car 
sales  to  rebound  in  November  and  December. 

GROWTH  WILL  GET  A  FURTHER  BOOST  from  the 

industrial  sector,  especially  now  that  companies  are 
restocking  empty  warehouses  and  store  shelves. 
Inventories  held  by  manufacturers,  wholesalers,  and 
retailers  grew  0.3%  in  September,  the  first  gain  since 
March.  Store  inventories  jumped  1%,  or  0.8%  excluding 
cars.  Overall  in  the  third  quarter,  inventories  shrank, 
subtracting  two-thirds  of  a  percentage  point  from  real  GDP 
growth.  If  inventories  only  rise  a  bit  from  the  third 
quarter's  level,  they  would  add  two  points  to  GDP  growth. 

This  inventory  adjustment,  along  with  the  recovery  in 
capital  spending,  will  sustain  the  current  turnaround  in 
manufacturing.  Total  industrial  production  increased  in 
October  by  0.2%,  the  fourth  gain  in  a  row.  Excluding  cars, 
manufacturing  production  was  up  a  strong  0.4%. 

A  big  chunk  of  the  factory  gain  came  from  the  output 
of  high-tech  equipment.  It  surged  2.5%  and  is  up  20.6% 
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from  a  year  ago  (chart).  Companies  are  finally  bulking  up, 
and  that  expansion  will  continue  in  2004  amid  stronger 
demand,  rising  profits,  and  low  interest  rates. 

Yet  despite  the  uptrend  in  demand,  the  economy  seems 
in  little  danger  of  overheating.  That's  because  the  2001 
recession  and  lackluster  recovery  so  far  created  an 
overhang  of  labor  and  capacity  that  must  be  used  up 
before  wage  and  price  pressures  begin  to  build.  In 
October,  the  jobless  rate  stood  at  6%,  while  the  industrial 
sector  was  using  only  75%  of  its  available  capacity.  In  a 
speech  on  Nov.  18,  San  Francisco  Fed  President  Robert  T. 
Parry  said:  "Given  that  slack,  I  think  there's  still  room  for 
some  pretty  strong  growth  before  the  risk  of  inflationary 
pressures  becomes  a  primary  concern." 

SO  WHAT  DO  WE  MAKE  of  all  the  inflation  signals  that 
are  now  flashing  yellow?  While  some  prices  are  certainly 
rising,  it's  important  to  keep  in  mind  that  old  rules  don't 
always  apply  in  this  new  millennium. 

Take  gold.  Holding  precious  metals  was  always  viewed 
as  a  hedge  against  a  runup  in  inflation.  But  gold  prices 
trended  lower  and  lower  in  the  1990s,  even  during  the 
boom  years  in  the  decade  when  the  Fed  and  the  bond 
market  grew  concerned  about  price  pressures.  Gold 
prices  hit  a  low  in  2001,  near  the  time  of  the  September  11 
attacks,  and  have  been  rising  since,  as  terrorism  fears  and 
war  jitters  have  increased.  That  suggests  precious  metals 
are  now  seen  as  a  guard  against  geopolitical  uncertainty. 

Of  course,  there  is  no  question  that  commodity  prices 
are  rising.  According  to  the  Commodity  Research  Bureau, 


costs  for  raw  industrials  have  risen  22.2%  in  the  yej 
ended  in  mid-November.  The  price  of  foodstuffs  gi^ 
11.6%.  Prices  are  being  lifted  by  the  industrial  boor 
going  on  globally,  especially  in  China. 

What  must  be  kept  in  mind,  however,  is  that  rawl 
material  costs  make  up  a  shrinking  share  of  the  cosj 

producing  goods  ar 
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services  in  the  U.S. 
important  is  the  cos 
labor,  and  there  the  | 
is  anything  but 
inflationary. 

Thanks  to  surging 
productivity,  unit  lar] 
costs  have  been  fallij 
throughout  this  reec 
In  the  third  quarter,  I 
costs  were  down  1.9q 
from  a  year  earlier, 
labor  costs  are  about) 
three-quarters  of  all  business  costs,  falling  unit  costsj 
reduce  the  need  for  businesses  to  raise  prices.  Instea<[ 
their  pricing  goal  will  be  to  boost  profits.  And  the  Fee 
tolerate  some  pricing  power  to  lift  margins  because : 
profits  will  keep  the  capital-spending  rebound  going. I 
That  is  not  to  say  that  the  Fed  won't  at  some  point  | 
in  to  preempt  price  pressures.  But  right  now,  with  wa 
demands  subdued  and  a  quarter  of  industrial  capacit 
idle,  that  point  seems  a  far  way  off.  And  all  those  ftyir 
inflation  hawks  will  just  be  flapping  at  windmills. 
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CURRENCY  MARKETS 


Is  the  Dollar  in  the  Danger  Zone? 


THE  DEPRECIATION  of  the  dollar, 

which  began  in  early  2001,  picked  up 
speed  on  Nov.  18,  as  it  plunged  to  a 
record  low  of  $1.1953  vs.  the  euro. 
The  drop  raises  new  fears  that  the 
greenback's  decline  could  turn  into  a 
rout,  posing  risks  on  both  sides  of  the 
Altantic. 

The  latest  slide  comes  amid  signs 
that  foreign  investors  are  rebalancing 
their  portfolios  away  from  U.S. 
securities.  The  latest 
Treasury  figures 
showing  that  net 
capital  inflows  into 
the  U.S.  fell  broadly 
from  $49.9  billion  in 
August  to  a  mere  $4.2 
billion  in  September 
unnerved  currency 
traders.  "The  data 
refuel  lingering 
doubts  over  the  U.S.'s 
ability  to  finance  its 
growing  trade 


A  WAHIHG  APPETITE 
FOR  U.S.  SECURITIES 


BILLIONS  OF  DOLLARS 


NET  PURCHASES 

-QWJ,  SECURITIES 
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APR.   MAY   JUNE  JULY  AUG.  SEPT. 
Data:  Treasury  Dept..  Bloomberg  Financial  Markets 


deficit,"  says  Ashraf  Laidi,  chief 
currency  analyst  at  New  York  forex 
trading  house  MG  Financial  Group. 
Currency  strategists  say  investors' 
reluctance  to  buy  U.S.  securities  in 
September  was  in  part  a  reaction  to  a 
statement  from  the  Group  of  Seven 
finance  ministers  calling  for  "more 
flexibility  in  exchange  rates,"  which 
was  widely  interpreted  as  favoring  a 
weaker  dollar.  The  fear:  that  investor 
unwillingness  to  buy 
bonds  and  stocks 
stateside  will  increase, 
hurting  the  dollar 
further. 

According  to  John 
Calverley,  chief 
economist  at ' 
American  Express 
Bank  in  London, 
capital  inflows  into 
the  U.S.  will  likely 
remain  less  than  what 
is  needed  to  finance 


the  U.S.  current-account  deficit.  O 
reason:  Despite  strong  U.S.  gro 
investors  can  get  better  returns  fin 
undervalued  Asian  stocks  or  high 
yielding  European  bonds  than  fro 
U.S.  securities. 

Currency  traders  also  worry  tha 
the  U.S.  Administration's  decision 
slap  quotas  on  Chinese  apparel 
imports  could  escalate  into  a  trade 
war,  which  would  damage  the 
greenback,  because  it  is  used  to 
finance  the  lion's  share  of  world  tra 
The  U.S.  has  already  irked  the 
Europeans  and  Japanese  by  imposi 
tariffs  on  steel  imports. 

Although  the  dollar  recovered  a  b 
on  Nov.  19,  most  currency  watchers 
expect  it  to  trend  down  to  $1.23  to 
$1.25  by  yearend.  They  don't  see  a  re 
unless  the  central  banks  get  involvec 
but  the  dollar  now  seems  increasing 
vulnerable  to  surprises  that  could  tri 
up  the  U.S.  recovery.  ■ 

-By  David  Fairlamb  in  Frankj 
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Introducing  our  newest  expression. 

THE  GLEXLIVET  French  Oak  Finish™  uniquely  finished 

in  French  Limousin  Oak,  renowned  for  bringing 

^^^ 

flavor  to  fine  wines  and  cognacs. 

1 
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MUTUAL  FUNDS 


THE  CRITICAL 

BATTLE  FOR 


Big  investors,  Congress,  the  SEC— 
they're  all  swooping  in  to  curb  widespread 
abuses  in  the  mutual-fund  industry 


IN  THE  SUMMER  OF  2002,  AS 
Congress  was  grappling  with  how 
to  clean  up  Corporate  America's 
shady  financial  practices,  mutual- 
fund  industry  lobbyists  beseeched 
lawmakers  to  exempt  their  corner 
of  the  financial-services  industry. 
Lulled  by  the  funds'  six  decades  of  scan- 
dal-free operation,  Congress  obliged,  for 
the  most  part,  excusing  funds  from  the 
more  onerous  provisions  of  the  Sarbanes- 
Oxley  corporate  reform  law.  But  mutual 
funds  won't  be  off  the  hook  for  long.  Now 
that  they  are  embroiled  in  a  spreading 
scandal  of  their  own,  the  hammer  is  com- 
ing down.  The  legislative,  regulatory,  and 
market  reforms  in  the  works  could  add  up 
to  an  overhaul  as  sweeping  as  Sarbanes- 
Oxley— with  an  even  more  immediate  im- 
pact on  American  investors. 
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For  now,  it's  the  big  fiduciaries— par- 
ticularly the  state  treasurers,  pension 
fund  trustees,  and  401(k)  plan  overseers 
who  have  billions  invested  with  fund 
companies— who  are  doing  the  most  to 
shake  up  the  mutual-fund  industry.  But 
Congress,  too,  is  steaming  ahead,  even  as 
Federal  Reserve  Chairman  Alan 
Greenspan  and  Treasury  Secretary  John 
W.  Snow  caution  against  reform  that  goes 
too  far.  On  Nov.  19,  the  House  of  Repre- 
sentatives overwhelmingly  approved  a 
package  of  reforms  sponsored  by  Capital 
Markets  Subcommittee  Chairman 
Richard  H.  Baker  (R-La.).  Senate  Demo- 
crats are  urging  stronger  measures. 

Racing  Congress  to  the  finish  line,  Se- 
curities &  Exchange  Commission  Chair- 
man William  H.  Donaldson  says  his 
agency  on  Dec.  3  will  consider  new  rules 


to  halt  trading  abuses  such  as  marl 
timing,  a  practice  in  which  investors 
fund  shares  at  outdated  prices  and 
them  a  day  or  two  later.  And  in  Januz 
the    SEC    will    take    up    measures 
strengthen  fund  boards,  give  fund 
vestors  better  information  about  portfoj 
holdings,  and  require  portfolio  manage 
to  reveal  their  own  trades  in  funds. 

DOZENS  OF  PROBES 

WILL  IT  BE  ENOUGH?  While  the  SEC  wJ 
caught  flat-footed  when  the  first  fund 
trading  abuses  were  revealed  on  Sept. 
by  New  York  Attorney  General  Eliq 
Spitzer,  the  agency  now  has  dozens  of  a\ 
tive  investigations  into  fund  abuses,  as  < 
Spitzer  and  other  state  prosecutors. 
SEC  is  also  probing  unsavory  fund-sale 
practices  by  brokerage  firms.  And  in  ac 
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Murky  fees.  Favored  trading. 
Unsavory  sales  practices. 
Cozy  board  ties.  Securities 
cops  are  going  for  a  top-to- 
bottom  housecleaning 


SEC  CHAIRMAN  DONALDSON 
TESTIFYING  ON  CAPITOL  HILL 
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dition  to  cracking  down  on  trading  abus- 
es, the  SEC  is  also  finally  tackling  the  mu- 
tual-fund industry's  opaque  fees  and 
weak  governance.  The  multi-pronged  at- 
tack by  the  SEC,  Congress,  and  state 
money  managers  still  has  some  gaps.  But 
the  combination  could  bring  about  a  top- 
to-bottom  housecleaning  of  the  industry. 
While  Washington's  moves  are  garner- 
ing the  headlines,  the  strongest  push  ap- 
pears to  be  coming  from  state  treasurers 
and  other  fiduciaries,  who  have  begun  to 
put  their  leverage  to  work.  Their  reform 
agenda  goes  beyond  curbs  on  market  tim- 
ing and  late  trading— the  illegal  late-day 
buying  and  selling  of  fund  shares  after 
the  markets  close.  Pension  trustees  also 
want  to  force  funds  to  disclose  more  hid- 
den fees  and  to  shop  for 
lower-priced  investment- 
advisory  services.  "This  is 
an  instance  when  large  fi- 
duciaries have  to  take 
matters  into  their  own 
hands,"  says  Mark  Anson, 
chief  investment  officer  at  California 
Public  Employees'  Retirement  System 
(CalPERS),  which  commands  $154  billion 
in  assets. 

PENSION  FUND  CLOUT 

SUCH  INSTITUTIONS  have  good  reason 
to  worry.  In  just  10  weeks,  what  started 
as  misbehavior  by  a  little-known  hedge 
fund  in  cahoots  with  a  handful  of  dis- 
honest brokers  and  mutual-fund  man- 
agers has  ballooned  into  an  industry- 
wide scandal.  Already,  15  mutual-fund 
companies,  12  brokerage  firms,  three 
hedge  funds,  and  dozens  of  executives 
have  been  implicated.  And  on  Nov.  20, 
the  SEC  was  expected  to  bring  civil  fraud 
charges  against  Pilgrim  Baxter  &  Associ- 
ates Ltd.,  which  runs  the  PBHG  fund 
family,  and  co-founders  Gary  L.  Pilgrim 
and  Harold  J.  Baxter.  The  case  will  allege 
that  the  co-founders  allowed  a  hedge 
fund  partially  owned  by  Gary  Pilgrim  to 
make  rapid  trades  in  PBHG  funds.  A 
lawyer  for  the  firm  and  the  two  company 
officials,  both  of  whom  resigned  in  mid- 
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This  is  an  instance  when  large 
fiduciaries  have  to  take  matters 
into  their  own  hands" 

-Mark  Anson,  chief  investment  officer  at  California 
Public  Employees'  Retirement  System 


November,  did  not  return  phone  calls. 

Yet  the  industry  shakeup  now  unfold- 
ing holds  out  the  promise  of  real  reforms. 
The  SEC's  Dec.  3  rule  proposals  will  re- 
quire that  funds  receive  orders  to  buy  or 
sell  shares  no  later  than  4  p.m.,  in  order  to 
curb  late  trading.  Commissioners  also 
will  adopt  rules  requiring  funds  to  have 
written  compliance  policies  and  a  com- 
pliance officer  who  reports  to  the  fund's 
board  of  directors.  Also  likely:  stronger 
curbs  to  deter  fund  managers  from  giving 
favored  investors  a  peek  at  portfolio 
holdings,  including  prosecution  for  insid- 
er trading.  And  in  January,  the  SEC  will 
propose  a  raft  of  governance  changes,  in- 
cluding requiring  75%  of  fund  directors 
and  the  board  chairman  to  be  indepen- 
dent of  the  fund  management  company. 

Congress  has  other  items  on  its  list. 
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Mutual 
Funds: 
Feeling 
The  Heat 


THE  SEC 

The  agency  is 
considering  new  rules 
to  strengthen 
governance  and  stop 
abuses  such  as 
trading  after  the 
4  p.m.  cutoff  and 
self-dealing  by  fund 
managers. 


CONGRESS 

The  House  approved 
legislation  to 
strengthen  fund 
governance,  improve 
fee  disclosure,  and 
halt  trading  abuses. 
The  Senate  is 
considering  similar 
plans. 


Baker's    bill,    for    ex; 
would  force  funds  to  d: 
such  hidden  costs  as 
space   payments   to 
brokers  to  sell  some 
over  others.  He  also  wo 
quire  them  to  reveal  so 
lar  payments,  the  exces: 
missions  that  fund  a 
use  to  purchase  researc 
other  products.  And 
would    prohibit    indi 
fund  managers  from  ovi 
ing  hedge  funds. 

While  the  SEC  and 
gress  are  moving  fast,  it 
be  months  before  theij 
forms  take  effect.  Big  st; 
duciaries  aren't  waiting 
Nov.  17,  North  Carolina 
Treasurer  Richard  H.  IV  ffIHGFEEl 
told   nine   fund   compi  II  THE 
that  manage  the  state's 
billion  401(k)  plan  an< 
$56  billion  pension  plan 
they  must  adopt  a  packa 
reforms  if  they  want  to 
the  state's  business. 

Moore's  ambitious  ag 
includes  requiring  fund 
agers  to  disclose  inform 
about  fees  in  dollars,  rather  than  lis 
them  as  a  percentage  of  assets,  the 
rent  practice.  He  also  wants  fund 
agers  to  charge  401(k)  investors  fees 
ilar  to  those  charged  the  big  pen 
pools.  Says  Moore:  "We're  saying  to 
funds  that  handle  our  money,  'Why  dlled  to  a  i 
you  do  a  better  job  of  disclosure  and  c  oagement 
tomer  service?  If  you  want  to  stay  in  tthe  SEC  i 
family  of  funds,  I  want  to  know  what ;  i  of  fees 
have  to  say  about  these  changes.' "  il  reason 
Other  state  pension  heavyweights  liokeisn 
considering  similar  action.  CalPERs  is  as  S.  Har 
viewing  the  ethics  codes  and  compliai  lancial  n 
procedures  of  all  66  money  manag  iton.hir 
with  whom  it  does  business,  and  n  t  have 
craft  its  own  investor-protection  guic  ids  set  th 
lines.  CalPERS  is  among  the  invest( : pnce  n 
who  have  withdrawn  some  $21  billion  [re discli 
assets  from  Putnam.  btors  r 
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THE  STATES 

New  York  Attorney 
General  Eliot  Spitzer 
and  others  want  to 
require  funds  to  shop 
for  lower-priced 
investment  advisers 
and  disclose 
brokerage 
commissions. 


FIDUCIARIES 

State  pension  funds, 
401(k)  plan 
administrators,  and 
union  pension  fund 
trustees  are 
demanding 
governance  reforms 
and  better  deals  on 
fees. 
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iii-  treasurers  who  oversee  so-called 

'"As  allege  savings  funds  are  also  mov- 
wiftly  to  protect  these  plans.  Wis- 
n  State  Treasurer  Jack  C.  Voight  is 
the  state  legislature  to  give  Wis- 
n  investors  a  tax  benefit  if  they  place 
funds  with  college  plans  other  than 
state  Strong  Capital  Management 
[hat  seems  bizarre,  but  Strong  is  the 
fund  company  currently  with  a  state 
reak.  So  even  though  Spitzer  has  al- 

V  i  that  founder  Richard  S.  Strong 

id  against  his  own  funds,  the  state 

rip  up  Strong  Capital's  contract  to 

i  age  the  plan  through  2006.  It  can, 
iver,  invite  out-of-state  competition. 
aid  Strong  has  denied  wrongdoing 

a  still  promises  to  repay  investors  for 

!j  •  losses  due  to  his  trades. 

EPING  FEE  ESCALATION 

KlPITE    THE    BROAD    reform    push, 
clearly  more  work  to  be  done.  Fix- 
id!  the    basic    flaw    of    mutual-fund 
ords— that  they  hire,  but  don't  control, 
i«(tund  adviser— isn't  on  anyone's  to-do 
■  but  it  should  be.  And  while  adding 
e  independent  directors  is  all  the  rage, 
a  may  not  make  much  difference,  says 
;  v  ( lensler,  former  Treasury  official  and 
H  nithor  of  The  Great  Mutual  Fund  Trap. 
d  side  directors  already  have  a  duty  to 
gh  investment  adviser  fees,  he  says. 
u  the  SEC  only  requires  them  to  deter- 
iihe  if  such  fees  are  "reasonable"— a 
!  id. ud  that  a  1982  court  ruling  denned 
jn  line  with  what  other  funds  pay.  That 
led  to  a  creeping  escalation  in  fund 
cnagement  fees  ever  since.  "Congress 
I  the  SEC  need  to  issue  a  clearer  defini- 
1  of  fees  and  put  more  meat  on  the 
rd  'reasonable,' "  says  Gensler. 
in  >kers  need  new  rules,  too.  Now,  says 
lis  S.  I  larvey,  president  of  Dalbar  Inc., 
nancial  market-research  firm  based  in 
tton,  funds  don't  compete  on  price, 
e  have  a  price-fixed  system  where 
ids  set  the  price  and  the  consumer  pays 
•  price  no  matter  what,"  says  Harvey. 
>re  disclosure  may  not  help,  since  few 
nestors  read  their  fund  documents.  A 
ter  solution:  Congress  could  impose  a 
unary  duty  on  brokers,  requiring  them 
■hop  for  funds  that  offer  attractive  re- 
us at  lower  prices. 

In  the  end,  the  $7  trillion  fund  industry, 
th  all  its  legendary  clout,  will  be  hard- 
EBsed  in  bhinl  reforms.  At  this  point,  the 
st  mutual  fund  leaders  can  hope  for  is 
u  die  coming  changes  help  restore  con- 
ence  m  their  tarnished  industry.  ■ 

-B\  \m\  Borrusand 

Paula  Dwyerin  Washington, 

with  Lauren  Young  in  New  York 


MUTUAL  FUNDS 


Morgan  Stanley, 
Meet  the  Irate  investor 


CEO  PURCELL  Some 

practices  were  "found 
inadequate" 

When  the  Securities  & 
Exchange  Commission 
and  NASD  settled  charges 
against  Morgan  Stanley 
on  Nov.  17  for  rewarding 
brokers  to  push  certain  mutual  funds  and 
failing  to  tell  clients,  Jeryl  Blasco  suddenly 
felt  she  understood  how  she  had  lost 
$285,000  of  her  $650,000  nest  egg.  In 
1999,  Blasco's  Morgan  Stanley  broker 
invested  her  money  in  the  firm's  own  junk 
bond  fund  after  the  49-year-old  Boca 
Raton  (Fla.)  widow  had  requested 
conservative  investments.  "All  I  knew  was 
that  I  was  losing  money  drastically,  and 
every  time  I  went  to  the  broker,  he'd  say: 
'Don't  worry,  everything  is 
under  control,'"  she  says. 

Blasco  is  emblematic  of  a 
new  wave  of  litigation  breaking 
over  Wall  Street.  In  an 
arbitration  case,  due  to  be 
heard  in  January,  she  alleges 
her  broker  failed  to  disclose 
both  the  risky  nature  of  the  junk 
bond  fund  and  the  bigger 
commission  he  would  receive. 
Morgan  Stanley  declines  to 
comment.  Thousands  of 
investors  are  likely  to  follow  suit. 
"My  clients  are  bouncing  off  the  wall,"  says 
Plantation  (Fla.)  securities  lawyer  Darren 
C.  Blum,  who  represents  Blasco. 

The  litigation  will  likely  engulf  more  Wall 
Street  firms.  The  SEC  says  it's  investigating 
15  others  for  similar  failures  to  disclose 
fund  sales  incentives.  But  the  number  of 
clients  affected  at  Morgan  Stanley  alone  is 
striking.  In  SEC  filings,  the  firm  estimates 
that  8,000  people  bought  its  funds  in  the 


But  the 
litigation 
won't 
make  a 
big  dent 
in  profits 


2'6  years  covered  in  the  Nov.  17  settlement. 
In  this  settlement,  regulators  charged 
Morgan  Stanley  with  selling  funds  from  up 
to  16  fund  families  in  return  for  bigger 
commissions.  In  September,  the  NASD 
fined  the  firm  $2  million  for  awarding 
resort  trips  and  Britney  Spears  concert 
tickets  to  employees  who  promoted  its 
funds  between  October,  1999,  and 
December,  2002.  Morgan  Stanley  didn't 
admit  or  deny  the  charges. 

The  ultimate  legal  bill  won't  make  a  big 
dent  in  brokerages'  earnings.  Morgan 
Stanley,  which  racks  up  roughly  $14 
million  in  net  profits  daily,  is  paying  $50 
million  in  civil  penalties  to  settle 

regulators'  most  recent 
charges.  Analysts  estimate 
that  Morgan  Stanley  clients  will 
be  able  to  prove  they  lost  only 
tens  of  millions  of  dollars  in 
total.  "At  the  end  of  the  day,  the 
company  can  still  argue  that  it 
didn't  admit  or  deny  anything 
and  that  it  wasn't  charged  with 
fraud,"  says  New  York 
securities  lawyer  Bill  Singer. 
Chairman  and  CEO  Philip  J. 
Purcell  said  in  a  statement  that 
he  regretted  that  "some"  of  the 
firm's  sales  and  disclosure  practices  have 
"been  found  inadequate." 

Still,  something  is  better  than  nothing. 
And  if  Blasco  is  any  indication,  Wall  Street 
faces  a  bigger  penalty  than  fines:  Blase 
longer  trusts  the  Street's  brokers.  She  says 
the  little  money  she  has  left  is  in  annuities 
at  an  insurance  company. 

-By  Emily  Thornton  in  New  York,  with 
Amy  Borrus  in  Washington 
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COMMENTARY 


BY  MIKE  McNAMEE 


Good  Settlement^  Bad  Teamwork 

The  ugly  uproar  over  the  SEC's  Putnam  deal  could  have  been  avoided 


i  very1 


ROOTING  OUT  CORRUPTION, 
protecting  fund  investors,  and 
restoring  confidence  in  the 
markets:  Those  are  the  goals 
of  everyone  involved  in 
cleaning  up  the  megamillion-dollar 
mutual-fund  scandal.  So  the  way  to 
judge  the  latest  sparring  between  New 
York  Attorney  General  Eliot  Spitzer  and 
the  Securities  &  Exchange  Commission 

is  to  ask:  Whose  approach  will  best 
meet  those  ends?  The  likely  winner: 
the  SEC. 

You  couldn't  tell  from  the  racket 
sent  up  by  Spitzer  and  Massachusetts 
Secretary  of  the  Commonwealth 
William  F.  Galvin  over  the  SEC'S  Nov. 
13  deal  with  Putnam  Investment 
Management  LLC.  They  say  the  feds, 
in  a  hurry  to  stanch  the  $21  billion 
outflow  from  Putnam's  funds,  O.K.'d 
a  quickie  pact  that  let  the  Boston- 
based  fund  adviser  off  the  hook  on 
charges  that  six  managers  milked 
Putnam  funds  via  rapid-fire  trading. 

SPITZER  AND  GALVIN  FAULT  the  SEC 
because  its  partial  settlement  didn't  bring  new  charges 
against  individual  wrongdoers,  didn't  set  Putnam's  monetary 
damages,  and  didn't  include  broader  reforms  the  industry 
needs.  "At  this  moment  of  maximum  leverage  with  the 
company,  you  don't  let  it  slip  away,"  Spitzer  fumes.  Adds 
Columbia  University  law  professor  John  C.  Coffee:  "If  this  is 
going  to  be  the  template  for  future  settlements,  I  think  state 
regulators  could  call  it  a  slap  on  the  wrist." 

Certainly,  the  SEC  has  done  a  weak  job  overseeing  funds, 
and  it  has  been  pushed  into  a  much  more  active  stance  by  the 
aggressive  probes  launched  by  Spitzer  and  Galvin.  Even  SEC 
Chairman  William  H.  Donaldson  acknowledges  that  the 
agency  should  have  moved  sooner.  And  with  all  the  effort 
state  and  federal  regulators  have  put  into  working  together 
more  closely,  the  SEC  should  have  given  Spitzer  and  Galvin 
more  opportunity  to  weigh  in. 

But  the  Putnam  settlement,  far  from  being  a  flop,  shows 
that  the  agency  is  turning  over  a  new  leaf.  The  SEC  moved 
rapidly  to  clean  up  Putnam  while  holding  the  door  open  to 
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stiff  penalties  and  more  charges.  It  imposed  a  complete  hi 
on  short-term  trading  by  Putnam  insiders,  a  first  for  the 
industry.  And  it  overhauled  the  boards  of  Putnam's  funds! 
bringing  in  more  outsiders  and  installing  independent  bo) 
chairs.  "This  is  the  new  template— every  fund  is  going  to  ] 
to  answer  to  these  standards,"  says  Jacob  S.  Frenkel,  a  fori 
SEC  enforcer  and  federal  prosecutor  now  with  law  firm  Sn 
Gambrell  &  Russell  in  Washington. 

Spitzer  applauds  these  changes.  But  he  says  the  SEC 
shouldn't  have  settled  until  investigators  had  gone  over  th 
company  with  a  fine-tooth  comb.  Trouble  is,  the  rapid  fligl 
from  Putnam's  tainted  funds  is  driving  up  costs  and  impot 
a  huge  burden  on  remaining  investors.  "It's  critical  that  w< 
something  now  to  protect  current  Putnam  fund 

shareholders,"  says  SEC  Enforcer 
Director  Stephen  M.  Cutler. 

THE  SEC  DID  THAT-without  cedil 
leverage  to  Putnam.  If  s  still  probiij 
and  plans  to  bring  more  charges, 
perhaps  against  the  company  itsel: 
Putnam  has  also  agreed  to  restore  I 
investors'  losses  and  won't  contest! 
guilt  when  the  SEC  sets  penalties. 
"We  didn't  give  up  anything"  in 
settling,  Cutler  says. 

What  about  the  SEC's  failure  to 
force  Putnam  to  admit  guilt? 
Securities  experts  say  such  a  plea 
would  only  hasten  investors'  flight 
and  condemn  the  firm  to  ruinous 
losses  in  the  20-and-counting  private 
lawsuits  it  already  faces.  Balancing  the  ne<  | 
for  fast  action  against  the  emotional 
satisfaction  of  extracting  a  guilty  plea,  the 
SEC  opted  for  investor  protection. 
Spitzer  complains  that  the  SEC  didn't 
force  Putnam  to  cut  the  fees  it  charges  its  funds.  Such  fund 
critics  as  Gary  Gensler,  co-author  of  The  Great  Mutual  Fund 
Trap,  argue  that  Putnam's  independent  directors  should 
negotiate  harder  on  fees.  But  the  SEC  insists  that  fee-setting 
and  disclosure  should  happen  through  industrywide  rules, 
not  enforcement  cases.  "Spitzer  has  only  one  tool.  Any  reforr 
he  wants  he  has  to  win  through  enforcement,"  says  a  senior 
SEC  official.  "We  have  lots  of  tools,  and  they're  all  in  play." 
Regulators  need  to  pull  together  rather  than  undermine 
one  another.  The  SEC  will  be  policing  funds  long  after  Spitzei 
and  Galvin— both  elected  officials— have  moved  on.  The  state 
regulators  have  kicked  the  SEC  into  action.  Now  they  need  to 
simmer  down  so  the  SEC  can  stay  on  track.  ■ 


CUTLER  AND 
SPITZER  The 

SEC  should 
have  shared  its 
plans  with  AGs 
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y,  very  pure  water. 


our  help,  industry  is  not  only  able  to  purify  water  to  the 
t  where  it's  actu;  .My  cleaner  than  drink.ng  water,  they 
«rVe  billions  of  gallons  of  water  every  year.  And  when  t 
es  to  the  environment,  that's  a  real  bless.ng. 
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imagination  at  work 


Analysis  &  Commentary 


COMPENSATION 


GROW  ONEROUS 

Expensing  is  forcing  companies  to 
rethink  employee  pay  perks 


IT  WAS  JUST  THREE  YEARS  AGO 
that  the  economy  seemed  to  be  one 
big  bash,  with  stock  options  hand- 
ed out  like  so  many  party  favors. 
Many  companies  couldn't  dole 
them  out  fast  enough— their  gen- 
erosity encouraged  by  options'  fa- 
vorable accounting  treatment.  In  2000 
alone,  Bear,  Stearns  &  Co.  figures  compa- 
nies on  the  Standard  &  Poor's  500-stock 
index  awarded  a  staggering  $126  billion 
in  options,  more  than  the  2002  gross  do- 
mestic product  of  Ireland.  Amid  the 
boom,  options  made  many  senior  execu- 
tives—and quite  a  few  members  of  the 
rank  and  file— rich,  at  least  on  paper. 

The  dot-com  bust,  the  recession  of 
2001,  and  the  corporate  crime  wave  and 
accounting  scandals  of  2002  brought  the 
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party  to  an  unceremonious  end.  And  any 
thoughts  that  the  rebounding  economy 
will  give  options  new  life  should  be  im- 
mediately forgotten.  On  Oct.  29,  the  Fi- 
nancial Accounting  Standards  Board 
proposed  ending  in  2005  the  special 
treatment  options  have  enjoyed  for 
decades.  Barring  an  unlikely  llth-hour  re- 
prieve from  Congress,  in  a  little  over  12 
months,  companies  will  be  forced  to  ac- 
count for  options  as  an  expense.  What's 
more,  unvested  options  from  prior 
years— not  just  new  grants— will  have  to 
be  expensed,  resulting  in  a  much  bigger 
hit  to  earnings  than  most  imagined. 

That  means  companies  won't  be  able 
to  issue  one  large  option  grant  in  2004  to 
tide  workers  over  for  a  few  years.  "Six 
months    ago,    people    thought    maybe 
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[we'd]  get  one  last  hurrah,"  says  In  pensing 
Kay,  director  of  compensation  consult  ICorp. 
at  Watson  Wyatt  Worldwide.  "Now 
very  clear  there's  going  to  be  an  expei  | 
in  2005  for  2004  grants." 

The  result,  pay  experts  say,  will  b  sunn 
scramble  over  the  next  few  months  Lie 
companies  frantically  rework  their  20  nicViai 
pay  plans  to  avoid  a  massive  hit  to  eai  i  exps 
ings  in  2005-  If  businesses  make  ova 
changes  to  current  options-grant  pi  3  Ck 
grams,  UBS  Warburg  estimates,  exper  1  a  \ 
ing  would  reduce  S&P  500  earnings  by  lee  it 
average  of  $3  to  $4  per  share  in  2005  the 
roughly  a  5%  slice  off  estimated  avera  hita 
earnings  of  $65.  "to 

To  avoid  that,  companies  will  be  ma  Si 
ing  options  scarce.  Watson  Wyatt  esi  ft 
mates  that  options  granted  by  S&P  5(  to 


mies  will  decline  by  $10  billion,  to 
billion  next  year  — nearly  a  15% 
Over  the  next  three  to  five  years, 
|  could  tall  an  additional  $30  bil- 
'Kveryhody's  been  thinking.  What 
e  going  to  do?'"  says  Philip  R. 
ler  Jr.,  a  eompensation  committee 
hi  u  GTECH  Holdings  Corp., 
l  supplies  computer  terminals  and 
•es  for  state  lotteries.  "People  need 
ke  some  decisions." 
lile  top  execs  may  get  smaller 
s,  many  companies  will  probably 
ave  to  strip  lower-level  employees  of 
option  privileges  to  make  a  signifi- 
lent  in  expenses.  Some  have  already 
Two  years  ago,  Dell  Inc.  began 

ning  option  grants  across  the  board, 
utbacks,  a  response  to  both  the  weak 
market  and  the  need  to  reduce  com- 

ation  costs  in  anticipation  of  expens- 
tre  accelerating:  This  year,  Dell  ex- 
to  award  about  40  million  options, 

lily  half  those  granted  in  2002. 
consultants  expect  many  other 

janies  with  broad-based  plans  to  re- 
the  number  of  employees  eligible  to 

ve  awards,  cut  back  on  the  options 

ted,  or  both.  Such  moves  could  hit 
ially  hard  in  the  tech  sector.  A  new 
y  by  Deloitte  &  Touche  found  that 

of  publicly  traded  tech  outfits  will  re- 
eligibility,  while  60%  said  they 

ned  across-the-board  reductions  in 

ts.  Says  Jeffrey  Peck,  an  anti-expens- 
)byist  for  the  Washington  (D.C.)- 
International  Employee  Stock  Op- 
Coalition:  "If  you're  a  rank-and-file 

<er,  your  future  is  going  to  look  re- 
kably  different,  and  worse." 

IBYING  FOR  'VITALITY' 

f  ALL  COMPANIES  are  resigned.  A 
'erful  Silicon  Valley  contingent  that 
ids  to  take  the  biggest  hit  to  earnings 
pensing  becomes  a  reality— including 
1 1  Corp.  and  Sun  Microsystems  Inc.— 
epping  up  lobbying  against  expens- 

saying  it  will  stifle 
Nation  and  threaten 

survival  of  young 
ipanies.  "The  eco- 
ndc  harm  of  stock-op- 
i  expensing  cannot 

overstated,"  Intel 
)  Craig  R.  Barrett 
1  a  House  subcom- 
tee  m  June.  "At  stake 
die  future  strength 
I  vitality  of  the  Amer- 
D  economy." 
Silicon  Valley's  besl 
ie  in  coining  months 
o  try  to  sell  its  own 


LESS  TO  GO  AROUND 


Value  of  option  grants 
by  S&P  500  companies* 

BILLIONS  OF  DOLLARS 


BASED  ON  COMPANY  REPORTS 

M*  Etejr  Stums  &  Co .  Watson  Wyjtl  Worldwide 


It  Was  Nice 
While  It  Lasted 

With  expensing  set  to  start  in 
2005,  companies  are  curtailing 
the  cost  of  compensation: 

FEWER  GRANTS  The  top  dogs  will  still  get 
theirs,  but  midlevel  employees  could  see 
options  end  or  be  replaced  by  fewer  shares 
of  restricted  stock. 

CHEAPER  OPTIONS  Issuing  options  good 
for  less  than  10  years  and  speeding 
up  vesting  schedules  will  reduce  the 
hit  to  profits  from  options. 

LIMITED  STOCK  BUYS  Companies  will  have 
to  expense  the  discount  offered  employees 
on  stock  purchases.  So  they  are  cutting 
back  or  may  end  the  plans  altogether. 

version  of  options  accounting  reform  to 
FASB,  which  will  formally  issue  a  pro- 
posed rule  early  next  year  and  a  final  rule 
in  late  2004.  Between  now  and  then,  tech 
companies  might  be  able  to  influence  the 
choice  of  valuation  methods  used  to  cal- 
culate option  expenses— which  could 
minimize  the  impact  on  their  bottom 
lines— or  exemptions  for  new  public 
companies. 

Tech  execs  aren't  likely  to  get  much 
help  from  Congress,  at  least  immediately. 
A  bill  that  would  ban  expensing  has  94 
House  co-sponsors,  but  a  separate  anti- 
expensing  measure  has  languished  in  the 
Senate  since  May.  A  third  bill,  introduced 
on  Nov.  19  by  Senator  Michael  B.  Enzi 
(R-Wyo.),  would  limit  expensing  to  op- 
tions granted  to  a  company's  five  highest- 
paid  executives.  It  would  also  allow  new- 
ly public  companies  to  avoid  expensing 
options  for  three  years.  Anti-expensing 
forces  think  the  Enzi  bill  could  become 
the  focus  of  a  compro- 
mise. But  that  effort  may 
stumble  in  the  Senate, 
where  Banking,  Hous- 
ing, &  Urban  Affairs 
Committee  Chairman 
Richard  C.  Shelby  (R- 
Ala.)  opposes  any  inter- 
vention  in  FA  SB's 
deliberations. 

Other  companies  see 
the  writing  on  the  wall 
and  are  hatching  new 
plans  to  curtail  expens- 
ing costs.  Since  options 
with  a  longer  term  are  as- 


signed a  higher  value  in  the  widely  used 

Black-Scholes  options  pricing  formula, 

some  companies  have  begun  issuing  op 
dons  that  expire  short  of  the  traditional 
10-year  life  span.  Bank  One  Corp.,  which 
began  expensing  in  2002,  issued  six-year 
options  in  August.  It  has  also  eliminated 
"reload"  grants— options  that  are  auto- 
matically awarded  to  replace  those  that 
have  been  exercised— and  reduced  both 
the  number  of  options  awarded  and  the 
executives  who  got  them.  Says  CEO 
James  Dimon:  "We're  being  a  little  bit 
more  judicious." 

MORE  STOCK  GRANTS  IN  '04? 

OTHERS  ARE  following  the  example  of 
General  Electric  Co.  or  Microsoft  Corp., 
which  scrapped  its  option  program  last 
July  in  favor  of  stock  grants.  In  addition  to 
retaining  some  value  in  a  down  market— 
a  benefit  employees  came  to  appreciate 
during  the  long  bear  slide— such  grants 
allow  companies  to  award  fewer  shares, 
reducing  earnings  dilution.  And  once  op- 
tions expensing  begins,  the  two  forms  of 
pay  will  both  be  treated  the  same  way  on 
the  books.  As  a  result,  the  use  of  stock  is 
expected  to  accelerate  in  2004.  Says  a  di- 
rector who  sits  on  the  compensation  com- 
mittee of  one  of  the  country's  biggest 
high-tech  outfits:  "We  are  certainly  con- 
sidering moving  to  restricted  stock,  per- 
haps in  combination  with  options." 

Employee  stock-purchase  plans  are 
also  likely  to- take  a  hit,  since  companies 
will  have  to  start  deducting  the  cost  of 
such  plans  from  earnings.  Nearly  15  mil- 
lion employees  at  4,000  companies  par- 
ticipate in  these  plans,  which  allow  work- 
ers to  buy  company  stock  at  a  discount. 
To  reduce  costs,  companies  are  expected 
to  cut  back  on  the  discounts  and  limit 
maximum  contributions  or  eliminate  the 
programs  altogether.  Several  companies 
have  made  such  changes,  including  Bank 
One  and  Citigroup.  At  Mellon  Financial 
Corp.,  which  began  expensing  on  Jan.  1,  a 
15%  discount  on  company  stock  has 
been  slashed  to  5%,  and  participation  in 
the  plan  has  dropped. 

There's  little  doubt  that  options  played 
a  big  role  in  the  1990s  boom  and  may 
help  lift  the  economy  yet  again.  But  if 
mandatory  expensing  becomes  a  reality, 
boards  will  no  longer  be  able  to  hand 
them  out  with  abandon.  If  that  forces 
companies  to  think  long  and  hard  about 
new  and  better  ways  to  motivate  workers, 
so  much  the  better.  ■ 

-By  Louis  Lavelle  in  New  York,  with 
Amy  Borrus  in  Washington,  Robert  D.  Hof 
in  San  Mateo,  Calif.,  ami  Joseph  Weber  in 
Chicago 
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COMMENTARY 


BY  HOWARD  GLECKMAN 


This  Medicare  Bill  Is  No  Remedy 

It  avoids  the  question  of  who  pays  and  does  little  to  keep  costs  from  soaring 


RARELY  HAVE  POLITICIANS 
worked  so  hard  and  satisfied 
so  few.  The  massive  Medicare 
bill  now  heading  for  a  final 
congressional  showdown 
attempts  to  hammer  vastly  different 
visions  into  one  plan.  The  result  is  a 
monumental  muddle.  The  plan  fails  to 
produce  the  kind  of  robust  new 
government  drug  benefit  that  most 

Democrats  wanted.  Nor  would  it  transform  Medicare  from  a 
government- operated  entitlement  to  a  competitive  managed- 
care  system  run  by  private  insurers,  as  President  George  W. 
Bush  and  GOP  lawmakers  preferred. 

The  bill  has  skirted  the  critical  question 
underlying  every  debate  about  health  care:  Who 
pays?  Should  the  burden  of  rapidly  rising  health- 
care costs  be  borne  mosdy  by  taxpayers  or  shifted 
to  the  seniors  that  Medicare  serves?  Worse,  the 
bill  does  little  to  control  those  costs,  either  now  or 
in  the  future.  The  result:  Either  seniors  will  have 
to  pay  lots  more,  taxes  will  rise,  or  care  will  have 
to  be  rationed. 

THE  BILL'S  CENTERPIECE-a  new  $400  billion 
drug  insurance  plan— will  certainly  aid  some 
seniors  who  now  do  without  valuable  medications. 
But  few  consumers  would  voluntarily  choose  such 
peek-a-boo  coverage,  which  requires  beneficiaries 
to  pay  the  first  $275  in  annual  drug  costs,  then 
covers  75%  up  to  $2,200.  Then  no  coverage  is 
provided  at  all  until  $3,600  is  reached,  after  which 
Medicare  picks  up  90%  of  the  tab  once  again. 

Despite  Democratic 

Will  seniors 
or  taxpayers 
cover  rising 
costs?  Or 
will  care  be 
cutback? 


angst  that  the  bill  is  a 
death  knell  for 
traditional  Medicare, 
the  GOP's  market 
reforms  have  been 
watered  down  to  a 
limited  six-city 
experiment  that  won't 
begin  for  seven  years. 
"It's  a  tremendous  lost 
opportunity,"  says 
American  Enterprise 


Institute  economist  Joseph  Antos.  "If  we  don't  have  reaj 
competition,  we  don't  have  reform.  We  just  have  Medical 
higher  payment  levels." 

That  said,  it's  not  clear  that  transforming  Medicare  int 
private  insurance  system  would  reduce  the  overall  costs  c 
senior  health  care.  Over  the  past  20  years,  Medicare 
expenditures  have  grown  at  an  annual  rate  of  about  6.7% 
enrollee— roughly  the  same  as  private  insurance  for  other 
large  groups,  such  as  federal  workers  (up  about  6.5%  a  ye 
or  California  state  employees  (up  6.9%).  One  reason:  Wh 
managed-care  companies  save  money  by  making  consum 
more  sensitive  to  costs,  they  also  run  up  higher  administr 
and  advertising  bills.  "The  evidence  is  very  mixed,"  says 
Stuart  Altman,  professor  of  health  policy  at  Brandeis 
University. 

MEDICARE  COSTS  are  driven  by  the  same  factors  that  art 
sending  all  health  expenditures  through  the  roof.  An  agin} 
population  requires  more  care.  And  as  technology  makes 

treatments  and  tests 
cheaper  and  less 
invasive,  more  peopl 
use  them,  boosting 
overall  costs.  Catarac 
surgery,  for  instance, 
used  to  require  hours 
an  operating  room  ar 
three  days  of  recover] 
a  hospital.  Today,  if  s 
30-minute  outpatient 
procedure  and  millioi 
more  people  opt  for  it 
As  a  result,  American 
now  spend  $4  billion 
year  on  such  surgery. 
Private  managed-cj 
plans  can  save  money 
we  learned  that  in  the 
1990s.  But  they  did  it 
limiting  care— and 
generated  a  patient 
revolt  in  the  process. 
Today,  private  insurers 
hope  to  control  costs 
through  such  relativelj 
new  techniques  as 
disease  management, 
where  people  at  risk  fo 
chronic  illnesses  such  i 
diabetes  are  helped 
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THE  ALL-NEW  265-HP  NISSAN  MAXIMA. 

All-new  independent  multi-link  rear  suspension,  18"  alloy  wheels 
and  a  Sky  View  glass-paneled  roof  like  no  other.  For  dreamers  and  drivers 
alike.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 
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before  the  problem  gets  out  of  hand. 
Another  fix:  negotiating  lower  drug 
prices. 

BUT  DISEASE  MANAGEMENT 
techniques  are  still  new  and  largely 
untested,  especially  with  seniors.  And 
government,  with  its  massive  buying 
power,  could  drive  down  drug  prices 
at  least  as  effectively  as  private 
insurers. 

But  the  Medicare  reform  bill 
empowers  neither  insurers  nor 
government  to  rein  in  costs.  It  does  not 
allow  Medicare  to  use  its  full  muscle  to 
lower  drug  prices.  Instead,  it  piles  on 
new  costs.  The  measure  increases 

subsidies  for 
some  low- 


MOUNTING  BILLS 


BILLIONS  OF  DOLLARS 


Data:  Congressional  Budget  Office 


income 
seniors  and 
boosts 
payments  to 
doctors, 
hospitals, 
and  rural 
home-health 
services. 
Insurance 
companies 
would  get  billions  in  taxpayers  dollars 
to  make  managed-care  plans  available 
to  seniors.  And  the  bill  would  hand  out 
billions  more  to  companies  that 
continue  to  insure  their  retired 
workers. 

At  the  same  time,  the  bill  shifts 
some  costs  away  from  the  government. 
To  get  their  new  drug  benefit,  seniors 
would  be  required  to  pay  a  modest 
premium,  starting  at  about  $35  a 
month  and  climbing  as  prescription 
prices  rise.  And  deductibles  for 
Medicare  Part  B— which  covers  doctor 
visits— would  rise  from  $100  today  to 
$110  in  2005,  and  increase  with 
program  costs  thereafter.  In  addition, 
wealthy  retirees  would  have  to  pay 
substantially  higher  Part  B  premiums 
than  they  do  now.  But  premiums  will 
cover  only  about  one-third  of  the  cost 
of  the  new  drug  benefit— taxpayers  will 
pick  up  the  rest. 

The  result:  a  drug  subsidy  that  will 
cost  at  least  $400  billion  will  be  added 
to  Medicare  costs  that  will  already  top 
$3-5  trillion  over  the  next  decade.  And 
those  drug  expenses  could  skyrocket  to 
over  $100  billion  a  year  after  that. 

In  the  end,  health  costs  can  only  be 
limited  by  curbing  care.  The  challenge 
is  to  do  that  while  improving  the 
overall  health  of  seniors.  Old  Medicare 
never  did  that  veiy  well.  And  the  new 
version  won't  be  any  better.  ■ 

40  I  BusinessWeek  I  December  1,  2003 


AVIATION 


A  PLANE, 
A  PLAN, 
A PROBLEM 


&    *    ^ 


fi 

Early  word  on  Boeing's  7e7  is  positive, 
but  it's  under  terrific  cost  pressure 


OR  THE  FIRST  TIME  IN  A 
long  while,  Boeing's  com- 
mercial-plane division  has 
some  good  news.  In  closed- 
door  meetings  in  Seattle  on 
Nov.  12  and  13,  airline  execu- 
tives told  Boeing  they  liked 
how  plans  are  shaping  up  for  its  proposed 
new  7e7  jetliner— a  plane  designed  to 
lower  operating  costs  sharply  for  cash- 
strapped  carriers.  "The  aircraft  has  devel- 
oped positively,"  Lufthansa  Senior  Vice- 
President  Nico  Buchholz  said.  Then  came 
the  caveat:  "But  we  have  a  way  to  go." 

He's  right  about  that.  With  Boeing 
Co.'s  board  expected  to  grant  preliminary 
approval  on  Dec.  15  to  market  the  7e7, 
commercial-aircraft  chief  Alan  R.  Mulally 
has  yet  to  convince  suppliers  and  cus- 
tomers he  can  keep  costs  low  enough  to 
make  the  plane  viable.  Wall  Street  and  the 
carriers  reckon  Boeing  must  develop  the 
7e7  for  less  than  $8  billion, 
but  that  could  be  a  tall  or- 
der. Already,  budget-busters 
are  popping  up,  including  a 
recent  decision  to  build  sep- 
arate wings  for  planes  tar- 
geted at  the  short-  and 
long-haul  markets.  Says  an 
international  airline  exec: 
"Boeing  is  saying  the  right 
things,  but  can  it 
work  smarter  for 
less  cost?" 

The  stakes 

couldn't  be  higher. 
Boeing  badly 


THE  STATS 


The  key 

question: 

Can  Boeing 

develop  the  7e7 

•  for  roughly 

$8  billion? 


needs  a  hit  if  it  is  to  claw  back  share  | 
rival  Airbus.  To  succeed,  the  planer 
will  have  to  slash  development  | 
manufacturing  costs  ruthlessly.  Be 
won't  give  an  exact  price  for  the  7e7 
one  thing  is  clear:  Boeing  must  mat<| 
beat  the  amount  Airbus  jets  fetchA 
jetliner  prices  vary  widely  from  del 
deal,  airline  execs  say  Airbus  undeif 
Boeing  by  as  much  as  15%.  Boeing 
sists  that  the  7e7  will  be  attract 
priced  and  still  generate  a  10% 
margin.  "We  expect  to  hit  our  numbtj 
says  Michael  Bair,  the  executive] 
charge  of  the  7e7- 

OUTSOURCING  DESIGN 

TO  GET  THERE,  Boeing  is  rewriting 
way  it  does  business.  While  the  out 
devise  the  7e7's  basic  outlines,  an 
precedented  amount  of  detail  work  i 
ing  farmed  out,  especially  to  Japa 
companies.   For   the 
time,  Mitsubishi,  Kawasl 
and    Fuji,    which    hell 
build  the  777,  have  been! 
vited  to  design  and  prod| 
the   fuselage   and   wir 
Boeing  is  taking  this  sted 
part  to  get  Japan  Airlil 
and  All  Nippon  Airwaya 
launch  the  7e7.  But  Boe| 
also      expects 
Japanese  governml 
to  provide  money! 
local  suppliers  to  hi 
fund    the    develcf 
ment.  Boeing's  bod 
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ere's  to  the  head  start.  To  the  will  to  win  through. 

t  Deutsche  Bank  we  share  your  passion  to  hit  the 
round  running,  to  seize  the  opportunity,  to  make  it 
appen. 

s  what  makes  us  one  of  the  world's  leading  financial 
stitutions.  And  it's  why  the  most  demanding  clients 
the  US,  and  around  the  world,  trust  us  to  perform. 

cross  disciplines,  across  regions.  With  absolute 
sdication,  leading-edge  insights,  powerful  solutions. 
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has  said  it  wants  suppliers  to  pick  up  at 
least  half  the  costs. 

In  another  break  from  tradition,  Boe- 
ing wants  suppliers  to  take  equity  stakes 
in  the  project  in  exchange  for  absorbing 
some  risk.  Analysts  say  Boeing's  Japanese 
collaborators  probably  will.  But  getting 
other  suppliers  to  share  the  risk  is  by  no 
means  guaranteed.  According  to  company 
insiders,  Boeing  execs  in  mid-November 
expressed  concern  that  they  haven't  yet 
lined  up  enough  equity  partners. 

Finally,  Boeing  is  demanding  that 
suppliers  cut  their  costs  by  20%.  It 
wants  suppliers  to  fund  their  own  de- 
velopment work,  for  example,  and  is  of- 
fering extremely  low  prices  to  do  so. 
"Boeing  is  asking  for  the  sun  and  the 
moon,"  said  a  senior  exec  for  a  major 
U.S.  supplier. 

PRICEY  NEW  MATERIALS 

STILL,  IT'S  NEARLY  impossible  to  say 
how  much  the  7e7  will  cost  to  develop 
and  produce.  Never  before  has  an  air- 
liner relied  so  heavily  on  expensive  com- 
posites. Half  of  the  7e7's  skin  and  struc- 
ture will  use  high-tech  materials. 
Composites  cost  up  to  eight  times  as 
much  as  aluminum,  and  the  newfan- 
gled plane  will  require  suppliers  to  re- 
tool the  manufacturing  process.  "All  of 
the  partners  are  concerned  about 
whether  we  can  build  this  plane  afford- 
ably,"  says  an  exec  for  a  large  supplier. 
That,  say  people  close  to  the  project,  is 
why  they  aren't  eager  to  share  the  risks. 

Boeing's  efforts  to  keep  its  Japanese 
customers  happy  also  could  push  costs 
above  expectations.  The  company 
bowed  to  JAL  and  All  Nippon's  demands 
that  it  build  a  short-range  version  of  the 
plane,  which  will  require  a  separate 
wing  design  and  engine— possibly 
adding  more  than  $1  billion  to  costs. 
Moreover,  Boeing  plans  to  ask  General 
Electric,  Rolls  Royce,  and  Pratt  &  Whit- 
ney to  make  engines  exclusively  for  the 
7e7.  That,  says  Richard  Aboulafia,  aero- 
space analyst  at  the  Teal  Group  Corp., 
"will  make  engine  manufacturers  less 
likely  to  help  Boeing  financially  in  the 
costly  certification  and  testing  process." 

The  last  new  Boeing  plane— the  777, 
launched  in  1990— cost  twice  the  bud- 
geted $6  billion.  Many  Boeing  watchers 
believe  the  7e7  could  end  up  a  $12  bil- 
lion project,  too.  "I  think  it's  going  to  be 
an  expensive  airplane  to  do  right,"  says 
a  Boeing  consultant.  "My  real  fear  is 
that  they  will  not  face  up  to  it."  Boeing 
had  better  prove  the  skeptics  wrong. 
The  company's  future  depends  on  it.  ■ 
-By  Stanley  Holmes  in  Seattle 


HIGH  TECHNOLOGY 


IN  THE  VALLEY, 
LESS  OF  A  TROUGH 

The  tech  revival  means  more  jobs,  mor| 
venture-capital  deals— and  more  traffic 


NYONE  HOPING  TO 
take  the  pulse  of  Sili- 
con Valley  could  do 
worse  than  drop  into 
Buck's,  a  diner  in  the 
hills  of  Woodside, 
Calif.  At  the  height  of 
the  tech  boom,  Buck's  was  full  of  venture 
capitalists  and  tech  geeks,  plotting  to 
dominate  the  universe.  For  much  of  the 
past  three  years,  though,  there  have  been 
few  high-fives  or  chortles  of  glee  at 
Buck's.  Well,  guess  what?  With  the  econ- 
omy strong  and  the  tech  recovery  start- 
ing to  gather  steam,  the  movers  and 
shakers  are  back— doing  business  over 
lobster  claw  enchilada  dinners  and 
pumpkin  pancake  breakfasts. 

Oh  sure,  this  isn't  2000.  While  job 
postings  are  up,  few  large  companies  are 
hiring  in  a  big  way.  Plenty  of  offices  re- 
main empty.  And  aside  from  such  high- 
flyers as  Google,  Valley  companies  have 
yet  to  revive  such  perks  as  free  back  rubs 
and  laundry  service.  But  Buck's  owner, 
Jamis  MacNiven,  says  customers  are 
scribbling  business  plans  on  napkins 
once  again.  And  he  can't  help  noticing 
that  his  parking  lot  is  full  of  status 
wheels  such  as  Porsche's  $70,000 
Cayenne  SUV.  "A  year  ago,  people  wor- 
ried about  losing  their  homes,"  MacNiv- 
en says.  "Now,  there's  a  buzz  that  we 
haven't  really  seen  since  1999." 

ON  THE  PROWL 

MOREOVER,  IT'S  BREAKING  out  from 
San  Francisco  all  the  way  to  San  Jose. 
VCs  and  tech  companies  are  throwing 
bashes  again.  Getting  a  good  restaurant 
table  requires  a  reservation.  Hotels  are 
filling  up  with  business  travelers.  And  as 
Netscape  founder  Marc  Andreessen 
notes:  "The  traffic  stinks.  Things  must 
be  getting  better." 

Startups  are  the  most  bullish  these 


SILICON  SURGE         days.    J  i  wire     I 
The  movers  and      which   lists   gL 
shakers  are  on        wi-Fi  hot  spots 
flTemove again       ^  expects  to  r 
^^^  $  1  million  as  VC 

on  the  prowl  ag 
At  Web  services'  NetSuite  Inc.,  CEO  Z 
Nelson  decided  to  reward  his  staff 
quadrupling  revenues  this  year,  to 
million.  He's  spending  $50,000  o: 
Christmas  bash  at  PacBell  Park.  "Thil 
be  our  first  big  blowout,"  says  Nelson! 

On  the  corporate  front,  however,  a 
tion  is  still  the  byword.  Yet  some  signs 
life  are  starting  to  show.  Thanks  to  mc 
ster  second-half  profits,  Intel  Corp.  h 
revived  a  program  to  buy  home  PCs  1 
half  of  its  employees.  That's  40,000  coi 
puters.  Cisco  Systems  Inc.,  another  bo: 
earner  of  late,  is  sweetening  bonuses  f 
the  first  time  in  many  quarters.  And  A 
vanced  Micro  Devices  Inc.  is  once  aga 
giving  business  trips  a  green  light. 

The  upshot:  While  the  Valley  is  by  r 
means  the  boomtown  of  yore,  it's  regai: 
ing  a  little  of  the  old  swagger.  Shanl 
about  the  traffic.  ■ 

By  Cliff  Edwards,  with  Jim  Kerstetti 
in  San  Mateo,  Cal 
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better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 
alley.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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POWER 
SURGE  AT  GE 

Life  looks  a  little  brighter  at 
General  Electric  these  days. 
On  Nov.  19,  CEO  Jeffrey 
Immelt  said  that  even  though 
earnings  may  remain 
somewhat  flat  or  even  drop 
next  year,  GE  should  return  to 
double-digit  earnings  growth 
in  2005.  GE  last  had  double- 
digit  annual  earnings  growth 
in  2001,  the  year  legendary 
Chairman  Jack  Welch  retired. 
Immelt,  who  stepped  into  the 
top  job  days  before  the 
September  11  terrorist 
attacks,  has  beefed  up  GE's 
lucrative  NBC  and  Medical 
Systems  units  with  major 
acquisitions  in  recent 
months.  Now,  he's  planning  to 
spin  off  most  of  its  life  and 
mortgage  insurance 
operations.  "We  have  built  a 
stronger  company  with  a 
faster-growth  set  of 
businesses,"  Immelt  said  in  a 
conference  call.  "GE  is  in 
great  shape."  John  Inch  of 
Merrill  Lynch  agrees  the 
business  mix  is  better,  having 
upgraded  the  stock  to  a  buy 
on  Nov.  18.  And  optimistic 
investors  sent  shares  up 
3.6%,  to  $29.47,  that  day, 
demonstrating  their  belief 
that  GE  may  finally  bring 
good  things  back  to  life. 


ROUNDUP  ON 
WALL  STREET 

For  years,  investors  have 
been  warned  to  tread 
carefully  in  the  lightly 
regulated  area  of  foreign- 
currency  trading— and  on 
Nov.  19,  the  magnitude  of  the 
problem  became  clear. 
Federal  prosecutors  in 
Manhattan  announced  eight 
indictments  against  47 
alleged  currency-scam  artists 
who  were  accused  of  bilking 
investors  out  of  "tens  of 
millions"  of  dollars.  Among 
the  victims  of  the  criminal 
transactions  were  UBS  and 
J.P.  Morgan  Chase.  UBS  said 
that  it  is  conducting  its  own 
review,  while  J.P.  Morgan 
declined  to  comment.  The 
indictments  stemmed  from 
an  18-month  undercover 
operation.  According  to 
prosecutors,  the  alleged 
scams  were  comparatively 
simple:  Most  customers  were 
sold  currencies  by  traders 
who  simply  took  clients' 
money  and  never  executed 
any  trades  for  them. 


POLISHING 
PERLE'S  REP 

Pentagon  Inspector  General 


Joseph  Schmitz  has  cleared 
Richard  Perle,  the  former 
chairman  of  the  Defense 
Policy  Board,  of  conflict-of- 
interest  allegations.  The 
report  concluded  that  Perle 
wasn't  breaking  the  law 
when  he  represented  several 


businesses  before  the 
government  while  he  was 
chairman  of  the  panel, 
which  makes  policy 
recommendations  to  the 
Pentagon.  Schmitz  said  that 
Perle  hadn't  worked  the 
required  60  days  for  the 
government  for  ethics  rules 
for  outside  advisers  to  apply. 
Nor  had  Perle  represented 
the  firms  in  matters  that 
were  brought  before  him  at 
the  board.  Representative 
John  Conyers  Jr.  (D-Mich.) 
says  he  will  propose  a  bill  to 
close  some  of  the  loopholes 
he  believes  the  case 
highlights. 


CALL  IT 
TEARS 'R' US 

Is  Christmas  doomed? 
Investors  drove  shares  of  Toys 
'R'  Us  to  a  low  of  $10.37  after 
the  company  said  on  Nov.  17 
that  it  might  not  achieve  the 
$1.15  earnings  per  share  it 
expected  this  year.  The 
retailer  is  giving  up  on  two 
money-losing  chains— Kids 
'R'  Us  clothing  stores  and 
Imaginarium— and  will  take 
a  $280  million  charge  to 
close  182  stores  and  three 
distribution  centers.  But  the 
worst  news  came  from  its 
core  toy  stores,  where  sales  at 
units  open  a  year  or  more 
declined  3%  in  the  third 
quarter.  Rival  Wal-Mart  Stores 
started  discounting  its  toys  in 
September.  CEO  John  Elyer, 
who  has  spent  hundreds  of 
millions  trying  to  improve 
Toys  'R'  Us,  said  the  results 
were  "disappointing." 


HIGH  TIMES 
FOR  HP 

Giving  further  credence  to 
the  tech  recovery,  Hewlett- 
Packard  on  Nov.  19  blew  past 
analysts'  expectations  with  its 
fiscal  fourth- quarter  results. 
The  computing  behemoth 
more  than  doubled  net  profits 


to  $862  million,  while 
revenues  gained  10%,  to| 
$19.9  billion.  Just  as 
important,  Hewlett-Pact 
achieved  its  objective  of  I 
delivering  operating  pro| 
its  enterprise  and  persor 
systems  divisions.  This  Id 
ceo  Carleton  "Carly"  Fiorj 
describe  the  quarter  as ' 
far  our  strongest"  since 
company's  merger  with 
Compaq  Computer. 

ETCETERA. ..| 

>>  A  task  force  blamed 

Ohio's  FirstEnergy  for  the . 

14  blackout. 

»  Wal-Mart  named  Charljl 

Jarrells  Porter  to  lead  its  n<] 

Office  of  Diversity. 

»  Charles  Schwab  is  buyiij 

SoundView  Technology  for 

million. 


CLOSING  BELL 


Rebounding  online 
advertising  jias 
investors  looking 
twice  at 

DoubleClick,  the 
largest  provider  of 
interactive  ad 
services.  Its  sharesl 
climbed  9.8%,  to 
$8.51,  on  Nov.  19, 
after  Smith  Barney 
Citigroup  analyst 
Lanny  Baker  raised 
his  rating  from  sell  s 
to  buy. 


DOLLARS 


NOV.  14.  '03  NOV.  19 

Data:  Bloomberg  Financial  Markets 
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iUNG  DIGITS 

one't   Invllidn 
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The  Home  Depot  sees  the  possibilities  in  Samsung. 


•  Super-bright,  razor-sharp  19"  

analog/digital  TFT/PVA  display 

•  Unique  dual-hinge  base  allows  up  to  90° 
tilt  for  optimal  ergonomics 

•  1280  x  1024,  Xtrawide- 1707170°  viewing 
angle,  VESA'  wall-mountable  base 

•  World's  leading  manufacturer  of 
TFT- LCD  displays 


isit  www.samsungusa.com 

2003  Samsung  Electronics  America.  Inc.  Screen  images  are  simulated 


That's  DigitAII  vision. 

How  do  you  become  the  fastest  growing 
50  billion-dollar  retailer  in  history  with  over 
200  new  stores  opening  this  year  alone? 
With  unparalleled  vision  and  absolute  clarity. 
That's  why  The  Home  Depot'  chooses  Samsung  —  the 
world's  leading  manufacturer  of  TFT-LCD  displays.  And 
now  Samsung's  commitment  to  the  big  picture  continues 
with  the  innovative  display  technology  found  in  the  new 
SyncMaster  192T,  allowing  your  future  to  appear  just  as  bright. 

Add  vision.  Add  possibility.  Add  Samsung. 


If  you've  invested 

$25,000  or  more 

in  a  mutual  fund  and  paid  an 
upfront  sales  charge,  you  could  be 
entitled  to  a  breakpoint  refund. 

Mutual  funds  have  different  ways  of  charging  investors.  Some  funds  charge  an 
upfront  sales  fee  or  front-end  load.  Discounts  on  these  charges  are  regularly  offered 
for  larger  mutual  fund  investments  -  usually  starting  at  $50,000,  but  sometimes  as 
low  as  $25,000.  An  NASD  investigation  has  determined  that  many  investors  have 
not  received  the  discounts  owed  to  them. 

Are  you  one  of  these  investors?  Ask  yourself: 

/  Have  I  purchased  a  mutual  fund  with  a  front-end  sales  load? 

/  Have  I  purchased  additional  funds  in  the  same  fund  family? 

/  Have  close  family  members  purchased  shares  of  this  fund  or  fund  family? 

/  Is  the  total  of  my  purchases  and  my  family's  purchases  together  greater  than  $25,000? 

If  a  discount  owed  to  you  was  never  paid,  NASD  requires  your  brokerage  firm 
to  refund  the  money.  Contact  your  financial  advisor  if  you  think  you  may  be 
entitled  to  a  breakpoint  refund.  Or  visit  nasd.com  for  more  information. 
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NASD's  mission  is  clear:  To  protect  investors  and  bring 
integrity  to  the  markets.  We're  the  world's  leading  private- 
sector  provider  of  financial  regulatory  services,  and  every 
securities  firm  doing  business  with  the  American  public  is 
a  member  of  NASD.  We  believe  that  investor  education  is 
often  triabest  investor  protection.  For  more  information 
about  investing  and  the  marketplace,  you  can  read  our 
Investor  Aiefts,  online  at  nasd.com. 
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TED  BY  RICHARD  S.  DUNHAM 

luslims  Are  Angry 
And  They  Matter 


2000  ELECTION  CYCLE  was  a  heady  time  for  Muslim  voters, 
lough  courted  by  both  major  parties,  Muslim  groups  gave 
irge  W.  Bush  their  first-ever  Presidential  endorsement.  The 
cher:  His  pledge  to  repeal  a  Clinton- era  law  making  it  easier 
prosecutors  to  use  secret  evidence  in  terrorism  cases.  Now, 

.•rued  that  their  civil  rights  are  being  issue  advertising  and  get-out-the  vote 

pled  in  the  war  on  terrorism,  campaigns  next  year. 

ims  plan  to  make  their  presence  felt  Islamic  leaders  are  deeply 

l  at  the  polls  next  year— but  this  time,  disappointed  with  the  Administration's 


y  will  vote  against  Bush.  In  a  Zogby 

tast  summer,  78%  of  Arab-American 

lims  gave  Bush  poor  grades:  Only 

favored  his  reelection.  "Muslims  will 

I  more  Democrat  than  Republican  in 

lext  election,"  predicts  Omar  Ahmad, 

rman  of  the  Council  on  American- 

n  Relations  (CAIR). 

shift  could  hurt  Bush.  America's 

nated  5  million  Muslim  voters  are  a 

r  of  the  electorate,  but  their  impact  is 

tiplied  because  they  are  concentrated 

ving  states  such  as 

ligan,  Ohio,  New 

ey,  and  Florida.  Indeed, 

/ists  boast  that  spme 

BO  Florida  Muslim 

I  put  Bush  over  the  top 

000. 


POTENT FORCE 

Muslims  are 
worried  about 
civil  rights  abuses 


er  Drive 

NEXT  WAVE  of 

lim  mobilization  is  set 

Ite  November,  when 
R  and  other  groups  will 
"k  the  end  of  the  holy 
nth  of  Ramadan  by 
ing  campaign  cash  and 
ling  up  1  million  new 
.ms.  Mosques  across  the        ^^^^ 
ntry  will  host  registration  drives  on 
i.  26,  when  Muslims  break  their  fast 
I  attend  prayer  services  in  larger-than- 
lal  numbers.  Three  days  later,  CAIR 
'eels  to  collect  $1  million  at  a  banquet 
a  Washington.  That's  on  top  of  an  Oct. 
md-raiser  in  Anaheim,  Calif,  that 
ted  $500,000,  a  CAIR  record,  and  an 
t.  12  event  in  San  Francisco  that  took  in 
:)(),()()().  Collectively,  Muslim  groups 
vet  to  spend  almost  s  |o  million  in 


performance.  In  the  wake  of  September 
11,  Bush  backed  off  his  promise  to  repeal 
the  Secret  Evidence  Act  as  the 
Administration  detained  hundreds  of 
Arab  Americans,  shut  down  Muslim 
charities,  and  expanded  surveillance 
powers  under  the  Patriot  Act. 

Bush  took  another  hit  in  June. 
Lieutenant  General  William  G.  Boykin, 
deputy  under  secretary  of  defense  for 
intelligence,  speaking  of  his  meeting  with 
a  Muslim  Somali  warlord,  said:  "I  knew 
that  my  God  was  a  real  God 
and  his  was  an  idol."  Bush 
distanced  himself  from  the 
remarks  but  has  ignored 
calls  for  Boykin's 
resignation.  "It's  going  to 
be  very  difficult  for  the 
Muslim  community  to  vote 
for  President  Bush  again," 
says  Tahir  Ali,  author  of  an 
upcoming  book  on  Muslims 
in  American  politics. 
Republicans  will  try  to 
stem  defections  by  emphasizing  the 
conservative  views  they  share  with 
Muslims,  including  opposition  to 
abortion  and  gay  marriage.  GOP 
strategist  Grover  G.  Norquist  sees 
short-term  damage  but  says  Muslims 
and  other  "communities  of  faith"  will 
trend  Republican.  "Some  votes  will 
move,  but  not  as  much  as  some  may 
fear,"  he  says. 

Still,  thousands  or  even  hundreds  of 
votes  in  a  hattleground  state  can  be 
significant  So  don't  be  surprised  to  see 
the  White  House  try  patching  things  up 
before  Ramadan  '04.  ■ 

-By  Lorraine  Wodlcrt 


CAPITAL 
WRAPUP 

GAY  VOTES,  YES; 
GAY  MARRIAGE,  ER... 

A  MASSACHUSETTS  Supreme 
Court  ruling  opening  the  door 
for  gay  marriage  has  leading 
Democratic  Presidential 
candidates  in  a  quandary.  The 
reason:  They've  been  courting 
gay  voters  by  endorsing  "civil 
unions"  but  are  on  record 
opposing  same-sex  marriages. 
"I  do  not  support  gay 
marriage,"  says  Representative 
Dick  Gephardt,  whose  lesbian 
daughter  has  accompanied  him 
on  the  campaign  trail. 

Despite 
growing  ^\\Q 

cultural 
acceptance  of 
homosexuals, 
surveys 
indicate  that 
only  32%  of 
Americans— 
and  just  39% 
of  Dems— 
favor  giving 
gays  and 
lesbians  the 

right  to  marry.  Opposition  is 
strongest  in  Midwest  swing 
states  and  the  heavily 
Republican  South,  according  to 
an  October  poll  by  the  Pew 
Research  Center  for  the  People 
&  the  Press. 

Warning  that  Religious 
Right  Republicans  will 
demagogue  the  Massachusetts 
ruling,  Democrats  raced  to 
stake  out  some  muddy 
middle  ground.  Now,  instead 
of  making  more  promises 
to  expand  domestic  benefits 
for  gay  partners,  Democrats 
may  be  forced  to  play 
defense  against  a  Republican- 
backed  constitutional 
amendment  banning  gay 
marriage.  Says  Sandy  Rios, 
head  of  the  conservative 
Concerned  Women  for 
America:  "Democrats  don't 
want  gay  marriage,  but  the\ 
got  it." 

-Br  Lorraine  Wocltcrt 
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CHINA 


LOSING 
MILLIONS  IN 
ZHUHAI 

Did  a  city  in  southern  China  take 
sophisticated  foreign  banks  for  a  ride? 


IIFTEEN  YEARS  AGO,  THE 
I  city  of  Zhuhai,  a  coastal  en- 
clave across  the  Pearl  River 
Delta  from  Hong  Kong,  cre- 
ated the  Zhu  Kuan  Group. 
Zhu  Kuan  is  100%  owned  by 
Zhuhai,  and  like  other  so- 
called  "window"  companies  across  Chi- 
na, its  purpose  was  to  borrow  money 
abroad,  invest  it  in  enterprises  linked  to 
the  local  government,  and  then  repay  for- 
eign banks  as  these  enterprises  pros- 
pered. The  implicit  government  guaran- 
tee gave  great  comfort  to  lenders.  As 
Zhuhai's  commercial  arm,  Zhu  Kuan 
played  a  key  role  in  financing  the  roads, 
bridges,  airport,  stadiums,  and  other  fa- 
cilities that  helped  the  city  grow  at  break- 
neck speed.  Along  the  way,  the  company 
borrowed  more  than  $750  million  from 
big  financial  institutions,  including  Stan- 
dard Chartered  Bank,  Morgan  Stanley, 
Lehman  Brothers,  Societe  Generate,  and 
local  banks  like  the  Bank  of  China  (Hong 
Kong).  No  doubt  about  it:  The  banks 
liked  the  Zhu  Kuan  story. 

They  sure  don't  like  it  now.  Today  Zhu 
Kuan  is  an  insolvent  company,  and 
bankers  are  locked  in  bitter  talks  with  lo- 
cal government  leaders  in  an  effort  to  re- 
cover at  least  some  of  their  money.  In  a 
bizarre  twist  to  this  fight,  creditors  allege 
that  Zhu  Kuan  and  Zhuhai  engaged  in  a 
blatant  act  of  asset-stripping  when  they 
transferred  land  worth  $125  million  out 
of  Zhu  Kuan's  control  and  into  the  hands 
of  the  city  this  past  summer— land  the 
creditors  assumed  would  be  theirs  to  sell. 
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"At  that  stage  we  recognized  that  all  ne- 
gotiations were  being  done  in  bad  faith," 
says  a  source  close  to  the  creditors'  steer- 
ing committee.  Since  then  the  creditors 
have  filed  suit  in  the  Hong  Kong  courts  to 
liquidate  the  company,  now  a  sprawling 
enterprise  with  more  than  50  sub- 
sidiaries, 17  of  them  in  Hong  Kong. 

A  PERILOUS  PLACE 

DO  ZHU  KUAN  officials  deny  the  land 
transfer?  Not  at  all.  But  they  have  an  ex- 
planation. Liu  Ke,  a  senior  debt  negotia- 
tion official  for  Zhu  Kuan,  says  the  trans- 
fer was  part  of  a  legitimate  change  in 
Zhuhai  planning  policy.  "Outside  parties 
have  questioned  whether  there  is  now  a 
plan  to  strip  Zhu  Kuan  assets,"  Liu  told 
BusinessWeek  via  fax.  "This  is  an  accusa- 
tion completely  without  merit." 

Road  to  Ruin 


kSj 


What's  clear  is  that  the  fight  over  N®1 
Kuan's  assets  is  turning  into  a  memor 
financial  fracas.  And  the  most  impor 
lesson  of  the  Zhu  Kuan  affair  is  this:  D(  » W«  ti 
business  in  China  remains  periL  k^ini 
That's  especially  the  case  when  outsic  * l0  Zhu 
run  up  against  powerful  local  interests*?'  k 
they  have  done  in  Zhuhai.  China  has  cdP^Coo 
a  long  way  in  the  past  10  years,  but  as  #ta  a: 
case  makes  clear,  it  still  needs  the  kin(  m« 

ft;  an 
pis,  i 


JUNE,  1983  Liang  Guangda 
becomes  Party  Secretary  of 
Zhuhai 

FEBRUARY,  1988  Zhu  Kuan 

Group  incorporates  in  Macao 

MAY,  1998  Initial  public 
offering  of  Zhu  Kuan 
Development  Co.  in  Hong 
Kong 

NOVEMBER,  1998  Zhu 

Kuan  defaults  on  loans 


JUNE,  2002  Creditors  reach 
tentative  workout  agreement 
with  Zhu  Kuan 

APRIL,  2003  Creditors  give 
legal  notice  demanding  their 
money  after  city  fails  to 
implement  restructuring  plan 

JUNE,  2003  Zhu  Kuan 
proposes  new  debt- 
settlement  plan  that 
creditors  reject  as  worse  than 
2002  deal 
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JULY,  2003  Property  worth 
$125  million  transferred  out 
of  Zhu  Kuan 

AUGUST,  2003  Creditors 

demand  company's 
liquidation  after  discovering 
the  property  transfer 

OCTOBER,  2003  Hong  KongfliDl 
court  grants  three-month 
pause  in  liquidation 
proceedings 
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,  .'pendent  legal  and  regulatory  system 

,   transparent  corporate  accounts  that 

q  ild  give  foreign  investors  confidence. 

|b  piece  together  this  tale,  Business- 

,  k  examined  numerous  documents  re- 

[,d  to  Zhu  Kuan  Group's  difficulties, 

tiding:  reports  prepared  hy  Pricewa- 

jiouseCoopers,  which  was  retained  bv 

ji  Kuan  as  a  restructuring  consultant; 

uments  that  discuss  Zhu  Kuan's  fi- 

ices;    and    correspondence    among 

.iitors,  the  company,  and  the  Zhuhai 

■  government.  BusinessWeek  also  has 

■municated  by  phone,  fax,  or  inter- 

w  with  more  than  a  dozen  people  in- 

ved  with  the  case,  including  creditors 

1  their  lawyers,  representatives  of  Zhu 

an,   and    executives   of  RSM    Nelson 

■eeler,  a  global  accounting  and  work- 

[:  firm  appointed  by  the  High  Court  of 

tag  Kong  as  provisional  liquidators. 

ND  TRANSFERS 

l  \\i;m  CREDITORS  aren't  pulling 
v  punches.  As  laic  as  last  Spring  they 
re  willing  to  quietly  swallow  their  loss- 
in  a  negotiated  settlement  But  then  in 
>  lawyers  for  the  28  plainthYbanks  and 


other  institutions  learned  that  the  Zhuhai 
government  had  taken  back  the  two 
parcels  of  land.  Now  they  want  the  com- 
pany broken  up.  The  last  court  hearing  on 
the  case  was  in  October,  with  new  pro- 
ceedings put  off"  until  early  next  year. 

Even  Nelson  Wheeler,  the  liquidator,  is 
expressing  frustration  with  Zhuhai  and 
Zhu  Kuan  officials.  "Zhuhai  authorities  are 
not  making  company  records  available," 
says  John  T.  Kuzmik,  a  lawyer  with  the 
American  firm  White  &  Case  LLP,  which 
represents  RSM.  "We  would  invite  Zhu 
Kuan  to  engage  in  real  discussions  that 
would  advance  a  restructuring." 

Zhu  Kuan  denies  it  is  obstructing  a  set- 
dement.  And  if  there  is  a  breakthrough  in 
negotiations,  it  will  have  to  come  from 
both  the  city  and  the  company.  The 
Zhuhai  Municipal  Government  estab- 
lished Zhu  Kuan  Group  shortly  after  the 
city  of  1.3  million  people  was  named  a 
Special  Economic  Zone  by  the  Beijing 
government  in  1980.  That  made  Zhuhai  a 
tax  haven  for  foreign  investors  and 
opened  it  to  free  market  experimentation. 
With  the  help  of  funds  raised  by  Zhu 
Kuan,  Zhuhai,  under  long-serving  Mayor 


and  Communist  Party  Secre- 
tary Liang  Guangda,  em- 
barked on  a  building  spree, 
plowing  S 13  billion  into  civil 
infrastructure.  Liang  suc- 
ceeded in  transforming 
Zhuhai,  and  it  now  serves  as 
a  major  export  platform  and 
hosts  multinationals  like 
Toshiba,  Canon,  ExxonMobil, 
and  Flextronics.  But  Mayor 
Liang's  reach  eventually  ex- 
ceeded his  grasp.  He  built  a 
high-performance  motor 
speedway,  but  the  Formula 
One  event  he  lobbied  for  nev- 
er arrived.  He  constructed  an 
$800  million  international 
airport,  but  never  received 
Beijing's  permission  to  land 
overseas  flights  there.  Today, 
the  little-used  facility  is  one  of 
China's  most  notorious  white 
elephants,  serving  fewer  pas- 
sengers in  a  year  than  Hong 
Kong  does  in  a  week. 

"By  the  time  he  stepped 
down  in  1998,  Zhuhai  was  in 
serious  economic  trouble, 
and  Liang's  recklessness  was 
part  of  the  cause,"  says 
Joseph  Cheng,  professor  of 
political  science  at  the  City 
University  of  Hong  Kong, 
who  has  written  extensively 
about  Guangdong  province. 
Liang,  now  a  member  of  the  Standing 
Committee  of  the  National  People's  Con- 
gress, declined  through  an  aide  to  com- 
ment for  this  story.  He  is  not  accused  of 
wrongdoing:  The  aide  points  out  he  has 
not  been  part  of  the  city's  government  for 
years. 

Along  the  way,  the  Zhuhai  government 
bolstered  Zhu  Kuan's  balance  sheet  by 
transferring  the  rights  to  large  tracts  of 
land  to  the  group,  a  common  and  legal 
practice  among  Chinese  municipalities 
and  their  window  companies.  According 
to  a  Pricewaterhouse  report,  at  the  end  of 
2001  more  than  90%  of  Zhu  Kuan's  as- 
sets were  property-related,  and  more 
than  half  of  that  was  undeveloped  land. 

INFORMATION  SHORTFALL 

ZHU  KUAN  GROUP  started  to  unravel  as 
early  as  November,  1998,  when  the  group 
defaulted  on  some  interest  and  principal 
payments.  In  March.  2001,  Zhu  Kuan 
hired  PricewaterhouseCoopers  to  help 
with  restructuring.  In  a  2001  report,  PWC 
estimated  that  in  2002  Zhu  Kuan  would 
haw  a  loss  of  $2  million,  even  before  it 
made  any  debt  repayments.  Negotiations 


December  1  20C      BusinessWeek    49 


9WS  International  Business 


for  a  debt  workout  began.  In  June,  2002, 
the  creditors  thought  they  had  reached  a 
settlement  with  Zhu  Kuan,  in  which  the 
city  government  would  hand  over  $180 
million  in  cash  as  well  as  proceeds  from 
the  sale  of  the  two  now-disputed  plots  of 
land.  But  that  deal  was  never  ratified. 

Negotiations  continued  fitfully  until 
last  July,  when  they  came  to  a  halt  after 
the  creditors  discovered  the  land 
transfers.  But  creditors  allege  that  as- 
set-shifting continues.  Zhu  Kuan  offi- 
cials recently  transferred  42%  of  the 
shares  in  Zhu  Kuan  Development  Co., 
its  listed  Hong  Kong  arm,  to  a  separate 
company  outside  control  of  the  group. 
The  new  owner  is  another  company 
controlled  by  the  Zhuhai  Municipal 
Government.  Creditors  say  they  have 
been  deliberately  deprived  of  a  poten- 
tially valuable  asset.  Liu  Ke  says  in  his 
statement  to  BusinessWeek  that  those 
shares  had  been  pledged  as  security 
for  another  loan.  RSM  Nelson  Wheeler, 
meanwhile,  complains  that  the  records 
of  many  of  Zhu  Kuan's  Hong  Kong  sub- 
sidiaries are  not  available:  Zhu  Kuan 
says  they  have  been  temporarily  re- 
moved for  accounting  purposes. 

37$  ON  THE  DOLLAR 

ZHU  KUAN  GROUP  continues  to  tell 
creditors  that  their  best  hope  is  to  take 
the  settlement  on  offer,  which  company 
officials  say  comes  to  about  37<t  on  the 
dollar.  But  the  creditors  say  that  if  they 
are  going  to  take  a  big  haircut,  they 
want  to  know  where  all  the  money 
went,  including  $125  million  that  Zhu 
Kuan's  Hong  Kong  subsidiary  loaned 
directly  to  the  Zhuhai  Municipal  Gov- 
ernment for  unspecified  purposes. 
"There  needs  to  be  full  transparency  of 
the  financial  dealings  of  the  group," 
says  a  creditors'  representative.  Zhu 
Kuan  counsels  patience,  again  explain- 
ing that  the  records  the  creditors  want 
have  been  moved  to  Zhuhai  in  the  nor- 
mal course  of  business.  When  asked  if 
they  will  be  made  available  later,  a  Zhu 
Kuan  official  responds  that  the  compa- 
ny "is  cooperating"  with  creditors. 

Asked  to  comment  on  the  wrangle, 
Nelson  Wheeler  Executive  Director 
Cosimo  Borrelli  told  BusinessWeek:  "It's 
fair  to  say,  based  on  what  we've  seen  to 
date,  that  anyone  considering  extend- 
ing substantial  credit  in  similar  circum- 
stances to  Zhuhai  should  proceed  with 
extreme  caution."  Zhu  Kuan's  foreign 
lenders  might  have  considered  that 
possibility  earlier.  ■ 

-By  Matthew  Miller  and  Mark  L. 
Clifford  in  Hong  Kong 
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CAN  FORD  FIX 
THIS  FLAT? 

The  turnaround  in  Europe  hasn't 
materialized— and  Detroit  isn't  happy 


BUMPY  RIDE 


BILLIONS  OF  DOLLARS 


ORD  MOTOR'S  INTERNA- 
tional  boss,  David  W.  Thurs- 
field,  has  sent  Ford  of  Eu- 
rope its  marching  orders: 
Get  the  fourth- quarter  num- 
bers back  in  the  black.  The 
top  brass  at  Ford  Motor  Co. 
in  Dearborn,  Mich.,  want  proof  that  the 
elusive  turnaround— promised  for  three 
years  now— is  nigh.  Last  month,  Ford 
announced  it  expects  its  European  unit 
to  lose  $1.2  billion  in  2003,  plus  second- 
half  restructuring  charges  of  as  much  as 
$656  million. 

Eking  out  a  fourth- 
quarter  operating  profit 
is  clearly  just  the  start. 
Despite  all  the  whittling 
and  reengineering  to 
date,  the  $19  billion  unit 
still  suffers  from  a  bloat- 
ed cost  structure  and 
models  that  make  Euro- 
pean drivers  yawn.  Un- 
less new  products  can 
recharge  sales,  Ford's 
position  is  likely  to 
weaken  further.  UBS 
Warburg  analyst  Saul  Rubin  forecasts  a 
2004  loss  of  $400  million  for  Ford  Eu- 
rope. "History  does  not  offer  much  com- 
fort about  the  ultimate  success  of  these  ef- 
forts," says  Scott  Sprinzen,  auto  credit 
analyst  at  Standard  &  Poor's  in  New  York, 
citing  repeated  attempts  to  fix  Ford  Eu- 
rope. "We  believe  there's  a  risk  of  addi- 
tional restructuring." 

RED  INK  AND  RED  FLAGS 

FORD'S  ANXIETIES  ABOUT  Europe  go 
far  beyond  stemming  the  losses  from  a 
large  division.  In  late  2001,  when  Ford's 
North  American  operations  were  floun- 
dering, new  CEO  William  C.  Ford  Jr. 
adopted  Ford  Europe's  two-and-a-half- 
year-old  turnaround  plan  as  the  blue- 


print for  repairing  the  No.  2  carm 
core  auto  operations  at  home.  So  r 
in  Europe  is  raising  red  flags 
Ford's  broader  turnaround  efforts 

While  Ford  is  progressing  towa: 
goals  in  cost  cutting,  plant  closings 
tory  flexibility,  and  quality  in  Europi 
the  U.S.,  the  success  of  its  next-ge 
tion  models  is  uncertain.  In  Europe, 
has  delivered  more  than  80%  of  the 
vehicles  it  promised  would  revive  s 
but  market  share  remains  weak.  In| 
U.S.,  where  Bill  Ford  has  promise 
product-led    recov 
that  is  just  kicking 
investors  remain  w 
That' s  why  Rubin  ti 
his  latest  Ford  rep  I 
"If  Europe  Is  the  Tt  (;_ 
plate,     Proceed 
Caution." 
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cars  annually  in  Western  Europe  nc^,/ 
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Europe's  largest  market,  Ford's  au  I 
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9.8%  in  the  first  10  months  of  2003. 
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say  Ford  is  among  the  auto  makers  mo 
vulnerable  to  losing  share  to  Toyota,  Ni 
san,  and  Honda.  To  hold  their  groun 
weaker  brands  such  as  Ford  and  Fiat  at 
resorting  to  profit-eroding  discounts. ' 
cannot  see  anything  happening  to  n 
verse  the  trend.  Instead  of  leading,  the  ' 
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1  imping  behind  the  competition.  The 

around  plan  is  10  years  late,"  says  an- 
n :  Stephen  B.  Cheetham  at  Sanford  C. 
a  istein  Ltd.  in  London. 
;  hursfield  and  Ford   President  and 

•t  Operating  Officer  Nicholas  V. 
ei  .Jele  insist  the  worst  is  over  in  Europe 
•  that  savings  from  this  year's  restruc- 
*ng,  including  6,700  job  cuts  in  Ger- 
■ny,    Britain,    and    Belgium— where 

kers  recendy  took  to  the  streets  in 
;)  :est— will  begin  to  flow  through  to  the 
''om  line  in  the  second  half  of  2004. 

avorable  exchange  rates  are  easing, 
1  d  says,  and  brisk  sales  of  light  com- 

•cial  vehicles,  notably 
Td's  Transit  van,  where 
rd's  share  rose  1.1 
1  fits  this  year,  to  9%,  is 
bing  offset  this  year's 
'ill  losses  in  passenger- 

i  share.  "Our  European 
istormation     strategy 
not    failed,"    insists 
irsfield. 

icheele  and  Thursfield 
also  counting  on  new 
ducts  with  better  mar- 
s  and  higher-quality 
enors  to  pump  up 
les.  The  new  Focus  C- 
ix  minivan  has  just  be- 
n  to  liit  showrooms,  and  Ford 
lecta  to  sell  100,000  of  then 

2004.    The  new   Focus,  Ford's 

pest-selling  car,  will  be  replaced 

2004.      Scheele      dismisses 

p's  fears  of  future  European  iv 
Bcturing:   "We  anticipate  no 
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Analysts  say 
Ford  has 
lagged  rivals 
for  so  long  that 
its  brand 
image  has 
been  tarnished 


other  special  charges  of  that  nature." 
The  European  plan  is  straightforward: 
Realign  capacity  to  reflect  smaller  market 
share;  make  the  remaining  plants  more 
flexible;  slash  costs;  and  revive  sales  with 
new  high-quality  vehicles.  CEO  Ford  re- 
cruited Scheele  and  Thursfield,  architects 
of  the  plan  for  Europe,  whose  continuing 
operations  earned  $268  million  the  year 
before,  to  lead  the  North  American  effort. 
"Bill  liked  what  he  saw  over  there," 
Thursfield  said  after  arriving  at  Ford's 
Dearborn  headquarters  last  summer.  "He 
brought  me  across  here  to  help  North 
America  implement  that  model  where  it's 
appropriate." 

No  question,  Ford  Eu- 
rope has  been  doing  a  lot 
of  things  right.  For  two 
years,  Thursfield  led  a 
drive  to  make  Ford's  fac- 
tories more  flexible  and 
efficient.  Ford  Europe 
has  slashed  capacity  by 
600,000  vehicles  since 
2000,  and  has  cut  more 
than  $1.3  billion  in  costs. 


C-MAX 
MINIVAN 


Pond  says  its  internal 

productivity  data  show 
a  is. 896  improvement 

from  1999  '"  2002,  to 
19.7  hours  per  vehicle. 

"ONE-TIME  HITS" 
BUT  FORD  Europe  is 
still  losing  money  and 
hanging  onto  every 
10  th  of  a  percentage 
point  of  share  by  its 
fingernails.  "The  mar- 
ket moved  away  from 
us.  We've  adjusted  the 
fundamentals  and  tak- 
en some  one-time 
hits,"  Thursfield  says. 
Analysts  say  Ford 
has  lagged  rivals  for 
so  long  that  its  image 
is  badly  tarnished.  It 
missed  the  market  for 
new-generation  diesel 
cars,  launching  its 
first  model  six  years  after  the  segment 
boomed.  The  new  Focus  C-Max  is  seven 
years  late  to  the  minivan  market.  "The 
perception  is  they  don't  offer  anything 
special,"  says  Jiirgen  Pieper,  auto  analyst 
at  Metzler  Bank  in  Frankfurt.  "Their  re- 
cent products  are  improved,  but  they  are 
not  closing  the  gap  with  rivals." 

Insiders  say  Ford  Europe's  new  presi- 
dent, Lewis  Booth,  will  also  have  to  re- 
solve a  feud  between  British  and  German 
product  development  teams.  The  conflict, 
they  say,  is  the  real  reason  behind  Ford's 
inability  to  design  hot  new  models  and 
innovate  in  niche  markets.  "Splitting  de- 
velopment between  the  U.K.  and  Ger- 
many is  lunacy.  It's  the  one  thing  no  one 
talks  about,"  says  one  former  manager. 
Thursfield  insists  the  development  teams 
are  working  in  unity  and  that  the  new 
products  are  "the  best  they've  ever  been." 
Rapid  and  chronic  management 
turnover  has  also  plagued  Ford  Europe. 
Martin  Leach,  Booth's  predecessor,  is  su- 
ing Ford  for  up  to  $71  million,  alleging  the 
company  fired  him  but  announced  he  had 
quit,  thus  barring  him  from  taking  anoth- 
er job  in  the  industry.  Booth,  54,  took  the 
helm  in  August  after  only  18  months  as 
president  of  Mazda  Motor  Corp.  in  Tokyo. 
Leach,  a  highly  regarded  product  engi- 
neer, had  been  in  his  post  only  one  year. 
Thursfield  &  Co.  need  to  fix  Ford  Eu- 
rope—and make  it  stick— both  to  bolster 
the  parent  company's  bottom  line  and  to 
prove  that  its  management  is  heading  in 
the  right  direction.  ■ 

-By  Gail  Edmondson  in  Frankfurt  and 
Kathleen  Kcrwin  in  Dearborn.  Mich. 
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At  1,667  feet,  Taipei  101  is  the  world's  tallest  building 
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Taipei  10  has  claimed  the  title  as  the  world's  tallest  skyscraper.  It  is  a  fitting  landmark  for  a 
country  wit:  me  foremost  growth  competitiveness  in  Asia  and  fifth  highest  in  the  world  as 
ranked  by  the  World  Economic  Forum.  With  advanced  technology  and  spectacular  natural 
beaiuy,  Taiwan  has  more  to  offer  the  international  investor  and  tourist.  Come  to  see  how 
Taiwan  can  surprise  you. 
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j^ill  Venezuelans  Sign 
p  To  Dump  Chavez? 


ITICAL  TENSIONS  ARE  rising  again  in  Venezuela.  In  early 
vember,  government  authorities  seized  weapons  that 
■sident  Hugo  Chavez  claimed  were  intended  for  an 
^mpted  coup  against  his  government.  Then,  Chavez 
eatened  to  close  down  the  country's  private  television 


ons  to  "ensure  peace."  And  Chavez 
accused  the  CIA,  Costa  Rica,  the 
linican  Republic,  and  "fascist"  local 
Is  of  conspiring  to  topple  him. 
that's  rattling  the  populist  President? 
;t  likely,  a  development  that  is  neither 
etive  nor  illegal :  On  Nov.  28,  Chavez' 
f  opponents— a  group  of  five  politicians 
ted  by  business,  labor,  and  the  private 
lia— will  launch  a  four-day  drive  to  get 
•rs  to  sign  a  petition  demanding  a  recall 
rendum  on  Chavez'  presidency.  Their 
h:  It's  time  to  dump  a  leader  they 
jse  of  trashing  the  economy  and 
dng  democratic  institutions.  If  the 
position  collects  the  signatures  of  2.4 
lion  voters,  or  20%  of  the  electorate,  the 
ional  Electoral  Council 
IE)  is  expected  to 
edule  a  referendum  for 
•il.  Such  a  vote  is  allowed 
ler  the  country's 
istitution.  If  Chavez  loses, 

%vould  have  to  resign 

ee  years  before  his  term 
Is,  and  new  presidential 

nions  would  be  held. 


RECALL TARGET 

Chavez  is  fighting 
back  with  threats 
and  new  spending 


last 


w  Strategy 

E  PUSH  for  a  refer- 

ium  within  the 

istitution's  framework 

irks  a  strategy  change  for 

avez'  opponents.  Earlier,  in  2002, 

litary  and  business  leaders  staged  a 

.ip  that  tailed  within  two  days.  Then 

ceinbcr,  labor  unions  launched  a 

tional  strike  aimed  at  forcing  Chavez  to 

ifgn  of  agree  to  an  immediate  vote  on  his 

le,  which  die  constitution  prohibited 
fore  August,  2003.  I  le  again  outlasted 
I  Opponents,  although  the  turmoil 
used  the  economy  to  shrink  K.y%  last 
ar,  and  a  10.7%  contraction  is  expected 
is  year.  By  playing  by  the  rules  this  tune. 


opposition  forces  are  competing  with 
Chavez  for  the  moral  high  ground.  Most 
observers  dismiss  his  conspiracy 
allegations.  And  the  CNE  aims  to  ensure  a 
transparent  signature  drive.  "We're  on  the 
right  path,"  says  the  council's  president, 
Francisco  Carrasquero. 

Chavez  is  scrambling  to  counter  the 
opposition's  moves.  He  has  ominously 
warned  public  sector  workers  and  soldiers 
that  if  they  sign  the  petition  "their  names 
will  be  recorded  forever."  He's  also 
wooing  voters  by  channeling  new  funds 
into  subsidized  food  stores  and  other 
social  projects.  Chavez'  popularity  rating, 
which  went  from  80%  in  1999  to  30%  in 
June,  has  crept  back  up  to  35%.  That  may 
not  be  enough  to 
stop  his  opponents. 
Most  analysts  are 
betting  the  petition's 
sponsors  will  get  the 
required  2.4  million 
signatures.  "The 
people  are  feeling 
the  economic 
crunch  and  want  to 
see  a  change,"  says 
Steven  Ellner,  professor  of  political 
economy  at  Venezuela's  Universidad 
de  Oriente.  Unemployment  is  20%, 
while  crime  is  soaring. 

Opposition  leaders  are  hoping  for 
a  resounding  victory.  If  they  collect  well 
over  the  threshold  number  of  names,  "the 
President  will  be  a  lame  duck,"  says 
Henrique  Salas  Rdmer,  an  opposition 
presidential  contender.  But  Chavez  may 
not  go  easily  even  if  a  recall  referendum 
were  to  win.  The  danger  remains  that  his 
supporters  and  opponents  alike  could  take 
to  die  streets— and  that  Chavez  could 
declare  a  state  of  emergency.  Venezuela's 
political  struggle  is  far  from  over.  ■ 

-By  Stephen  beer  in  Caracas 


GLOBAL 
WRAPUP 

NEW  PRESSURES  ON  THE 
EUROPEAN  COMMISSION 

COULD  GROWING  evidence  of 
financial  irregularities  in  the 
European  Union's  $119  billion 
budget  topple  yet  another 
European  Commission?  In  a 
report  to  the  European 
Parliament  on  Nov.  17,  the  EU's 
Court  of  Auditors  refused  to 
sign  off  on  the  2002  budget, 
citing  ineffective  spending 
controls  and  financial 
irregularities.  The  pressure  on 
EC  President  Romano  Prodi  is 
mounting,  even  though  he  has 
proposed  the  appointment  of  an 
EU  prosecutor  to  combat  fraud. 
Parliamentarians  will  vote  in 
January  on  whether  key 
members  of  Prodi's  commission 
should  take  responsibility  for 
their  failure  to  crack  down  on 
fraudulent  activities  exposed  at 
the  EU's  statistics  unit,  where 
millions  of  dollars  in  taxpayers' 
money  have  disappeared.  In 
1999,  the  EC  collapsed  after 
changes  of  misconduct. 

MORE  TALKS  ON 
PYONGYANG'S  NUKES 

WASHINGTON  AND  Pyongyang 
may  be  moving  toward  a 
formula  for  ending  North 
Korea's  nuclear  weapons 
program.  A  second  round  of 
talks  involving  the  U.S..  China, 
Japan,  Russia,  and  North  and 
South  Korea  is  expected  to  take 
place  in  Beijing  in  mid- 
December.  The  first  round  in 
August  ended  in  rancor,  but 
Pyongyang  and  Washington 
now  appear  more  flexible. 
Pyongyang  says  it  may  drop  its 
demand  for  a  nonaggression 
treaty  with  the  U.S.  The  Bush 
Administration,  while  rejecting 
a  treaty,  has  indicated  it  could 
provide  North  Korea  a  written 
security  guarantee  in  return  for 
the  "verifiable  and  irreversible" 
end  to  its  nuke  program.  The 
talks  will  still  be  tough,  since 
neither  side  wants  to  move  first. 
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Michael 
McLimans 
can't  match 
his  dad's  pay 


COMMENTARY 


BY  AARON  BERNSTEIN 


Waking  Up  From  the  American  Dreair 

Dead-end  jobs  and  the  high  cost  of  college  could  be  choking  off  upward  mobility 


THERE  HAS  BEEN  MUCH 
talk  recently  of  the  "Wal- 
Martization"  of  America,  a 
reference  to  the  giant  retailer's 
fervent  attempts  to  keep  its 
costs— and  therefore  its  prices— at  rock- 
bottom  levels.  But  for  years,  even  during 
the  1990s  boom,  much  of  Corporate 

America  had  already  embraced  Wal-Mart-like  stratagems  to 
control  labor  costs,  such  as  hiring  temps  and  part-timers, 
fighting  unions,  dismantling  internal  career  ladders,  and  out- 
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sourcing  to  lower-paying  contractors  at  home  and  abroad. 

While  these  tactics  have  the  admirable  outcome  of  holding 
down  consumer  prices,  they're  cosdy  in  other  ways.  More 
than  a  quarter  of  the  labor  force,  about  34  million  workers,  is 
trapped  in  low-wage,  often  dead-end  jobs,  according  to  a  nev 
book  entitled  Low-Wage  America:  How  Employers  Are 
Reshaping  Opportunity  in  the  Workplace.  Many  middle-incom 
and  high-skilled  employees  face  fewer  opportunities,  too,  as 
companies  shift  work  to  subcontractors  and  temp  agencies 
and  move  white-collar  jobs  to  China  and  India. 

The  result  has  been  an  erosion  of  one  of  America's  most 
cherished  values:  giving  its  people  the  ability  to  move  up  the 
economic  ladder  over  their  lifetimes.  Historically,  most 
Americans,  even  low-skilled  ones,  were  able  to  find  poorly 
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paid  janitorial  or  factory  jobs,  then  gradually  climb  into  the 
middle  class  as  they  gained  experience  and  moved  up  the 
wage  curve.  But  the  number  of  workers  progressing  upward 
began  to  slip  in  the  1970s,  when  the  post-World  War  II 
productivity  boom  ran  out  of  steam.  Upward  mobility 
diminished  even  more  in  the  1980s  as  globalization  and 
technology  slammed  blue-collar  wages. 

MANY  EXPERTS  expected  the  trend  to  reverse  as 
productivity  rebounded  during  the  heated  economy  of  the 
1990s.  Certainly,  there  were  plenty  of  gains.  The  long  decline 
in  pay  rates  turned  around  as  supertight  labor  markets  raised 
the  wages  of  almost  everyone.  College  enrollment  boomed, 
too,  and  home  ownership  shot  up,  extending  the  American 
dream  to  more  families.  Low  interest  rates  and  higher  wages 
allowed  even  those  on  the  bottom  to  benefit.  There  was  even  a 
slight  decline  in  the  ranks  of  the  very  poorest  families,  as 
measured  by  asset  wealth— those  with  a  net  worth  of  less  than 
$5,000— according  to  a  study 
by  New  York  University 
economics  professor  Edward 
N.  Wolff. 

But  new  research  suggests 
that,  surprisingly,  the  best 
economy  in  30  years  did  litde 
to  get  America's  vaunted 
upward  mobility  back  on  track. 
The  new  studies,  which  follow 
individuals  and  families  over 
many  years,  paint  a 
paradoxical  picture:  Even  as 
the  U.S.  economy  was  bursting 
with  wealth  in  the  1990s, 
minting  dot-com  millionaires 
by  the  thousands,  conventional 
companies  were  cutting  the 
middle  out  of  career  ladders, 
leaving  fewer  people  able  to 
better  their  economic  position 
over  the  decade. 

During  the  1990s,  relative 
mobility— that  is,  the  share  of 
Americans  changing  income 
quintiles  in  any  direction,  up 
or  down— slipped  by  two 
percentage  points,  to  62%, 
according  to  an  analysis  of 
decade-long  income  trends 
through  2001  by  Jonathan  D. 
Fisher  and  David  S.  Johnson, 
two  economists  at  the  Bureau 
of  Labor  Statistics.  While  two 
points  may  not  sound  like 
much,  it's  bad  news  given  how 
much  progress  might  have 
been  made  amid  explosive 
growth.  Essentially,  says 
University  of  Chicago 
economics  professor  and 
Nobel  laureate  James  J. 
Heckman,  "the  big  finding  in 
recent  years  is  that  the  notion 
of  America  being  a  highly 
mobile  society  isn't  as  true  as  it 
used  to  be." 


In  fact,  according  to  a  study  by  two  Federal  Reserve  B| 
of  Boston  economists  that  analyzed  families'  incomes  o1 
three  decades,  the  number  of  people  who  stayed  stuck  ii 
same  income  bracket— be  it  at  the  bottom  or  at  the  top 
the  course  of  a  decade  actually  increased  in  the  1990s.  Si 
though  the  boom  lifted  pay  rates  for  janitors  and  clerks 
as  much  as  5%  to  10%  in  the  late  1990s,  more  of  them 
remained  janitors  or  clerks;  fewer  worked  their  way  into  I 
better-paying  positions.  Imelda  Roman,  for  one,  makes 
$30,000  a  year  as  a  counselor  at  a  Milwaukee  nonprofit 
barely  more  than  the  $27,000  or  so,  after  inflation 
adjustments,  that  the  33-year-old  single  mom  earned  as 
school-bus  driver  more  than  10  years  ago.  Says  Roman, 
hopes  to  return  to  college  to  improve  her  prospects:  "It's 
hard  to  find  a  job  with  a  career  ladder  these  days,  and  a  B] 
would  be  an  edge." 

What  Roman  faces  is  an  economy  that  is  slowly  strati] 

along  class  lines.  Today, 


THERE'S  MORE 
CLASS  RIGIDITY... 

Share  of  families  that  remained  in 

the  same  income  quintile  over 

each  decade 


1970s 

36% 

1990s 

ZLO% 

H-w/O 

...AS  FEWER  AMERICANS 
MOVE  UP... 

Share  of  individuals  who  remained  in 

the  same  income  quintile  or  fell  to  a 

lower  one  over  each  decade 

BOTTOM  FIFTH 


...AND  MORE  OF  THOSE  AT 
THE  TOP  STAY  THERE... 

Share  of  individuals  who 

remained  in  the  top  income  quintiles 

over  each  decade 

FOURTH  FIFTH* 


TOP  FIFTH 


49% 


53% 


Data:  Federal  Reserve  Bank  of  Boston 


...WHILE  GENERATIONAL  MOBILITY 
IS  DECLINING,  TOO 


Share  of  sons  who  remained  in  the  same 

socioeconomic*  quarter  of  the  population 

as  their  fathers  or  slipped  to  a  lower  one 

BOTTOM  QUARTER 


Share  of  sons  who  made  it  to 

the  top  socioeconomic*  quarter 

whose  fathers  were  in  the: 

BOTTOM  QUARTER 


40% 

1998 

44% 

SECOND  QUARTER 

Mia 

THIRD  QUARTER 


*As  measured  by  income,  education,  and  occupation 
Data:  David  W  Wright,  Wichita  State  University 


upward  mobility  is  determ 
increasingly  by  a  college 
degree  thaf  s  attainable  m 
by  those  whose  parents 
already  have  money  or 
education.  "If  s  clear  that 
unless  you  go  to  college,  yo 
can't  achieve  a  high  trajecti 
in  life.  Education  is  the  key 
success  in  America  today," 
says  Aramark  Corp.  CEO 
Joseph  Neubauer.  He  gives 
scholarship  money  to 
hundreds  of  disadvantaged 
kids  every  year  through  the 
Horatio  Alger  Assn.,  a  grou 
successful  Americans  who 
to  help  others  make  it,  too. 

THE  GAP  in  advancement 
shows  up  clearly  in 
longitudinal  studies  such  a 
Wolffs  and  the  Boston  Fed' 
which  track  the  same  peopl 
over  many  years.  These  give] 
better  picture  of  long-term 
economic  mobility  than  the 
annual  government  surveys 
wages  and  incomes,  since  e 
highly  educated  employees 
usually  start  at  the  bottom  a 
work  their  way  up  the 
economic  ladder. 

For  mobility  to  increase  ii 
relative  terms,  which  is  the 
standard  way  economists 
measure  it,  someone  has  to 
move  down  the  pecking  ord 
to  make  room  for  another  to 
move  up.  But  the  Boston  Fee 
study  found  less  movement 
in  both  directions.  Some  40 
of  families  didn't  change 
income  brackets  over  the 
decade,  vs.  37%  in  the  1980 
and  36%  in  the  1970s, 
according  to  the  authors' 
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informed.  By  successfully  integrating  medical  and  information  technologies, 
Siemens  provides  physicians  and  health  executives  with  instant  access  to  critical 
information  so  they  can  make  the  right  decisions  right  away.  From  medication 
management  systems  to  networked  imaging  systems,  Siemens  provides 
medical  solutions  to  improve  workflow,  reduce  costs  and,  most  importantly, 
make  cutting-edge  care  available  to  everyone,  everywhere. 

Whether  enhancing  the  quality  and  efficiency  of  healthcare,  developing 
transportation  systems  that  make  travel  safer  and  more  reliable  or  being  the 
world  leader  in  logic  controllers  for  industrial  automation,  Siemens  is 
reshaping  and  redefining  entire  industries.  When  you  have  425,000  minds 
working  together  all  around  the  globe,  including  75,000  right  here  in  the  U.S., 
innovative  solutions  emerge.  And  that's  what  it  takes  to  change  the  world. 
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analysis  of  annual  longitudinal  surveys  by  the  University  of 
Michigan. 

The  changing  dynamic  of  the  U.S.  economy  dearly  has  the 
most  impact  on  those  at  the  bottom.  Some  49%  of  families 
who  started  the  1970s  in  poverty  were  still  stuck  there  at  the 
end  of  that  decade,  the  Boston  Fed  study  found.  During  the 
1990s,  the  figure  had  jumped  to  53%,  even  after  accounting 
for  two-earner  families.  A  key  reason  lies  with  the  creation  of 
millions  of  jobs  that  pay  less  than  a  poverty-line  wage  of 
$8.70  an  hour,  according  to  Low-Wage  America,  a  massive 


research  project  involving  case  studies  by  38  academics.  Most 
of  the  workers,  such  as  nursing  assistants  or  food  preparers, 
"have  no  educational  credentials  beyond  a  high  school 
diploma,"  the  authors  found. 

Problem  is,  that  all-important  sheepskin  is  out  of  reach  for 
most  students  from  low-income  families.  Although  college 
enrollment  has  soared  for  higher-income  students,  more 
children  from  poor  families  can  only  afford  to  go  to  community 
colleges,  which  typically  don't  offer  bachelor's  degrees.  The 
number  of  poor  students  who  get  a  degree— fewer  than  5%  in 
2001— has  barely  budged  in  30  years,  according  to  an  analysis 
of  Census  Bureau  data  by  Thomas  G.  Mortenson,  who 
publishes  an  education  newsletter  from  Oskaloosa,  Iowa. 

In  turn,  the  lack  of  mobility  for  those  who  don't  or  can't  get 
a  degree  is  putting  a  lid  on  die  intergenerational  progress  that 
has  long  been  a  mainstay  of  the  American  experience.  Last 
year,  Wichita  State  University  sociology  professor  David  W. 
Wright  and  two  colleagues  updated  a  classic  1978  study  that 
looked  at  how  sons  fared  according  to  the  social  and  economic 
class  of  their  fathers.  Defining  class  by  a  mix  of  education, 

58  I  BusinessWeek  I  December  1,  2003 


income,  and  occupation,  they  found  that  sons  from  the  be 
three-quarters  of  the  socioeconomic  scale  were  less  likely 
move  up  in  the  1990s  than  in  the  1960s.  Just  10%  of  sons 
whose  fathers  were  in  the  bottom  quarter  had  made  it  to  t| 
top  quarter  by  1998,  the  authors  found.  By  contrast,  23% 
lower-class  sons  had  done  so  by  1973,  according  to  the  e 
study.  Similarly,  only  51%  of  sons  whose  fathers  belonged 
the  second-highest  quarter  equaled  or  surpassed  the  econ 
standing  of  their  parents  in  the  1990s.  In  the  1960s,  63% 
That's"  the  pattern  Michael  A.  McLimans  and  his  famil 
follows.  Now  33,  with  two  young 
children,  the  New  Holland  (Pa.) 
resident  has  spent  the  past  decade 
working  at  pizza  chains  such  as 
Domino's  and  Pizza  Hut.  He  made  i 
assistant  manager  but  found  that  he 
could  earn  more,  $9  to  $12  an  hour 
tips,  as  a  delivery  driver.  He  and  his 
wife,  a  hotel  receptionist,  pull  down 
about  $40,000  a  year— far  from  the 
$60,000  Michael's  father,  David  I. 
McLimans,  earns  as  a  veteran 
steelworker.  "I  save  every  dime  I  can 
my  kids  can  go  to  college,  which  nei 
of  us  can  afford  to  do,"  says  Michael. 
INCREASINGLY,  the  story's  the  same 
immigrants,  who  have  been  the  most 
celebrated  symbols  of  U.S.  mobility.  B 
compared  with  immigrants  in  the  196 
and  '70s,  a  larger  share  of  newcomers 
today  are  high  school  dropouts,  includi 
hundreds  of  thousands  of  poor  villager: 
from  Mexico.  They  encounter  a  plentifi  I 
job  market  that  pays  better  than  the  on<  I 
they  left  behind— but  find  fewer  paths  t 
a  middle- class  lifestyle,  according  to 
several  recent  studies.  Over  the  long 
term,  the  spread  between  immigrant  an 
native-born  incomes  is  about  three  time 
greater  today  than  it  was  a  century  ago 
according  to  Harvard  University 
sociology  professor  Christopher  Jencks 
Says  Harvard  economics  professor 
George  J.  Borjas:  "If  you  come  here  as  ai 
adult,  if  s  very  hard  to  get  more 
education,  which  is  the  only  way  to  get 
ahead  today." 

Restoring  American  mobility  is  less  a 
question  of  knowing  what  to  do  than  of 
making  it  happen.  Experts  have  decried 
schools'  inadequacy  for  years,  but  fixing 
them  is  a  long,  arduous  struggle. 
Similarly,  there  have  been  plenty  of 
warnings  about  declining  college  access 
but  finding  funds  was  difficult  even  in 
eras  of  large  surpluses.  One  radical 
approach:  that  college  be  treated  the  way 
high  school  is,  as  a  public  good  paid  for  by  taxpayers. 
Presidential  candidate  Senator  John  Edwards  (D-N.C.)  has 
proposed  making  the  first  year's  tuition  free  at  all  community 
and  public  colleges  for  any  student  willing  to  work  10  hours  a 
week.  That  may  never  happen,  but  clearly,  if  the  U.S.  couldn't 
shake  off  a  creeping  rigidity  in  the  best  of  times,  it  will  take  a 
conscious  change  to  reverse  course  now.  ■ 
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Government  Politics 


'Security  Moms': 
An  Edge  for  Bush? 

Terrorism  fears  have  a  lot  of  women  who 
often  vote  Democratic  thinking  twice 


JENNIFER  WALLACE  GARNER, 
a  32-year-old  graphic  de- 
signer and  social  liberal, 
didn't  hesitate  before  voting 
for  Al  Gore  in  2000.  But  the 
shock  of  the  September  11 
attacks  and  the  birth  of  her 
first  child  earlier  this  year  have  led  her  to 
rethink  her  political  priorities.  "I  think 
about  a  terrorist  attack  every  day,"  says 
Garner,  who  works  in  Washington  and 
lives  in  the  Northern  Virginia  suburbs. 
"I'm  not  just  thinking  about  myself  any- 
more. I  have  my  daughter,  and  I  want  her 
to  grow  up  in  a  safe  country."  The  result 
for  Garner  is  something  that  was  almost 
unthinkable  three  years  ago:  Unless  the 
Democratic  nominee  makes  a  strong  ar- 
gument for  a  muscular  national  security 
policy,  she  might  just  vote  to  reelect  Pres- 
ident Bush. 

Garner  is  far  from  the  only  mom 
whose  political  attitude  has  been  altered 
by  the  war  on  terrorism.  Married  women 
with  children— many  of  them  the  so- 
called  Soccer  Moms  who  twice  backed 
Bill  Clinton— have  been  drifting  toward 
the  GOP  in  the  aftermath  of  the  horrific 
September  11  attacks.  That 
has  led  some  pollsters  to 
dub  these  largely  subur- 
ban, socially  progressive 
voters  "Security  Moms." 

While  remaining  sym- 
pathetic to  the  Democratic 
domestic  agenda,  they  are 
vitally  interested  in  the 
safety  of  their  families. 
With  the  electorate  in- 
creasingly polarized— and 
with  most  women  unhap- 
py with  the  President's 
performance— this  group 
of  white,  married  moms  is 
a  key  to  George  W.  Bush's 


THE  STATS 


64% 

White,  married 

women  voters  with 

children  who 

would  vote 

to  reelect 

President  Bush 

Data:  Battleground  Poll,  Sept.  7-10 


fortunes:  64%  favor  his  re-    GARNER  "I  think 
election— almost  the  same    about  a  terrorist 
as  66%  of  married  men,    attack  every  day- 
according  to  a  bipartisan    ^^^^^™ 
Battleground  Poll  conducted  Sept.  7-10. 

In  contrast,  women  overall  are  still 
more  likely  than  men  to  lean  Democratic: 
In  a  Gallup  Poll  conducted  Nov.  14-16, 
44%  of  women  approve  of  Bush's  job  per- 
formance, compared  with 
56%  of  men.  That's  rough- 
ly similar  to  the  situation 
in  the  2000  Presidential 
election  when  women  fa- 
vored Gore  over  Bush, 
54%  to  43%.  While  the 
President  probably  will 
not  win  an  outright  major- 
ity of  female  votes,  chip- 
ping away  at  the  gender 
gap  by  wooing  Security 
Moms  could  be  an  impor- 
tant component  of  a  win- 
ning coalition.  "White, 
married  moms  are  going 
to  be  the  biggest  swing 


group  next  year,"  predicts  Dem<jri 
pollster  Celinda  Lake. 

There's  no  doubt  that  Sep  tern  gr 
provided  an  opportunity  for  Bush  wfcj 
dependent-leaning  women.  Polls  af§| 
attacks  showed  women  feeling 
more  vulnerable  to  the  threat  of  ter 
than  their  husbands.  In  2002,  wom| 
sentially  split  their  votes  between 
cratic  and  Republican  House  candij 
according  to  Voter  News  Service  dat  J 
they  may  have  helped  tip  the  SenJ 
the  GOP.  And  this  October,  a  survl 
Pew  Research  Center  for  the  People  | 
Press   found   that  more  than  ha 
women  questioned  agreed  that  "thd 
way  to  ensure  peace  is  through  mi| 
strength."  This  year  was  the  first  tir 
the  12  years  Pew  has  been  ad 
this  question  that  women) 
men  saw  eye  to  eye  on  the  i  j 
In  previous  surveys,  men  al] 
had  been  more  hawkish. 

WHOSE  ADVANTAGE? 

REPUBLICAN  pollster  Linda 
Vail  points  to  these  trends 
potential  windfall  for 
"There  is  no  doubt  that  mar 
women  with  younger  child 
now  see  the  President  in  a  < 
ent  fight  than  they  did  during 
[2000]  campaign,"  she 
"They  are  comfortable  with  ] 
They  like  moral  leadership 
his  determination  to  fight  ter 
ism."  Sonia  Achtyes,  a  mothe| 
three  from  Jennison,  Mich.,  i 
approves  of  GOP  tax  poli 
which  she  thinks  have  drivenl 
the  budget  deficit.  But  this  pc 
ical  independent  apprecia 
Bush's  forceful  response  to  the  terroJ 
attacks.  "I  like  the  fact  that  he  seems  si| 
with  the  path  he's  taking,"  she  says, 
trust  him." 

Democrats   are  eager  to  win  ba 
swing  voters  like  Achtyes,  and  they  thil 
they  see  an  opening.  Many  Secur| 
Moms  worry  that  the  Administration's  i 
adequate  planning  for  postwar  Iraq 
resulted  in  the  needless  loss  of  Amerid 
lives  while  increasing  the  global  threat  | 
terrorism,  according  to  Ann  Lewis,  dire 
tor  of  the  Democratic  National  CommJ 
tee's  Women's  Vote  Center.  "They  al 
skeptical  of  an  overseas  commitment! 
Lewis  says.  "Particularly  when  it  comes  j 
the  price  of  not  doing  more  on  the  hom^ 
front."  That's  reflected  in  a  gender  divic 
over  the  direction  of  the  U.S.  foreign  ] 
icy:  The  Pew  Center's  October  poll,  for  i 
ample,  found  54%  of  female  respondei 
agreeing  with  the  President's  decision 
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That's  the  first  question  you  ask  before  investing  in  executive  education. 
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More 
chaos  ill 
Iraq 
could   - 
blunt  aJj 
gains    I 


use  military  force  in  Iraq,  compamw 
66%  of  men. 

As  memories  of  the  al  Qaeda  aac 
recede  and  social  concerns  reemerg,  1 
mocrats  think  they  can  make  inroacij 
the  married-mom  vote.  "The  healtlca 
issue  really  can't  be  underestim;^ 
says  Democratic  pollster  Anna  Cm 
berg.  "Women  tend  to  be  the  ones  tcta 
die  paying  the 
health-care  bills, 
and  they  go  to  the 
doctor  more  often. 
They  notice  when 
co-pays  go  up." 
The  issue  of  health 
care  certainly  res- 
onates with  Jamie 
Coleman,  a  45- 
year-old  nurse  in 
Lebanon,  Pa.,  with 
an  11-year-old  son. 
"I  think  security  is 
a  top  priority,  and  the  President  has  c 
a  good  job  on  it,"  says  Coleman,  a  xt 
tered  Republican  who  voted  for  Bus 
2000.  "But  since  then,  I'm  looking  at 
millions  of  people  who  are  uninsu 
and  I'm  not  sure  if  the  President  is  h 
ing  those  people.  I  wonder  if  his  prior 
have  changed." 


FRONT  AND  CENTER 

TO  KEEP  WOMEN  like  Coleman  from 
fecting  to  the  Democrats,  the  Bush  ca 
paign  won't  just  be  pushing  the  Pn 
dent's  national  security  bona  fides.  It  \ 
also  be  sure  to  place  Bush's  fam: 
friendly  domestic  accomplishments  fh 
and  center— particularly  his  efforts  on  ( 
ucation  and  his  tax  reforms,  such  as 
child  credit  and  elimination  of  the  m; 
riage  penalty.  Emphasizing  "comp 
sionate  conservatism,"  the  hallmark 
the  President's  2000  campaign,  cov 
have  an  effect,  Democratic  pollster  La 
acknowledges.  "It  says:  'I'm  strong,  bu 
care,'"  she  says.  "It's  completely  gear< 
toward  women." 

Bush  doesn't  have  to  entirely  erase  tl 
gender  gap  to  improve  his  reelectic 
chances,  however.  He  just  needs  an  incr< 
mental  increase  in  female  supporter 
Bush  and  political  strategist  Karl  Ro\ 
know  that  small  demographic  shifts- 
among  Latinos,  Catholics,  Jews,  unio 
members,  and  women— could  pay  big  div 
idends  in  hotly  contested  swing  states.  Fo 
Bush,  dusting  off  his  "compassionate  con 
servative"  message  will  help  with  femal 
voters  but  more  important  will  be  buffing 
his  image  as  the  forceful  Commander-in 
Chief  who's  keeping  terrorists  at  bay. 

-By  Alexandra  Starr  in  Washington 
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ciTech  Developments  to  Watch 
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INNOVATIONS 


Of  Lice  and 
Sleeping  pills 

»  Scientists  have  identified 
the  genes  in  blood-sucking 
body  and  hair  lice  that  control 
how  they  break  down  human 
blood  into  energy  and  waste. 
After  screening  1,152  louse 
genes,  researchers  from 
Purdue  and  Harvard 
universities  say  they  have 
also  pinpointed  a  gene  that 
helps  lice  fight  off  potentially 
deadly  infections.  Interfere 
with  such  genes,  and  you  may 
get  a  new  method  for 
controlling  the  disease- 
spreading  insect. 


>>  The  first  long-term  study 
of  a  new  sleeping  pill  has 
found  that  it  is  just  as  effective 
in  helping  chronic  insomniacs 
get  some  shut-eye  after  six 
months  of  use  as  it  was  in  the 
first  week.  In  addition,  study 
participants  developed  no 
major  side  effects.  Doctors 
generally  discourage  long- 
term  use  of  sleeping  pills  on 
the  grounds  that  many  such 
medications,  even  when 
nonaddictive,  tend  to  lose 
their  efficacy  over  time.  But 
patients  taking  the 
experimental  drug  Estorra, 
made  by  Sepracor,  slept  an 
average  of  30  to  40  minutes 
longer  per  night  than  those  on 
placebos,  both  at  the 
beginning  of  the  study  and 
after  six  months.  The  longest 
study  of  a  sleeping  pill  prior  to 
this  was  uve  weeks.  Doctors 
at  Duke  University  carried  out 
the  Estorra  study.  The 
treatment  will  be  reviewed  by 
the  Food  and  Drug 
Administration  in  2004. 
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DISEASE 


GUAM'S  FLYING  FOX  BAT: 
A  DEADLY  DELICACY? 


SCIENTISTS  HAVE  LONG  tried  to 
learn  why  the  Chamorro 
people  of  Guam  develop  a 
brain  disorder  called  ALS- 
PDC— closely  linked  to 
Parkinson's,  Alzheimer's,  and 
Lou  Gehrig's  disease— at  50 
to  100  times  the  incidence 
elsewhere.  The  answer  could 
lie  in  the  diet  of  the  flying  fox 
bat,  say  researchers  led  by 
Paul  Alan  Cox  of  the  National 
Tropical  Botanical  Garden 
Institute.  Their  discovery  may 
shed  light  on  the 
development  of  some 
neurodegenerative  diseases. 
Guam's  flying  fox  bats  are 


DRUGS 

A  NEW  WAY 
TO  FIGHT 
HEPATITIS  C 

MORE  THAN  170  million  people 
worldwide  are  infected  with 
hepatitis  C,  a  virus  that  can 
cause  liver  cancer.  Patients 
are  commonly  treated  with  a 
drug  called  ribavirin.  But  it's 
less  than  ideal,  triggering 
anemia  in  more  than  20%  of 
patients,  and  leaving  some  so 
debilitated  they  are  forced  to 
abandon  treatment. 

An  experimental  drug 
called  Viramidine  may 
eventually  provide  an 
alternative.  It  is  a  close 


a  prized  food  of  the 
Chamorro.  And  the  bats  are 
known  to  eat  cycad  seeds, 
which  contain  a  neurotoxin 
called  BMAA.  The  amount 
of  toxin  in  the  seeds  is  too 
small  to  be  dangerous  to 
humans.  But  the  researchers 
found  that  BMAA  accum- 
ulates and  becomes  more 
potent  as  it  moves  up  the 
food  chain— a  process  called 
biomagnification.  When 
autopsies  were  performed  on 
Chamorro  patients  who  died 
of  ALS-PDC,  high 
concentrations  of  BMAA  were 
found  in  their  brains. 


chemical  cousin  of  ribavirin, 
but  while  the  older  drug  can 
pool  destructively  in  red  blood 
cells,  Viramidine  is  better  at 
bypassing  the  blood  cells  and 
going  straight  to  the  liver. 
Valeant  Pharmaceuticals, 
formerly  ICN  Pharma- 
ceuticals, developed  both 
drugs.  And  it  announced  in 
early  November  that  results 
from  a  Phase  2  clinical  trial 
had  shown  that  Viramidine 
may  be  as  effective  as 
ribavirin  against  hepatitis  C 
but  can  slash  the  patients'  risk 
of  developing  anemia  in 
half.  The  company  will 
begin  late-stage  trials  this 
year,  hoping  to  have  the 
drug  on  the  market  by 
2007.  -Arlene  Weintraub 


ENGINEERING 

RAPID 
PROTOTYPING 
GETS FASTER 
AND  CHE  APE! 


SINCE  THE  LATE  1980s,  raid 
prototyping  (RP)  has  evoji 
from  a  tool  for  making 
factory  molds  and  dies  to 
low-volume  technique  foil 
making  finished  parts,  anj 
even  consumer  product 
prototypes.  One  type  of  Rjj 
machine  turns  computer 
models  into  functional  p; 
by  creating  thin  layer  upo 
layer  of  powdered  metal  o 
plastic,  fusing  each  layer  i 
a  solid.  This  so-called 
sintering  is  done  by  scann 
a  laser  back  and  forth  wi 
the  part's  often-intricate 
outline.  But  with  most  suc)| 
machines,  it  takes  hours  to 
build  a  large  3-D  shape 

Behrokh  Khoshnevis,  a 
professor  of  industrial  and 
systems  engineering  at  the 
University  of  Southern 
California,  says  he  has  a  bettc 
idea.  Instead  of  sintering  a 
layer  by  scanning  it  with  a 
laser  beam,  his  system  quick 
fuses  the  whole  layer  under 
oven-like  electric  or  gas 
heater.  The  powder  outside 
the  part's  outline  doesn't 
solidify  because  it  gets  treate 
in  advance  with  a  special 
liquid.  Khoshnevis  says  his 
patented  approach  can  polisl 
off  each  layer  in  less  than  15 
seconds.  And  it  doesn't  need 
a  laser,  which  can  cost  tens 
of  thousands  of  dollars.  He 
has  licensed  the  process 
and  hopes  to  see  products 
as  early  as 
next  year. 
-Neil  Gross 
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AMERICA'S  WETLAND: 

A  NATION  RALLIES  TO  SAVE  VITAL  SHORES 

The  City  of  New  Orleans  sits  five  feet 
below  sea  level,  the  lowest  point  in 
Louisiana.  If  a  Category  3  hurricane  hit 
the  city  at  any  point  in  the  near  future,  a  wall  of 
water  27  feet  high  would  wipe  out  any  chance  of 
sugar-dusted  beignets,  Mardi  Gras  high-jinks, 
and  high-rolling  business  conventions  for  a  very 
long  time.  But  that's  the  least  of  it:  within  a  day, 
fuel  supplies  could  be  seriously  disrupted  for 
the  East  Coast  and  much  of  the  Midwest.  And 


worse:  access  to  the  U.S.  Strate- 
gic Petroleum  Reserve,  located 
under  the  Lcuisiana  coastal 
area,  could  be  critically  com- 
promised. 

You  may  think  the  risks 
were  ever  thus.  Not  so.  A  mere 
50  years  ago,  that  same  hurri- 
cane would  have  thrown  up  a 
tsunami  about  half  as  tall  and 
threatening.  What's  made  the 
difference?  The  astonishingly 
rapid  disappearance  of 
Louisiana's  coastal  wetlands, 
which  among  other  good  things, 
serve  as  protection  from  hurri- 
canes and  storm  surges  for  the 
more  than  two  million  people 
living  in  the  coastal  zone.  Since 
1956  alone,  Louisiana  has  lost 


1,500  square  miles  of  wetlands 
—  a  parcel  of  land  larger  than 
the  state  of  Rhode  Island. 

NOT  A  PRETTY  PICTURE 

If  allowed  to  continue,  the  not- 
so-gradual  erosion  of 
Louisiana's  wetlands  will  have 
manifold,  potentially  cata- 
strophic repercussions.  The 
annual  loss  of  from  25  to  35 
square  miles  of  swamp,  marsh, 
and  barrier  shoreline  will  create 
a  disaster  of  world  ecological 
significance,  to  be  sure:  the 
wetlands  are  home  to  millions  of 
migratory  waterfowl,  for 
instance,  whose  habitat  is  vir- 
tually disappearing.  What's 
more,  marshlands  act  as  natur- 


al filters.  Because  they  are  erod- 
ing in  Louisiana,  the  great 
waters  of  the  Mississippi  River, 
which  drains  about  40  percent 
of  the  continental  U.S.  —  includ- 
ing runoff  from  the  farms  of  the 
Midwest  —  pour  unfiltered  into 
the  Gulf  of  Mexico.  The  nutri- 
ent- and  pollutant-rich,  unfil- 
tered river  water  has  already 
created  in  the  Gulf  the  world's 
largest  "dead  zone,"  an  over-oxy- 
genated ecosystem  that  is  noto- 
riously inhospitable  to  fish  and 
other  aquatic  life. 

But  the  scale  of  the  accom- 
panying economic  disaster  will 
be  almost  inconceivable,  and  it 
will  have  national,  even  global, 
impact.  Louisiana's  ports  are 
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among  the  hardest-work- 
ing in  the  U.S.,  carrying 
500  million  tons  of  water- 
borne  commerce  per  year 
—  more  than  a  fifth  of  the 
national  total.  In  fact,  five 
of  the  top  15  largest  U.S. 
ports  are  in  Louisiana. 
The  fishing  industry  is 
similarly  significant.  In  2001,  com- 
mercial landings  exceeded  1  billion 
pounds,  with  a  dockside  value  of 
$343  million.  The  total  catch  by 
weight  accounted  for  27  percent  of 
the  lower  48  states'  annual  catch. 
The  Gulf  Intracoastal  Waterway,  a 
shallow-draft  canal  built  in  the  ear- 
ly 1900s,  makes  it  possible  to  supply 
domestic  and  foreign  markets  with 
chemicals,  agricultural  products, 
and  other  essential  goods  from 
America's  heartland. 

Perhaps  the  most  urgent  nation- 
al interest  is  the  protection  of 
Louisiana's  energy  industry.  This  is 
of  major  importance  to  companies 
such  as  Shell,  BP,  ExxonMobil,  and 
Dow.  The  state's  production  of  crude 
oil,  including  that  extracted  from  the 
outer  continental  shelf,  ranked  first 
in  the  country  in  2001.  Production  of 
natural  gas  ranked  second.  Fully  25 
percent  of  America's  oil  and  gas  sup- 
ply passes  through  Louisiana's 
coastal  wetlands.  Small  tankers  and 
barges  transporting  petroleum  and 
its  byproducts  to  and  from  refineries 
and  chemical  plants  ply  Louisiana's 
coastal  waters  and  inlets,  coursing 
up  and  down  the  Mississippi  River 
in  the  wake  of  the  great  river  boats 
of  centuries  past.  Thousands  of 
miles  of  oil  and  gas  pipelines  tra- 
verse the  subterranean  reaches  of 
the  wetlands.  Should  the  erosion  of 
the  coastal  areas  continue,  those 
arteries  —  so  key  to  our  national 
security  —  will  be  exposed. 

REALITY  PROGRAMMING 

The  dangers  enumerated  above 
are  not  theoretical.  The  fall  of  2002 
brought  a  couple  of  tropical  storms, 
Isidore  and  Lili,  that  wreaked  havoc 
on  Louisiana  and  served  as  a  har- 
binger of  bad  times  to  come.  The 


AMERICA'S  WETLAND 

Should  the  erosion  of 
the  coastal  areas 
continue,  those 
arteries  -  so  key  to 
our  national  security 
-  will  be  exposed. 


storms,  which  were  relatively  mini- 
mal, broke  levees,  flooded  roads, 
broke  up  marshes,  and  ruptured  at 
least  one  major  gas  line,  according 
to  a  report  prepared  earlier  this  year 
by  the  governor's  advisory  commis- 
sion on  coastal  restoration  and  con- 
servation. Besides  eroding  hun- 
dreds of  feet  of  shoreline,  these  two 
storms  so  greatly  disrupted  energy 
production  activities  that  nearly  $1 
billion  of  oil  and  gas  resources  were 
made  unavailable  for  domestic  con- 
sumption. The  damage  caused  by 
Isidore  and  Lili  served  to  underscore 
the  importance  of  Louisiana's  coast 
to  the  nation's  economy  and  energy 
security.  According  to  the  report,  the 
storms  were  "the  equivalent  of  two 
shots  across  Louisiana's  bow." 

Over  the  years,  the  erosion  of 
the  wetlands  had  not  gone  unob- 
served, of  course.  The  building  of 
the  Mississippi  River  levee  after  the 
devastating  flood  of  1927  and  the 
continuing  canalization  of  the  river 
to  accommodate  small  tankers  and 
other  river  craft  changed  the  way 
the  great  river  flowed,  and  Mother 
Nature  wasn't  thrilled.  Local  resi- 
dents whose  houses  periodically 


were  surroundecM 
water  or  floated  ;.w|i 
might  have  graspecfl! 
enormity  of  the  protf r 
and  energy  compaltf 
were  clearly  incor 
nienced  —  and  fij 
cially  taxed  —  whei 
road  leading  to  the  rfl 
hub  of  the  local  petroleum  indi 
was  regularly  washed  by  the  til 


IMITATING  NATURE 

But  decades  ago,  no  one  cc 
imagine  doing  what  it  would  tak| 
try  and  stop  the  erosion  from 
ceeding  and  then  actually  revc- 
the  damage  —  assuming  somei| 
could  even  figure  out  how.    Tl 
had  been  legislation  and  some 
eral  funds  to  try  to  patch  what  cop 
be  patched.  In  1989,  the  state  lee 
lature  passed  an  act  that  establisl 
various  agencies  and  some  dedic 
ed  funds  toward  coastal  restoratij 
In  1990,  the  U.S.  Congress  pass 
the  Breaux  Act,  which  provides 
average  of  $40  million  to  $45  milli] 
in  federal  dollars  for  restoratil 
projects  in  the  state. 

But  over  the  past  five  years,  tl 
problem  of  Louisiana's  acceleratii 
wetlands  loss  reached  the  tippir| 
point,  and  science  progressed 
where  a  solution  was  imaginabl 
In  1998,  a  task  force  created  by  tl 
Breaux  Act  finalized  an  ambitioi 
engineering  blueprint  called  tl 
Coast  2050  plan.  The  plan  provide 
a  conceptual  outline  for  large-sea] 
re-engineering  of  Louisiana's  entiif 
tidal  shoreline  —  all  7,721  miles 
it,  including  bays,  offshore  island; 
and  river  mouths.  Coast  2050  —  sc  ^ 
named  because  it  sets  a  kind  of  "w 
do  this  or  else  we're  done  for"deac  fc 
line  for  its  completion  —  presup  e 
poses  the  need  for  re-diverting  th  Mao 
Mississippi  River  and  renewing  th<  «ue0I 
state's  barrier  shoreline.  In  essence  „   , 
if  Coast  2050  is  successfully  imple 
mented,   humans  will  have  sue  v§ 
ceeded  in  imitating  the  course  tha  K, 
Mother  Nature  would  have  taker 
had  she  not  been  turned  aside' 
when  the  Mississippi  River  was  first 
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aid  eagles.  Gulf  fisheries.  The  diversity  of 
HJisiana's  coastal  wetland  makes  it  among 
ie  country's  most  valuable  resources, 
buffer  against  hurricanes  and  storms,  this 
nique  area  also  protects  a  transportation  network  and  infrastructure 
lat  supplies  a  quarter  of  the  country's  energy. 

or  Chrysral  Kain  and  Dr.  Michael  Macrander,  the  wetland  is  their 
ackyard,  their  livelihood  and  their  passion.  Chrystal  is  an  environmental 
oecialist  with  a  Shell  affiliate.  Michael  is  an  environmental  ecologist 
'ith  Shell  Global  Solutions.  Together,  they're  fighting  back  against  the 
rosion  and  deterioration  that  claim  35  square  miles  a  year. 


THIS  WETLAND 


HAS  PROVIDED 

PROTECTION 

FOR  CENTURIES. 

NOW 

WE'RE  RETURNING 

THE  FAVOR. 


The  two  are  working  with  government  and 
community  groups  to  develop  a  hydrology 
model  which  will  help  determine  how  to 
restore  the  area  and  others  like  it  around 

the  world.  Not  only  because  it's  their  backyard  and  their  livelihood. 

But  because,  at  Shell,  it's  their  responsibility. 

For  details  about  this  and  other  Shell  sustainable  development  efforts, 
visit  www.shell.com  and  www.americaswetland.com 
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diverted  in  an  effort  to 
save  New  Orleans  and 
the  river  basin. 

c 

A  NATIONAL  CAUSE 

The  estimated  cost  for 
completing  Coast  2050  is 
$14  billion  —  a  staggering 
sum,  certainly,  but,  quite 
coincidentally,  about  the 
same  economic  impact 
that  the  wetlands'  navigation  corri- 
dors and  port  facilities  have  every 
year  on  commerce  and  national 
defense,  give  or  take  a  billion.  The 
cost  of  inaction  is  estimated  at 
more  than  $100  billion  in  infrastruc- 
ture alone. 

Finally,  then,  the  nation  had  an 
ambitious  engineering  plan  for 
saving  the  wetlands,  matched  by  an 
ambitious,  albeit  realistic,  price  tag. 
No  one  had  dared  take  on  such  a 
project,  in  all  of  Louisiana's  history. 
Indeed,  the  political  challenge,  of 
aligning  all  the  interests  that  make 
up  the  very  diverse  area  around  the 
Big  Easy,  is  almost  more  daunting. 
Oyster  fishermen  would  have  to  be 
relocated,  laws  would  have  to  be 


AMERICA'S  WETLAND 

"We  have  a  window  of 
opportunity  to  save  our 
coast,  but  it  is  closing 
fast."  Governor's 
Advisory  Commission 
on  Coastal  Restoration 
&  Conservation 


A  special  initiative  of  the 
America's  WETLAND  campaign 
is  its  national  public  awareness 
effort,  entitled  "Don't  Be  a  Big 
Loser, "  designed  to  illustrate  to 
individuals  around  the  U.S. 
what  Louisiana,  the  nation,  and 
the  world  will  lose  if  America's 
WETLAND  vanishes. 

For  more  information  on 
how  you  or  your  company  can 
support  the  America's 
WETLAND:  Campaign  to  Save 
Coastal  Louisiana,  please  visit 
www.americaswetland.com  or 
call:  1.866.4WETLAND. 


passed  so  that  property  could 
properly  be  reclaimed,  egrets  and 
herons  would  have  to  be  disturbed, 
as  would  energy  workers, 
schoolchildren,  boatmen,  foresters 
—  all  with  potentially  conflicting 
interests,  all  with  rights  that  would 
need  to  be  addressed.  Divergent 
commercial,  municipal,  parish,  state, 
and  public  interests  would  have  to 
be  aligned  around  the  wetlands 
cause  —  no  mean  task. 

But  that  alignment  is  actually 
happening,  impelled  by  the  (long- 
overdue)  collective  perception  that 
there  is  no  appealing  alternative. 
"We  have  a  window  of  opportunity 
to  save  our  coast,"  the  governor's 
advisory  commission  report  states, 
"but  it  is  closing  fast." 

In  August  2002,  Louisiana 
announced  a  three-year  initiative  to 
raise  public  awareness  of  the  impact 
Louisiana  wetland  loss  has  on  the 
state,  nation,  and  world  and  to  gain 
support  for  efforts  to  save  coastal 
Louisiana.  The  initiative  is  support- 
ed by  a  growing  cadre  of  world, 
national,  and  state  conservation 
and  environmental  organizations 


and  has  drawn  priftt 

support  from  busine^ie 

that  see  wetlands  9 

tection  as  a  key  to 

nomic  growth.  This 

ranging  initiative,  no 

ambitious   than   t] 

restoration  project  it  s| 

ports,  is  called  Am 

ca's  WETLAND:    C( 

paign  to  Save  Coa 

Louisiana   (www.americasw 

land.com).  America's  largest  cor 

rations,  including  Shell  as  w< 

sponsor,  are  stepping  up  to 

plate.  Shell  has  made  a  strong  fin 

cial  commitment  and  has  pled 

$3  million. 

In  a  world  where  interdep< 
dence  is  a  fact  of  life,  the  restorati 
and  sustained  development 
Louisiana's  wetlands  and  the  s 
port  of  the  state's  vibrant  econo 
couldn't  be  more  squarely  in  t 
national  interest. 
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America's  WETLAND: 
Campaign  to  Save  Coastal 
Louisiana  , 

www.  americas  wetland,  com 
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Today  we're  the  source  of  many  energies.  In 
the  U.S.,  we  are  the  largest  producer  of  natural 
gas,  the  cleanest  burning  fossil  fuel.  We're  one 
of  the  largest  providers  of  solar  energy  in  the 
world.  And  we're  investing  in  cleaner,  sustainable 
energy  sources  for  the  future,  like  hydrogen. 

It's  a  start. 
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Wireless 


Can  Cingular 
Leap  into  the  Lead? 

The  second-largest  wireless  player 
may  soon  gobble  up  a  big  competitor 


N  A  WINDY  NOVEMBER 
day  in  New  York,  SBC 
Communications  Inc. 
Chief  Executive  Edward 
E.  Whitacre  Jr.  settles 
into  the  stillness  of  a 
conference  room  at  the 
Millennium  Broadway  hotel  to  chat 
about  Cingular  Wireless  LLC,  which  is 
jointiy  owned  by  SBC  and  BellSouth 
Corp.  As  he  carefully  folds  his  6-foot,  4- 
inch  frame  into  a  petite  chair  in  this  dull, 
cramped  room,  the  Texas  native,  who  al- 
ways believed  bigger  was  better  for  his 
company,  makes  clear  he  thinks  the  same 
rule  holds  true  in  wireless. 

In  an  easy  drawl,  he  explains  he  won't 
be  satisfied  until  Cingular,  the  country's 
second-largest  wireless  player,  is  leading 
the  pack.  "I  don't  think  if  s  any  secret  we'd 
certainly  like  to  have  a  bigger  wireless 
company,"  he  says,  sucking  on  a  piece  of 
candy.  Fact  is,  Whitacre  wants  Atlanta- 
based  Cingular  to  be  tops  in  everything 
that  matters— revenues,  subscribers,  qual- 
ity, and  more.  "All  that,"  he  says.  And  by 
when?  "My  time  frame  would  be  by  to- 
morrow," he  says  with  a  chortle,  admitting 
his  execs  tell  him  if  11  take  a  little  longer. 
"We  constantly  discuss  that.  But  if s  not 
years.  If  s,  ya  know,  over  the  next  number 
of  months." 

Months?  Getting  to  the  top  that  quick- 
ly through  internal  growth  will  be 
tougher  than  dancing  the  Texas  two-step 
with  your  boots  on  backward.  Cingular 


has  posted  two  strong  quarters  since 
Stanley  T  Sigman  took  over  as  CEO  late 
last  year,  but  that  simply  isn't  enough. 
While  Cingular  gained  745,000  cus- 
tomers in  the  third  quarter,  to  push  its 
base  to  23.4  million  subscribers,  Verizon 
Wireless  added  twice  as  many,  1.4  million 
customers,  to  hit  36  million  subscribers. 
Whafs  more,  Cingular  needs  to  make 
more  progress  in  lowering  customer  de- 
fections and  improving  its  reputation  for 
customer  service  and  quality.  "They  have 
not  exhibited  enough  consistency  to  say 
they  are  in  the  top-tier  group,"  says  ana- 
lyst Craig  A.  Mallitz  of  the  independent 
research  firm  Legg  Mason  Inc. 

SHORT-LISTED  TARGETS 

WHAT  IS  CINGULAR  going  to  do?  Bet 
on  a  Texas-size  acquisition.  BusinessWeek 
has  learned  that  the  two  parent  compa- 
nies have  discussed  the  prospect  of  a  deal 
sometime  in  mid-2004  and  that  the  most 
likely  targets  are  AT&T  Wireless  Services 
Inc.  and  T-Mobile  International.  Now 
that  a  new  CEO  is  in  place  at  Cingular  and 
the  company  is  growing  again,  the  next 
item  on  SBC  and  BellSouth's  joint  agenda 
is  to  find  a  merger  partner,  according  to 
an  insider  at  one  of  the  parent  companies. 
No  formal  talks  are  under  way,  and  there 
is  a  chance  no  deal  will  occur.  But  Sig- 
man, like  Whitacre,  did  little  to  dispel  the 
notion  Cingular  is  open  to  an  acquisition. 
"The  industry  clearly  needs  consolida- 
tion. It  needs  fewer  competitors  in  the 


«. 


CEOSIGMANHehas 

had  two  strong 
quarters,  but  he's  not 
gaining  on  Verizon 


marketplace,"  says  Sigman,  a  56-year-(  I 
SBC  veteran  who  started  working  at  1  rid  top  j 
company  in  1965.  "BellSouth  and  SBC  <  I  nit 
clearly  very  bullish  about  wireless.  Ifth<  ibile  wnu 
is  going  to  be  consolidation,  then  I  exp<  fc.$2i 
them  to  participate— and  not  as  a  selle  iie  mark 
A  takeover  would  turbocharge  Cing  lost  cen 
lar's  growth  strategy.  AT&T  and  T-Mob  isoHdati 
are  the  prime  candidates  because  they  u  Sprint  p 
the  same  wireless  technology  as  Cingul;  ions  inc 
making  their  networks  relatively  easy  Any  de 
combine.  Acquiring  AT&T  would  create  xeless  a 
company  with  $9  billion  in  operatir  Deutsc 
profits,  $29.6  billion  in  revenue,  arfcian 


Catch-UpTime 

With  23  million  subscribers,  Cingular  is  the  nation's  second- largest 
wireless  company,  behind  Verizon  Wireless.  But  parents  BellSouth  and 
SBC  are  intent  on  Cingular  becoming  No.  1.  Here's  the  plan: 


MORE  AGGRESSIVE  MARKETING  Cinj 
is  luring  subscribers  with  aggressive 
incentives,  like  adding  a  second  phor 
an  account  for  $10  a  month  and  the ; 
to  roll  over  unused  minutes.  The  resul] 
745,000  net  new  subscribers  in  the  th' 
quarter,  up  38%  from  the  second  quai 
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fc%  of  the  U.S.  wireless  market.  That 
uld  top  even  Verizon,  which  holds  a 
K  market  share.  Combining  with  T- 
•bilc  would  give  Cingular  $6  billion  in 
fits,  $21.1  billion  in  revenue,  and  24% 
be  market.  Such  a  combination  would 
lost  certainly  touch  off  industrywide 
isolidation,  forcing  smaller  rivals  such 
Sprint  PCS  Group  or  Nextel  Communi- 
ions  Inc.  to  find  a  partner. 
toy  deal  would  be  daunting.  AT&T 
reless  and  T-Mobile,  which  is  owned 
Deutsche  Telekom,  are  valued  at  $22 
lion  and  $13  billion,  respectively,  in- 


cluding equity  and  debt.  Because  Cingii- 
lar  has  no  publicly  traded  stock,  an 
agreement  would  be  particularly  com- 
plex, (lingular  could  undergo  a  reverse 
merger  by  combining  with  AT&T  Wireless 
to  create  a  venture  in  which  SBC,  Hell- 
South,  and  AT&T's  existing  shareholders 
all  hold  stock.  SBC  and  BellSouth  could 
pay  for  a  deal  by  swapping  their  shares 
for  the  equity  of  T-Mobile  or  AT&T  Wire- 
less. The  third  possibility  is  the  simplest: 
SBC  and  BellSouth  could  raise  the  cash  to 
buy  one  of  the  two  companies.  Analyst 
Jeffrey  Halpern  of  research  firm  Sanford 
C.  Bernstein  &  Co.  says  SBC  and  Bell- 
South have  clean  enough 
balance  sheets  to  do  just 
that.  AT&T  Wireless  and  T- 
Mobile  declined  comment. 


TACKLING  CHURN 

WORKING  OUT  the  struc- 
ture of  a  deal  is  hardly  a  triv- 
ial task.  Cingular  and  T-Mo- 
bile talked  about  a  deal  last 
summer,  but  they  ultimately 
couldn't  agree  on  terms. 

As  daunting  as  such  a 
deal  may  be,  pressure  to  find 
a  partner  may  soon  rise.  A  new  rule  ex- 
pected to  go  into  effect  on  Nov.  24  will  al- 
low customers  to  keep  their  wireless  or 
home  phone  number  when  they  switch  to 
a  new  wireless  carrier.  By  making  it  easi- 
er for  customers  to  switch  carriers,  the 
new  rule  is  expected  to  raise  marketing 
costs,  lower  prices  and  profit  margins, 
and  exacerbate  the  need  for  consolida- 
tion. "Wireless-number  portability  is 
likely  to  put  more  pressure  on  companies 
to  consolidate,  because  they  will  need  the 
benefits  of  greater  scope  and  scale  as 
wireless  becomes  more  of  a  commodity," 
says  analyst  David  Hoover  of  research 
firm  The  Precursor  Group. 

Even  a  big-time  acquisition  won't  ad- 
dress all  of  Cingular' s  goals.  The  compa- 
ny ranks  third  among  the  six  national  car- 
riers in  network  quality,  according  to  a 
survey  of  wireless  users  by  J.D.  Power  & 
Associates  Inc.  Cingular  is  racing  to  fix 
that  problem  by  increasing  investment  in 
its  network.  In  the  past  two  years,  the 
company  has  spent  nearly  $2.8  billion 
overhauling  its  network,  moving  from  an 


Buying 
AT&T 
Wireless  or 
T-Mobile 
would  vault 
it  to  the  top 


older  wireless  technology  I"  B  newer, 
mOK  efficient  standard.  The  prOG 
which  (lingular  Chief  Operating  Officer 
Mark  L  Fiedler  says  'was  not  unlike 
changing  the  wings  on  an  airplane  while- 
it's  in  flight,"  means  (angular  is  able  to  of- 
fer customers  the  swifter  Net  service  and 
Web  phones  that  carriers  like  T-Mobile, 
Sprint  PCS,  and  Verizon  unveiled  last 
year.  Now  92%  complete,  the  network  up- 
grade will  be  finished  by  yearend  2004. 

Sigman  knows  that  to  compete  with 
Verizon,  he  has  to  lower  the  number  of 
customers  dumping  Cingular  for  rivals. 
Cingular's  churn  rate  has  dropped  from 
3%  last  year  to  2.8%  today. 
Though  that's  better  than  T- 
Mobile's  3.3%  rate,  it's  much 
worse  than  Verizon's  1.9%  or 
Nextel's  1.4%.  If  Cingular's 
rate  had  been  1.9%  last  quar- 
ter, the  company  would  have 
added  nearly  the  same  num- 
ber of  subscribers  as  Verizon, 
1.4  million.  Sigman  is  push- 
ing his  team  to  improve  call 
quality,  coverage,  and  cus- 
tomer service.  He  has  added 
3,000  service  reps  this  year 
and  plans  to  soon  debut  24/7  support  serv- 
ice. "Our  churn  results  are  unacceptable, 
we  understand  that,"  Sigman  says.  "We're 
going  to  break  out  and  distinguish  our- 
selves on  network  performance  and  cus- 
tomer service." 

Sigman  also  plans  to  spark  growth 
through  aggressive  marketing.  Cingular 
was  the  first  wireless  player  to  offer  service 
to  family  members  of  subscribers  for  a 
measly  $10  a  month,  a  strategy  copied  by 
others.  Cingular  is  still  the  only  major  car- 
rier that  allows  users  to  roll  over  minutes 
they  don't  use  one  month  into  a  bucket  for 
use  the  next  month.  Moreover,  Sigman  is 
leveraging  Cingular's  parent  companies. 
By  bundling  wireless  with  Bell  South  and 
SBC  local  and  long  distance,  users  can  mix 
those  minutes  and  use  them  as  they  wish. 
Cingular  has  shown  significant  progress 
over  the  past  six  months.  If  it  can  continue 
to  tighten  up  its  operations,  the  added 
muscle  of  an  acquisition  could  help  it 
move  up  to  the  top  tier  of  wireless  players. 
If  s  clear  Whitacre  wants  nothing  less.  ■ 
-By  Roger  O.  Crockett  in  New  York 


E  QUALITY  Among  the  seven 
ell-phone  companies,  Cingular 
th  in  customer  service  and  third  in 
quality.  To  improve,  Cingular  is 
g  $2.8  billion  over  two  years  to 
I  its  network.  The  upgrade  is 
i  to  be  completed  by  yearend  2004. 


TAP  BUSINESS  MARKET  Cingular  wants  to 
boost  revenue  per  customer  through  a 
program  of  marketing  wireless  e-mail  and 
Interrlet  devices  as  a  way  to  cut  costs  for 
corporate  customers,  who  tend  to  spend  far 
more  for  their  employees'  wireless  service 
than  regular  users. 


MAKE  ACQUISITIONS  To  catch  Verizon 
Wireless,  with  36  million  subscribers, 
Cingular  probably  needs  to  make  an 
acquisition.  AT&T  Wireless  and  T-Mobile  are 
the  most  likely  candidates.  Though  no  deal  is 
imminent.  SBC's  CEO  acknowledges  an 
acquisition  is  possible  over  the  next  year. 
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BALLMER 

"We're  investing 
$6.9  billion 
in  R&D" 


Steve  Ballmer  on 
Microsoft's  Future 

How  the  CEO  is  directing  the  company's 
growth— and  dealing  with  the  threats  to  it 


WHILE  WILLIAM  H.  GATES  HI'S  NAME  IS  ALMOST  synonymous  with 
Microsoft  Corp.,  his  longtime  friend,  Steven  A.  Ballmer,  has 
been  CEO  of  the  software  giant  for  more  than  three  years. 
BusinessWeek  Editor-in-Chief  Stephen  B.  Shepard  spoke  with 
Ballmer  in  New  York  on  Nov.  13  as  part  of  the  Captains  of 
Industry  series  at  the  92nd  Street  Y.  Here  are  excerpts: 


On  working  with  Gates. 

Bill  and  I  have  been  friends  for  29  years. 
We  were  friends  in  college.  When  I  first 
got  to  Microsoft,  frankly,  we  had  a  diffi- 
cult period.  We  had  to  sort  through  exact- 
ly what  the  working  dynamic  would  be.  It 
took  us  about  a  year.  When  Bill  asked  me 
to  take  over  as  CEO,  it  was  clear  that  he 
really  wanted  me  to  be  CEO.  It  was  also 
clear  shortly  thereafter  that  neither  he  nor 
I  really  understood  what  that  meant.  How 
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were  we  going  to  change  our  working  dy- 
namic? It  took  us  almost  a  year  to  sort 
that  through.  We  now  have  a  new  way  of 
interacting  with  each  other.  I  know  when 
to  defer  to  him.  He  knows  when  to  defer 
to  me.  We  continue  to  work  together  in  a 
super,  incredible  fashion. 

On  attempting  to  create  a  kinder  and 
gentler  Microsoft. 

When  you  have  gone  through  the  kind  of 


experience  that  we  went  throughl 
government  authorities,  it  really  [ 
cause  you  to  step  back  and  reflect:! 
are  we,  what  are  we  doing?  The  exp 
tion  bar,  be  it  from  government,  be  it] 
customers,  be  it  from  industry  partn  j 
different,  and  the  bar  is  higher.  He 
you  hit  the  balance  between  being  : 
ful  and  aggressive  and  still  [having 
right  level  of  cooperation  [with  oi 
dustry  and]  with  government?  We  | 
worked  hard  on  that  theme  of  respor 
leadership. 

On  how  far  Microsoft  is  in  the  process 

We're  farther  than  20%  and  less. 
80%.  I  think  we've  made  apprecj 
progress,  yet  I  would  be  the  first  tc 
that  I  know  our  customers  and  ouj 
dustry  would  want  us  to  still  do  bettq 

On  being  a  gentler  Steve  Ballmer. 

I  have  worked  hard  on  it.  I  am  still  e 
bit  as  energetic  and  able  to  get  pump 
I  ever  have  been.  But  just  as  I  have  h 
understand  what  my  role  is  in  Mien 
as  CEO,  I  also  have  to  recognize  that 
role  I  have  to  play  externally  as  a  leadt 
the  company  is  different.  I  can  bring 
the  excitement  and  all  the  enthusi 
and  all  the  passion  to  the  job,  but  I  hav 
bring  it  in  a  different  way. 

On  whether  a  gentler  Ballmer  is 
reconciling  with  rivals. 

Certainly  we  have  reached  out.  I  w 
down  shortly  after  I  became  CEO  to  v  ■ 
with  Larry  Ellison  [CEO  of  Oracle  Cor 
and  talked  about  how  we  could  work 
operatively  on  things  that  are  import; 
to  our  customers.  I  hadn't  seen  Scott 
McNealy,  CEO  of  Sun  Microsystems  In 
in  years.  We  played  in  the  same  golf  toi 
nament  a  year  and  a  half  ago— very  ar 
cable.  It's  tough  when  you're  in  a  laws 
with  somebody,  I  have  to  say.  It  does 
sort  of  flow  naturally  for  me.  But  ye; 
that  is  part  of  the  deal,  trying  to  figure  o 
how  do  you  resolve  matters. 

On  what  Microsoft  has  learned  from  the 
antitrust  battle. 

It  doesn't  matter  how  we  may  have  set 
ourselves,  we  have  to  see  ourselves 
others  see  us.  That,  by  far,  is  the  bigge 
lesson. 


On  the  antitrust  case  before  the  Europea 
Union. 

Our  great  desire  would  be  to  resolve  th 
matters  in  a  way  that  will  work  for  ov 
customers  and  will  work  for  the  commi 
sion.  Even  while  the  hearings  are  or 
going,  we  look  forward  to  constructive  di 
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alogue  that  hopefully  results  in  some  kind 
of  a  reasonable  settlement  for  all  parties. 
We  think  our  job  is  to  take  new  ideas 
and  integrate  them  in  a  way  that  makes 
them  super-easy,  super-useful.  We  think 
that's  what  customers  appreciate.  So  it's 
[not  about  us  being  arrogant  about]  our 
own  product  design.  No,  it's  about  our 
fundamental  value  proposition.  That  was 
the  process  that  we  went  through  with 
the  U.S.  government— a  painful  process. 
The  key  thing  for  us  is  that  even  under 
our  settlement  with  the  Justice  Dept.  we 
accepted  many  new  responsibilities,  but 
we  continue  to  have  the  ability  to  serve 
our  customers  in  the  ways  they  expect, 
which  would  be  important  in  Europe,  too. 

On  Microsoft's  growth  prospects. 

Ten  years  from  now,  will  the  world  of 
technology  be:  A)  largely  the  same,  or  B) 
largely  evolved  and  different  than  it  is  to- 
day? I  think  the  answer  is  clearly  B. 
Things  will  change.  New  value  will  be 
added.  That  means  there  is  opportunity. 
Exactly  how  you  convert  that  change, 
that  dynamism,  that  additional  value— 
that's  not  100%  clear.  Whether  that  cre- 
ates 5%-a-year  or  10%-a-year  or  15%-a- 
year  opportunity  for  our  company,  I  don't 
know.  The  fact  is  that  the  opportunity  is 
there,  so  we're  investing  $6.9  billion  in 
R&D  to  positively  change  the  world. 

On  the  threat  to  Microsoft  from  Linux. 

If  s  a  weirdo  competitor.  There  is  no  com- 
pany behind  it.  You  don't  know  exactly 
who  builds  it.  It's  free.  I  prefer  to  say: 
"Look,  what  we  have  here  is  a  small  price 
disadvantage."  If  s  the  first  time  we've 
had  a  price  disadvantage. 

Most  analysts  think  the  price  of  Win- 
dows to  our  hardware  customers,  people 
like  Dell  [Inc.],  is  about  50  bucks.  If  you 
stop  and  think  about  it,  most  people  are 
going  to  own  their  PCs  for  four  years.  So 
do  we  offer  $12  a  year  of  value  where  you 
can  run  tremendously  more  applications, 
it's  tremendously  easier  to  take  care  of? 
If  s  $12  a  year  when  people  are  spending 
$90  to  $100  a  month  on  cell-phone  bills, 
and  we're  talking  about  saving  you  hours 
and  hours  of  time.  I  think  it's  a  pretty 
good  value  proposition,  myself. 

On  the  threat  of  PC  viruses  and  worms. 

There  is  a  lot  we're  doing,  and  a  lot  we 
have  to  do.  The  first  thing  that  everybody 
says  is:  "Why  don't  you  just  make  your 
software  all  better?"  The  truth  is,  it's  a 
reasonable  starting  point  for  people  to 
say.  I  think  it  would  be  unwise  for  us  or 
anybody  to  assume  about  any  product 
that  it  will  be  perfect.  But  the  first  thing 
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you  have  to  do  is  up  the  quality  level.  The 
second  thing  you  have  to  say  is:  "O.K.,  if 
there  is  a  problem,  how  do  you  help  your 
customers  fix  that  problem?"  If  you  don't 
have  this  thing  called  Windows  Update 
turned  on,  I  recommend  it.  It  automati- 
cally will  come  and  take  care  of  your  com- 
puter. You  can  set  it  up  so  it  installs  criti- 
cal security  patches. 

On  spammers  and  hackers. 

Unless  bad  guys  are  being  punished, 
there  is  not  enough  of  a  deterrent.  If 
somebody  bombs  an  empty  building  and 
nobody  dies  but  there  is  huge  damage, 
everybody  thinks  that  person  is  really  not 


a  very  good  person.  If  some- 
body spams  you  or  if  some- 
body does  hundreds  of  mil- 
lions of  dollars  of  damage  by 
sending  out  a  virus,  people 
say:  "Oh,  they  are  cute  kids. 
They  are  hackers."  The  truth 
is,  you  can  do  just  as  much  or 
more  damage  nowadays  in 
the  world  of  the  Internet  as 
you  can  in  the  physical  world. 
I  think  it's  important  that  we 
and  other  companies  in  our 
industry  really  do  the  right  partnership 
with  law  enforcement  to  make  sure  there 
is  enough  deterrent. 

On  the  threat  to  U.S.  tech  jobs  from  Indian 
and  Chinese  labor. 

People  focus  oftentimes  on  the  labor  rate 
differential.  But  the  thing  that's  most 
troubling  is  the  graduation  rate  of  tech- 
nical graduates.  The  U.S.  is  No.  3  now  in 
the  world  and  falling  quickly  behind 
No.  1  and  No.  2  [China  and  India]  in 
terms  of  computer-science  graduates.  In 
the  U.S.,  we  have  fewer  computer-science 


"[Linux]  is 
a  weirdo 
competitor. 
There's  no 
company 
behind  it" 


graduates  today  than  we  did  five 
ago.  The  bigger  issue  is  what  kin] 
things  do  we  need  to  do  to  enco^ 
more  American  kids. 

On  Microsoft's  decision  to  keep  most| 
engineers  in  Redmond,  Wash. 

I  like  to  have  people  physically  clod 
gether.  R&D  is  a  large  number  for  us.| 
critical  issue  for  us  is:  Do  we  hav| 
right  product?  Are  we  in  the  market  i 
right  time?  Do  we  have  the  innovati<] 
will  trade  off  a  number  of  things  or 
cost  side  to  make  sure  that  we  have 
And  it's  not  that  Indian  people  can'i 
ure  that  stuff  out.  But  it  helps  to  not  I 
be  in  the  maelstrom  ol 
tivity,  it  helps  to  be  cloj 
the  biggest  market  ir 
world.  You've  got  to| 
things  out  on  custome 


On  his  decision  to  expe 
stock  options. 

There  are  times  in  a  cl 
pan/s  evolution  whej 
think  stock  options 
perfect  way  to  compend 
people.  But  stock  optiq 
value  comes  largely 
volatility.  You  can  ma 
lot  of  money  on  an  opf 
even  if  your  stock  re^ 
never  goes  up.  Now 
long-term  shareholder| 
making  nothing.  So 
not  very  well  aligned 
shareholder  interests, 
kind  of  a  crazy  way  to 
your  people.  You  shot! 
want  to  pay  your  peoj 
based  upon  success, 
moved  to  stock  awar<j 
which   are   clearly  mc 
valuable  if  the  stock 
worth  more  and  less  val| 
able  if  the  stock  is  wor 
less.  We  have  tied  the  int^ 
ests  of  shareholder 
employee  better. 


On  his  future  if  Gates  hadn't  urged  him  t 
join  Microsoft  in  1980. 

I  probably  would  have  taken  a  job  as 
assistant  to  the  president  of  an  [auto-ir  j 
surance]  company  called  Progressive  Ir 
surance  in  Cleveland ....  If  it  hadn't  bee 
for  Bill's  persistence  and  encouragemer 
and  advice,  I  would  probably  be  sellin 
auto  insurance  right  now.    ■ 
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To  read  the  full 
interview  with  Steve  Ballmer,  go  to 
www.businessweek.com/magazine/extra.htrrlllS 
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iseview™  is  in  front  of  the  biggest  names  in  LCD  TVs. 
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The  governance  and  accounting  scandals  that  have 
scarred  the  business  landscape  in  recent  years 
have  had  at  least  one  positive  effect:  they  have 
given  executives,  investors  and  the  public  a  renewed  appre- 
ciation for  the  vital  role  of  corporate  boards.  A  best-in-class 
board  is  a  bulwark  against  questionable  practices  and  a 
necessity  for  any  corporation  that  aims  to  increase 
accountability  and  enhance  shareholder  value. 

Recognition  of  the  critical  importance  of  boards  is 
implicit  in  the  Sarbanes-Oxley  Act  of  2002,  as  well  as  in 
the  new  and  proposed  rules  issued  by  the  U.S.  Securities 
and  Exchange  Commission  in  response  to  the  Act. 
Together,  Sarbanes-Oxley  and  the  SEC  decrees  radically 
reshape  board  structure,  processes,  and  accountability. 
In  effect,  they  mandate  new  responsibilities  and  require- 
ments which  demand  an  increased  level  of  participation 
and  independence  on  the  part  of  the  board.  This  paves  the 
way  for  corporations  to  make  their  best  efforts  to  build  an 
outstanding  board  -  one  that  is  active,  integrated, 
informed  and  independent.  The  task  is  an  ethical,  legal, 
and  business  necessity,  but  it  is  far  from  easy. 

MEETING  THE  STRATEGIC  NEEDS 
OE THE  COMPANY 

In  the  past,  directors  were  viewed  primarily  as  advisers 
to  the  Chief  Executive  Officer.  They  frequently  had  busi- 
ness or  personal  ties  to  the  CEO  or  other  members  of  the 


board,  and  they  were  often  chosen  to  add  the  luster  of  a 
well-known  name.  But  a  high  public  profile  and  a  golf 
course  friendship  with  the  CEO  are  no  longer  sufficient 
qualifications.  As  Dr.  Carolyn  Kay  Brancato,  Director  of 
The  Conference  Board's  Global  Corporate  Governance 
Research  Center,  emphasizes  in  a  special  report  on  best 
practices,  directors'  new  role  "requires  [that]  they  provide 
active  oversight  of  the  company's  business  to  minimize 
corporate  risk  and  promote  the  creation  of  shareholder 
value.  The  new  challenge  for  boards  will  be  to  go  beyond 
their  traditional  advisory  role  and  increasingly  focus  on 
their  oversight  role.  As  fiduciaries,  boards  must  be  active 
monitors  of  management."  Today,  directors  must  add  real 
value  to  the  corporation  and  to  its  shareholders. 

Changing  times  require  nominating  committees  and 
CEOs  to  ask  hard,  fundamental  questions  about  their 
own  boards:  Is  every  director  qualified  to  perform  the 
critical  oversight  function?  Does  each  director  truly 
understand  our  business  today?  Do  the  skills  and  expe- 
riences of  our  directors  meet  the  specific  strategic  needs 
of  the  company?  Strategic,  financial,  and  operating  acumen 
are  necessities  in  each  board  member.  Collectively,  the 
board  should  possess  a  blend  of  skills  tailored  to  the  com- 
pany's current  business  needs  and  future  goals.  And 
no  matter  what  the  director's  background,  a  proven 
reputation  and  a  track  record  of  excellence  in  his  or  her 
field  is  essential. 
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Board  nominating  committees 
nusl  evaluate  dire*  toi  i  andidates  not 
>nly  on  the  basis  of  theii  experience 
ml  also  then   personal  character. 

\i  i  niiiing  to  |oie  Gregor,  a  Vice 
hail  in. in  .it  I  leidrick  &  Struggles  and 
Managing  Partner  of  our  North 
American  Board  of  Directors  Practice, 
Ideal  board  members  are  pragmatic, 
Strategic,  and  tough-minded.  They  are 
willing  and  able  to  offer  critical  review, 
and  are  adept  at  giving  direct  guidance 
and  feedback.  Strong  directors  speak 
their  minds,  but  they  also  have  a  real 
sense  of  partnership  and  working 
together  toward  a  common  goal." 
Gregor  also  emphasizes  that  "with 
each  potential  nominee,  the  nominat- 
ing committee  should  ask  itself 
whether  this  candidate  is  deeply 
interested  in  making  a  meaningful 
contribution  to  the  company. 

"Every  board  today  should  under- 
take a  thorough  and  objective  assess- 
ment to  determine  the  competencies 
and  behaviors  of  each  board  member 
and  of  the  group  as  a  whole,"  counsels 
Gregor.  "The  goal  is  to  identify  areas 
where  the  board  can  improve  to  bring 
its  performance  up  to  a  best-in-class 
level.  It  is  a  fairly  rigorous  exercise, 
but  the  best  way  to  determine  board 
effectiveness  is  to  understand  how  the 
board  works  -  and  how  it  might  work 
better."  In  this  context,  nominating 
committees  will  be  able  to  thought- 
fully select  new  directors  at  the 
appropriate  time. 

IT'S  ABOUT  PASSION, 
COMMITMENT  -  AND  TIME 

Assessing  a  potential  nominee's 
stature,  skill  set,  depth  of  experience, 
wisdom,  reputation,  values  and  passion 
is  only  half  the  battle.  The  other  half  is 
time.  Perfect  attendance  at  full  board 
meetings  represents  a  formidable  com- 
mitment, even  before  allowing  time  for 
preparation, committee  meetings,  facili- 
ty visits,  training  sessions,  and  travel  to 
and  from  those  activities,  the  time 
demands  inevitably  reduce  the  pool  of 
willing  and  able  candidates. 


The  in<  reasing  obligations  ol  board 

scivk  c  in.il  e   it    tougher    than  cvci    to 

mi  qualified  dira  tors,  traditionally, 

Sitting  CEOs  have  been  the  most  sought 
.iltci  board  Candidates.  However, almost 
two-thirds  ol  the  CEOs  at  Fortune  500 
companies  already  serve  on  two  or  more 
boards.  In  addition,  in  the  face  of  fierce 
public  scrutiny  and  questions  of  poten- 
tial liability,  willing  and  qualified  direc- 
tor candidates  are  growing  ever  more 
selective  about  the  opportunities  that 
they  will  entertain. 

Looking  beyond  sitting  CEOs  is  an 
excellent  way  to  expand  the  pool  of 
potential  candidates.  Presidents,  Chief 
Operating  Officers,  Chief  Financial 
Officers,  and  heads  of  large  operating 
units  can  bring  skills,  passion,  and  fresh 
perspective  to  the  boardroom.  Attracting 
great  directors  of  this  caliber  is  easier 
once  they  understand  how  much  they 
stand  to  gain  from  serving  on  an  outside 
board  -  the  learning  experience  and  the 
exposure  will  be  invaluable  in  their  own 
career  development.  Of  course,  mentor- 
ing and  director  education  are  essential 
for  first-time  directors. 

EXECUTIVE  SEARCH  FIRMS 
AND  BEST  PRACTICES 

Building  excellent  boards  is  hard 
at  any  time,  but  especially  so  in  this 
demanding  new  business  environ- 
ment. Evaluating  and  recruiting 
qualified  and  interested  directors, 
already  a  full-time  job,  will  only 
grow  more  challenging  with  the 
adoption  of  proposed  SEC  rules  that 


would  require  the  nominating  com 
mittee  ol  every  board  to  disc  lose  us 
process  loi  identifying  and  evaluating 

nominees  and  to  des<  ribe  the  requi 
site  quali  Ik  at  ions  and  skills.  In  light 
of  this  mandate,  many  companies 
will  opt  to  retain  an  executive  search 
lirm  to  ensure  that  the  assessment 
and  selection  process  is  rigorous. 

Enlisting  the  expertise  of  a  qualified 
search  firm  is  increasingly  regarded 
as  a  best  practice  in  director  selec- 
tion. Heidrick  &  Struggles  thoroughly 
scans  the  market  to  identify  potential 
candidates,  and  we  assess  each  can- 
didate's skills,  personal  attributes, 
and  specific  fit  for  the  board.  Our 
50-year  track  record  of  recruiting 
at  the  top  gives  us  unique  insight 
into  the  next  generation  of  board 
members. 

In  addition  to  greatly  expanding 
the  pool  of  qualified  and  interested 
candidates  for  every  board  seat, 
Heidrick  &  Struggles  profession- 
alizes the  nominating  process  by 
offering  an  objective  analysis  of 
a  candidate's  qualifications  to 
serve.  Our  time-proven  process 
helps  to  affirm  director  independ- 
ence by  thoroughly  screening 
candidates  against  areas  of  poten- 
tial conflict. 

The  director's  role  is  key  to  every 
company's  long-term  value  creation. 
Heidrick  &  Struggles  ensures  that 
you  have  found  the  best  possible 
person  for  this  critical  job. 


YEARS 


EXECUTIVE 
SEARCH 


Heidrick  &  Struggles  International,  Inc.  is  the  world's  premier  provider 
of  senior-level  executive  search,  interim  executive  placement,  and 
leadership  services,  including  executive  assessment  and  professional 
development.  For  50  years,  we  have  focused  on  quality  service  and  built 
strong  leadership  teams  through  our  relationships  with  clients  and 
individuals  worldwide.  Today,  Heidrick  &  Struggles  leadership  experts 

operate  from  principal  business  centers  in  North  America,  Latin  America,  Europe,  and 

Asia  Pacific. 

Ted  Jadick  and  David  Joys  are  Vice  Chairmen  in  the  Heidrick  &  Struggles'  Board 
Services  Group,  which  serves  as  the  firm's  focal  point  for  mission  critical  Board 
Director,  Chiet  1  xei  utive  Officer  and  President  searches  worldwide.  For  more  infor- 
m. it  ion,  email  Ted  at  TladickaiHeidrick.com  or  David  at  DJoysOHeidritk.eom. 

For  more  information  about  Heidrick  &  Struggles,  visit  www.heidrick.com  or  email 
l@Heidi  u  k  1  i>m. 
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Melinda  and  Bill 
Gates  during  a 
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former  president 


The  secret 
givers 


The  biggest  corporate 
donors 


The 


Top 

Givers 

Today's  philanthropists  aren't  leaving 
the  good  works  to  fixture  generations- 
theyVe  making  their  mark  now 


BY  MICHELLE  CONLIN  AND  JESSI HEMPEL 


PERHAPS  THE  ONLY  THING  HARDER  THAN  BUILDING  A  GREAT 
fortune  is  giving  one  away.  At  least  that's  the  conclusion  you  might 
draw  after  looking  at  how  hard  the  megagivers  on  our  second  annual 
ranking  of  top  philanthropists  work  at  the  task.  At  No.  1  on  our  list. 
William  H.  Gates  III  and  his  wife,  Melinda,  are  the  reigning  royalty  of 
a  new  class  of  self-made  superphilanthropists.  Along  with  Michael  and 
Susan  Dell,  PeopleSoft  co-founder  David  Duffield  and  his  wife,  Cheryl, 
and  eBay  Inc.'s  first  president,  Jeffrey  S.  Skoll,  they're  schooling  soci- 
ety in  the  ways  of  conspicuous  donation.  Combining  their  billions  with 
their  enormous  personal  capital,  these  benefactors  are  attacking  some  of  the  world's 
most  intractable  social  problems,  from  poverty  to  public  schools.  And  in  a  year  when 
nonprofits  have  been  savaged  by  drastic  government  budget  cuts,  their  donations  are 
helping  to  reinforce  an  unraveling  safety  net.  The  new  philanthropists'  demand  for 
measurable  results,  efficiency,  and  transparency— for  bringing  a  businesslike  rigor  to 
philanthropy— is  already  trickling  down  to  the  lowest  levels  of  the  nonprofit  world. 

The  members  of  our  elite  roster  are  not  just  out  front  in  terms  of  sheer  amounts  giv- 
en; they're  also  leading  the  way  to  a  new  conception  of  responsible  philanthropy.  Today's 
top  givers  are  inventing  a  new  kind  of  "carpe  diem  giving."  Instead  of  making  promis- 
es to  be  fulfilled  by  bequest  on  their  deaths,  they're  handing  over  the  bulk  ot  their  for- 
tunes during  their  lifetimes,  when  they  can  bring  vast  stores  of  money  and  talent  to  bear 
on  the  worst  problems  plaguing  society.  Their  hands-on  philanthropy  also  allows  them 
to  better  prepare  their  children  tor  a  life  of  privilege  minus  the  psychological  hex  wealth 
can  sometimes  bring.  Indeed,  many  of  our  big  givers  have  decided  to  leave  their  off- 
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spring  relatively  small  amounts  in  the  belief  that  a  life  animat- 
ed by  work  and  a  sense  of  purpose  is  ultimately  a  richer  exis- 
tence. In  some  cases,  they  don't  even  plan  to  leave  a  permanent 
foundation  as  a  legacy,  choosing  instead  to  spend  their  chari- 
table organizations  out  of  existence— or  close  to  it— to  accom- 
plish the  maximum  good  during  their  lifetimes. 

To  find  the  15  new  entrants  on  this  year's  list  and  to  compile 
the  overall  ranking  of  the  biggest  philanthropists,  we  combed 
through  public  records  and  conducted  scores  of  interviews  with 
foundation  heads,  community  groups,  nonprofit  experts,  and 
wealth  watchers.  To  make  the  cut  this  year,  candidates  had  to 
have  given  or  pledged  $95  million  in  the  past  five  years— $30 
million  more  than  last  year.  That  bumped  investors  Ted 
Forstmann  and  Frederick  Klingenstein  and  insurance  moguls 
Arthur  and  Angela  Williams  off  the  list.  Others  from  last  year, 
including  the  first  lady  of  McDonald's  Corp.,  Joan  B.  Kroc,  in- 
vestor Leon  Levy,  oil  heiress  Audrey  Jones  Beck,  and  oil  baron 
John  Jackson,  died. 

Intriguingly,  our  research  this  year  also  turned  up  a  handful 

METHODOLOGY 

Counting  the  Bounty 


JUST  DO  IT 

Like  many  elite 
philanthropists, 


of  secret  givers,  philanthropists  who  beli^ 
giving  big  for  zero  public  recognition  (pa§ 
They  subscribe  to  the  notion  that  having! 
blessed  with  great  wealth,  they  should) 
something  back— without  getting  anythi| 
return.  Some,  like  Maurice  "Chico"  Sabb* 
George  Kaiser,  are  among  our  top  50  g| 
Others,  such  as  Fred  Eychaner  and  A.  Jt 
Perenchio,  are  not,  partly  because  there  wi 
enough  publicly  available  information 
which  to  rank  them.  Then  there's  Charl! 
Feeney,  who  managed  to  elude  the  chari| 
radar  for  more  than  a  decade  despite  gifts 
make  him  one  of  the  top  philanthropists  oj 
time. 

Tech  Tycoons 

MANY  OF  THE  MOST  DYNAMIC  givers  o: 
list  are  drawn  from  those  who  made  their! 
tunes  in  technology.  Along  with  the  Gateses] 
the  Dells,  other  tech  visionaries-turned-philanthropists  inc 
Philip  R.  Berber,  founder  of  online-trading  firm  CyBer(| 
Holdings  Inc.,  and  his  wife,  Donna,  as  well  as  Gateway  Inc 
founder  Theodore  W.  Waitt  and  his  wife,  Joan.  The  Berbers 
Waitts  are  new  inductees,  as  is  No.  38  Catherine  Reynolds, 
first  self-made  woman  to  appear  in  the  ranking.  Reynolds  m 
her  money  in  the  student-loan  business.  Her  big  gifts  to 
museums  caused  the  Old  Guard  to  suggest  that  she  migh 
trying  to  buy  her  way  into  Washington  society— a  notion 
says  she  still  can't  understand.  Also  making  their  debuts 
year:  No.  47  Haim  Saban,  an  entertainment  entrepreneur, ; 
his  wife,  Cheryl,  who  recentiy  challenged  other  Hollywood 
siders  to  start  ponying  up  blockbuster  bucks;  No.  42  Ira  i 
Mary  Lou  Fulton,  who  donate  half  the  profits  from  their  cc 
pany,  Fulton  Homes  Inc.,  to  education;  and  No.  41  Gary  i 
Frances  Comer.  Gary,  who  founded  Lands'  End,  was  inspirec 
support  global  warming  research  after  he  was  able  to  pilot 
yacht  across  the  Arctic  without  hitting  ice. 

This  group  exemplifies  the  new  breed  of  fully  engaged  p 
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How  does  one  measure 
generosity?  It's  a  challenge, 
especially  when  many  of  the 
country's  most  charitable 
donors  work  hard  to  keep  their 
gifts  under  wraps.  Public  information  is 
often  outdated  and  rarely  comprehensive. 
And  stocks  move  regularly,  causing  large 
pledges  and  gifts  to  shift  in  value 
substantially  over  time. 

To  compile  BusinessWeek's  annual 
ranking  of  the  country's  most  generous 
philanthropists,  we  relied  heavily  on  news 
reports  of  publicly  announced  gifts,  press 
releases,  foundation  filings,  and  interviews. 
In  particular,  we  made  great  use  of  The 
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Chronicle  of  Philanthropy,  Charity  Navigator, 
the  Forbes  400,  and  GuideStar's  online 
database.  We  ranked  the  Top  50  by  what 
they've  pledged  and  given  in  the  past  five 
years.  We  also  estimated  their  total 
contributions  and  presented  these  figures 
as  a  percentage  of  each  candidate's  current 
net  worth,  for  another  way  of  measuring 
generosity. 

We  chose  to  count  pledges  because  we 
believe  gifts  alone  don't  adequately  reflect  a 
philanthropic  culture  in  which  donors  often 
make  sweeping  multiyear  promises  that 
inspire  their  peers  to  greater  charitable 
endeavors.  But  pledges  proved  difficult  to 
value.  In  many  cases,  the  gift  amount  had 


changed  since  the  pledge  was  made.  For 
example,  Eli  Lilly  &  Co.  heiress  Ruth  Lilly's 
$100  million  pledge  to  Poetry  magazine  was 
worth  roughly  25%  less  by  the  time  her  bank 
cashed  in  the  promised  shares  of  Lilly  stock. 
For  consistency,  we  counted  all  pledges  at 
their  value  at  the  time  they  were  announced. 
In  some  cases,  philanthropists,  perhaps 
most  notably  investor  Alberto  W  Vilar,  held 
off  on  making  payments  on  their  pledges 
after  the  economy  fell  into  recession. 
However,  we  chose  to  discount  only  those 
pledges  that  had  been  formally  reneged 
upon.  Among  these  was  Netscape 
Communications  Corp.  co-founder  James 
H.  Clark's  1999  pledge  of  $150  million  to 
Stanford  University.  He  withdrew  $60  million 
of  it  in  2001  in  protest  of  President  George 
W  Bush's  restrictive  policy  on  stem-cell 
research. 

-By  Jessi  Hempel  in  New  York 
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SAME 
IMS  NEW  ON  THE  2003  LIST 

1999  2003  GIVEN 
OR  PLEDGED 
BACKGROUND                               MILLIONS 

ESTIMATED 
LIFETIME  GIFTS* 
CAUSES                                                     MILLIONS 

CURRENT 
NET  WORTH* 

Mil 

PERCENT 
'  OF  WEALTH 
DONATED"' 

Bill  and  Melinda  Gates 

Microsoft  co-founder              $22,906 

Health,  education 

$24,976 

$46,000 

54% 

Giordon  and  Betty  Moore 

Intel  co-founder 

7,010 

Conservation,  education 

7,200 

5.000 

144 

jeorge  Soros 

Investor 

2,431 

Open  and  free  societies 

4,741 

7,000 

68 

Zh  and  Edythe  Broad 

SunAmerica  founder 

1,463 

Public  education,  arts,  science 

1,500 

3,800 

39 

James  and  Virginia  Stowers 

American  Century  founder 

1,345 

Biomedical  research 

1.559 

575 

271 

r:  Michael  and  Susan  Dell 

Dell  founder 

1,215 

Children's  health  care 

1,230 

13,000 

9 

The  Walton  Family 

Family  of  Wal-Mart  founder 

750 

Education 

1,000 

108,400 

1 

i  Ted  Turner 

CNN  founder 

664 

Health,  environment 

1.300 

2.300 

57 

;  Ruth  Lilly 

Eli  Lilly  heiress 

560 

Poetry,  libraries,  culture 

740 

1,000 

74 

i  Donald  Bren 

Real  estate 

402 

Education,  environment 

412 

4,000 

10 

Michael  Bloomberg 

Bloomberg  founder,  NYC  mayor 

401 

Education,  health  care,  arts 

401 

4,900 

8 

H.F.  (Gerry)  and  Marguerite  Lenfest 

Former  Suburban  Cable  owner 

375 

Higher  education,  arts 

385 

825 

47 

Patrick  and  Lore  McGovern 

IDG  founder 

351 

Brain  research 

371 

2,000 

19 

Jeffrey  Skoll 

Ex-president  of  eBay 

347 

Social  services 

357 

2.300 

16 

Sidney  Kimmel 

Jones  Apparel  chairman 

340 

Health  care,  arts 

472 

700 

67 

(  Jon  Huntsman 

Huntsman  founder 

340 

Cancer  research,  business  education 

400 

2,500 

16 

Paul  Allen 

Microsoft  co-founder 

317 

Art,  culture 

646 

22,000 

3 

Robert  and  Jane  Meyerhoff 

Real  estate  developer 

304 

Art,  higher  education 

305 

n.a. 

n.a. 

John  Kluge 

Metromedia  founder 

300 

Library  of  Congress 

750 

10,500 

7 

1  Ted  and  Joan  Waitt 

Gateway  founder 

288 

Community  change 

345 

1,400 

25 

Frank  and  Jane  Batten 

Landmark  Communic.  founder 

285 

Higher  education 

315 

900 

35 

George  Kaiser 

Oil  and  gas,  banking,  real  estate 

275 

Antipoverty  in  Oklahoma 

287 

3,000 

10 

Sandy  and  Joan  Weill 

Citigroup  chairman 

273 

Arts,  education                                     278 

1,400 

20 

William  and  Claudia  Coleman 

BEA  Systems  co-founder 

252 

Cognitive  disabilities 

251 

100 

251 

Thomas  Monaghan 

Domino's  Pizza  founder 

236 

Catholic  education  and  services 

451 

550 

82 

Warren  and  Susan  Buffett 

Berkshire  Hathaway  CEO 

230 

Reducing  nuclear  weapons,  pop.  contra 

231 

36,000 

1 

Irwin  and  Joan  Jacobs 

Qualcomm  co-founder 

226 

Symphony,  education,  arts 

240 

1,000 

24 

Kirk  Kerkorian 

Investor 

225 

Humanitarian  causes 

265 

5.000 

5 

David  Geffen 

DreamWorks  co-founder 

225 

Health  care,  education 

250 

4,000 

6 

Peter  Lewis 

Progressive  chairman 

221 

Education,  arts 

275 

1,300 

21 

Pierre  and  Pam  Omidyar 

eBay  chairman  and  founder 

214 

Building  community 

241 

6,900 

3 

Alberto  Vilar 

Investor 

195 

Arts,  culture 

225 

750 

30 

Arthur  Blank 

Home  Depot  co-founder 

176 

Youth  development 

200 

1.100 

18 

i  Charles  and  Helen  Schwab 

Charles  Schwab 

174 

Social  issues,  education,  arts 

225 

3,200 

7 

David  and  Cheryl  Duffield 

PeopleSoft  co-founder 

152 

Animals,  humane  society,  education 

200 

1.200 

17 

Henry  and  Susan  Samueli 

Broadcom  chairman  and  founde 

'    150 

Arts 

160 

1,400 

11 

Bernard  Marcus 

Home  Depot  co-founder 

149 

Aquarium,  Jewish  causes,  health,  children    442 

2,100 

21 

Catherine  Reynolds 

Student  loan  business 

135 

Arts,  education 

135 

500 

27 

William  and  Alice  Goodwin 

Former  CEO,  AMF  Bowling 

129 

Cancer  research,  higher  education               156 

100 

156 

I  Kenneth  Behring 

Real  estate 

118 

Smithsonian,  wheelchairs 

100 

395 

25 

Gary  and  Frances  Comer 

Lands'  End  founder 

114 

Environment,  education 

128 

1,000 

13 

!  Ira  and  Mary  Lou  Fulton 

Fulton  Homes 

113 

Higher  education,  community  initiative: 

116 

325 

36 

1  Ann  Lurie 

Lurie  Investments 

110 

Cancer  research,  education 

144 

n.a. 

n.a. 

\  James  and  Sally  Barksdale 

Netscape  co-founder 

110 

Education  and  literacy  in  Mississippi 

150 

465 

32 

»  Philip  and  Donna  Berber 

CyBerCorp.com  founder 

102 

Antipoverty  in  Ethiopia 

102 

150 

68 

>  Kenan  Sahin 

Kenan  Systems  founder 

100 

Higher  education 

100 

260 

38 

'  Haim  and  Cheryl  Saban 

Saban  Capital  Group 

100 

Children's  hosp.,  charities  in  U.S.  and  Israel    100 

1700 

6 

}  Maurice  "Chico"  Sabbah 

Reinsurance 

100 

Jewish  secondary  education 

100 

n.a. 

n.a. 

)  Pritzker  Family 

Hyatt  hotels  and  real  estate 

100 

Education 

450 

15.200 

3 

)  James  Clark 

Netscape  co-founder 

95 

Biomedical  engineering 

120 

700 

i 
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lanthropist.  Many  are  giving  away  vast  portions  of  their  wealth 
early  while  they  can  still  manage  the  process.  Feeney,  one  of  our 
stealth  givers,  has  been  honing  this  philosophy,  which  he  calls 
"giving  while  living,"  for  25  years.  Now,  after  a  wealth-creation 
boom  that  made  many  an  under-40  striver  astonishingly  rich, 
others  are  starting  to  follow  his  lead.  Today's  big  philanthro- 
pists are  donating  ever-larger  sums  at  younger  and  younger 
ages.  "The  old  model  of  an  old  guy  on  his  deathbed  leaving  his 
estate  to  his  foundation  is  over,"  says  Rick  Cohen,  executive  di- 
rector of  the  National  Committee  for  Responsive  Philanthropy. 
"Now,  people  are  setting  up  foundations  in  their  30s  and  40s." 
Harvard  University's  senior  philanthropic  adviser,  Charles  W. 
Collier,  adds:  "In  years  past,  everybody  assumed  foundations 
would  go  on  for  multiple  generations.  Today,  I  think  the  trend 
is  definitely  toward  giving  more  in  their  lifetime." 

"There's  My  Inheritance55 

WHY  THE  RUSH  TO  TO  GIVE  it  all  away?  Probably  the  biggest 
reason  is  control.  By  giving  now,  philanthropists  can  make  sure 
their  gifts  fund  the  causes  they've  chosen  in  the  most  efficient 
way  possible,  rather  than  trusting  future  foundation  heads,  who 
may  be  tempted  to  stray  from  the  founder's  mission.  "Michael 
and  I  want  to  direct  the  majority  of  our  funds  during  our  life- 
time to  ensure  that  they  are  de- 
ployed in  ways  that  are  the 
most  effective,"  says  Susan 
Dell,  who  along  with  her  hus- 
band is  No.  6  in  our  ranking. 

Then  there's  the  compelling 
logic  of  attacking  problems  of 
human  suffering  now  rather 
than  later.  Tomorrow  will  have 
its  own  crises— and  its  own  phi- 
lanthropists. "You  just  never 
know  how  much  time  you  are 
going  to  have,"  says  Skoll.  The 
38-year-old  recendy  accelerated 
his  giving,  which  concentrates 
on  supporting  social  entrepre- 
neurship— using  business  skills 
to  solve  social  problems— by  an 
additional  $200  million  over 
the  past  12  months  (page  84). 
Or,  as  Berber,  No.  45  on  our  list, 
put  it:  "Which  is  the  greater 
blessing:  becoming  wealthy? 
Or  getting  to  redistribute  God's 
wealth  for  the  well-being  of 
others?  It's  very  hard  to  do 
when  you  are  six  feet  under." 

With  some  of  the  world's  most  acute  problems  con- 
centrated far  beyond  America's  borders,  it's  no  wonder 
so  many  philanthropists  on  our  list  are  funneling  their 
money  to  projects  overseas.  Berber,  for  example,  focus- 
es on  supplying  safe  water,  eradicating  poverty,  and  pro- 
viding education  in  Ethiopia.  Jacqueline  Novogratz,  CEO 
of  Acumen  Fund,  a  nonprofit  that  helps  match  philan- 
thropists with  innovative  groups  in  need  of  funding, 
points  out  that  some  4  billion  people  around  the  world 
make  $4  or  less  a  day.  Some  1.2  billion  have  no  access  to 
safe  water.  Fixing  the  water-supply  problem  alone  could 
cut  disease  levels  by  up  to  80%,  says  Novogratz.  Ad- 
dressing such  problems  is  increasingly  what  the  new 
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EDUCATION  AND  ART 

The  Fultons  have  given 
millions  to  Arizona 
State  University  and 
Brigham  Young 
University;  Reynolds, 
the  first  self-made 
woman  on  the  list,  gave 
big  to  D.C.  museums 


brand  of  philanthropy  is  about.  "Our  biggest  issue  on  eart 
to  be  this  increasing  disparity  of  income  between  ridl 
poor,"  she  says.  "And  if  we  don't  find  a  way  to  narrow  it,  e? 
body  will  lose." 

Along  with  solving  social  ills,  there's  another,  more  pet 
al  reason  why  the  idea  of  donating  during  one's  lifetime  i;< 
ing  hold:  Many  of  philanthropy's  biggest  players  carry  a  I 
awareness  of  the  voodoo  of  wealth— the  danger  of  hoardi 
to  create  financial  dynasties.  The  spectacle  of  high-profile 
battles  like  the  one  ravaging  Chicago's  Pritzker  family  or 
the  many  tales  of  dilettante  loafers  leading  a  Born  Rich 
tence  terrifies  many  families. 

Besides,  most  Americans  still  esteem  above  all  else  those 
make  it  themselves.  Inheritors  can  be  robbed  of  the  sen: 
having  achieved  anything  on  their  own.  "We  didn't  want  to 
it  all  to  our  kids  and  ruin  them  any  more  than  we  have 
American  Century  founder  James  E.  Stowers,  who  with  his  \ 
Virginia,  is  No.  5  on  our  list.  "If  the  kids  have  so  much  mc 
they  don't  even  have  a  reason  to  get  out  of  bed  in  the  morn 
we're  hurting  them."  The  Stowers  are  leaving  most  of  their 
tune  to  the  Kansas  City  (Mo.)  medical  center  they  foun< 
When  his  children  drive  by,  Stowers  jokes,  "they  look  at 
building  and  say,  'There's  my  inheritance.' " 

More  and  more  social  research  has  revealed  what  a  dan{ 

ous  combination  wealth 
youth  can  be.  A  recent  studj 
Columbia  University,  for  exi 
pie,  found  that  rich  kids  su 
higher  incidences  of  substa 
abuse,  anxiety,  and  depress 
than   their  middle-class 
even  low-income  peers.  Th; 
why  many  of  the  newly  rich 
choosing  to  leave  their  childr 
say,  $10  million  instead  of  $1 
million— enough  to  make  th< 
comfortable,  but  not  so  mu 
that  it  hurts  them.  The  trei 
says  Harvard's  Collier,  is  a 
being  driven  by  the  fact  th 
since  the   1980s,  there  ha 
been  many  more  new  weal 
holders.  "They  are  people  w 
made  their  money  themselvt 
who  know  the  great  pleasu 
and  meaning  of  work,"  sa 
Collier.  "They  don't  want  the 
kids  to  be  spoiled  by  money 
Reynolds,  like  many  on  our  lis 
is  intent  on  having  her  daugl 
ter  make  her  own  way,  just  i 
she    did.    "My   concept   wit 
wealth  is  not  to  leave  it  to  th 
next   generation,"    says    Re] 
nolds.  "I  think  you  sort  of  tak 
away  the  fire  in  the  belly. 

Instead,  many  are  helpin 
their  children  become  involve 
in  the  family  philanthrop} 
choosing  that  as  a  legacy  in 
stead  of  an  exorbitant  trus 
fund.  Like  many  on  our  list 
No.  33  Arthur  M.  Blank  is  leav 
ing  95%  of  his  estate  to  hi! 
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REOPEN  LADY  LIBERTY 
AND  YOU  CAN  SEE  UP  CLOSE  WHAT  OUR  COUNTRY  IS  MADE  OF. 


Visit  the  Statue  of  Liberty  and  you  don't  just 
get  a  closer  look  at  the  225  tons  of 
metal  it  took  to  build  her.  You 
learn  the  story  of  her  creators 
who  persevered  over  20  years 
to  see  her  finished,  and  how 
!     ordinary  citizens  raised  half 
a    million    dollars    for    her 
construction.  She  is  a  physical 
reminder  of  the  ideals  that  make 
this  country  great.  Which  is  why 
we  all  lost  something  when  she  was 
closed  to  the  public  due  to  safety  concerns. 


Now  you  can  do  something  about  it.  From 
now  through  January  2004,  every  time 
you  use  your  American  Express® 
Card,  we  will  make  a  donation 
to  The  Statue  of  Liberty  -  Ellis 
Island  Foundation  to  help 
fund  her  necessary  security 
upgrades.  You  can  also  go 
to  www.statueofliberty.org  to 
charge  a  donation  or  to  donate 
Membership  Rewards*  points.  It  is 
our  way  of  making  sure  this  part  of  the 
American  story  is  told  for  generations  to  come. 


HELP  REOPEN  LADY  LIBERTY 
statueofliberty.org 
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foundation.  "There's  a  great  joy  in  doing  the  giving,"  he  says. 
"That's  where  the  money  belongs." 

Junior  philanthropists  include  the  Dells'  four  children,  who 
once  persuaded  a  car  dealer  to  throw  in  eight  free  tires  when 
they  purchased  a  van  for  a  youth  group.  The  six  children  of  our 
No.  43  giver,  Ann  Lurie,  have  rejected  many  of  the  symbols  of 
wealth,  with  a  few  of  them  favoring  wardrobes  from  thrift 
shops.  "If  you  saw  my  children,  you  would  think  they  needed  to 
be  fed  or  something,"  says  Lurie,  who  has  set  up  foundations  in 
each  of  their  names  so  they  can  contribute  as  they  choose. 
"They  want  to  be  seen  as  making  their  way  in  the  world." 

Yes,  there  are  holdouts,  those  who  have  made  astronomical 
sums  and  have  no  intention  of  stopping  long  enough  to  give  it 
away.  Most  famous  is  Warren  E.  Buffett,  who  at  No.  26  draws 
wide-ranging  criticism  for  his  plan  to  leave  his  wealth,  which 
will  become  the  biggest  single  bequest  in  history,  to  his  foun- 
dation after  he  dies,  as  opposed  to  giving  it  now.  There  are  cer- 
tainly good  reasons  to  do  it  this  way.  The  idea  is  that  the  wealth 
holder  can  do  what  he  or  she  does  best— make  money— during 
his  or  her  lifetime,  leaving  the  philanthropy  to  heirs. 

JEFFREY  SKOLL 

Why  Delay?  Give  It  Away 


Others  are  stretching  out  their  pledges  because  they 
don't  have  the  financial  firepower  they  once  had.  Some 
list  were  faced  with  having  to  postpone  or  renege  on  gift| 
gether.  Alberto  W.  Vilar,  the  once-high-flying  investor 
wealth  plunged  in  the  tech  crash,  was  forced  to  postpone 
earlier  this  year  to  New  Yorks  Metropolitan  Opera.  After 
the  opera-obsessed  Vilar  suffered  the  ultimate  philanthror! 
dignity:  The  Met  removed  his  prominently  displayed  name 
its  Lincoln  Center  theater.  Vilar  says  he  hasn't  been  back  j 

But  such  instances  are  the  exception.  For  the  most  pa 
superphilanthropists  provide  powerful  examples  of  the  | 
that  can  come  from  redistributing  fortunes  back  into  sc 
For  many,  philanthropy  becomes  a  second  career— andl 
bring  to  it  the  same  discipline  and  talent  they  used  to  acq 
late  their  fortunes  in  the  first  place.  ■ 

-  With  David  Polek  and  Todd  Dayton  in  Ne 


Jeffrey  S.  Skoll  lit  up  Silicon  Valley 
as  the  first  president  of  eBay  Inc. 
Then,  in  1999,  when  he  was  all  of 
34,  he  used  $34  million  from  the 
proceeds  of  eBay's  initial  public 
offering  to  set  up  the  Skoll  Foundation, 
making  him  one  of  the  youngest 
philanthropists  in  U.S.  history.  Typical  of  his 
recent  projects  is  a  $75  million  grant  to 
Oxford  University  to  integrate  social 
entrepreneurship— the  use  of  business  skills 
to  attack  social  problems-into  the 
curriculum.  His  third  act  is  no  less 
audacious:  taking  on  Hollywood  by 
producing  films  about  his  favorite 
characters,  social  entrepreneurs.  He  talked 
with  BusinessWeek's  Michelle  Conlin. 

When  did  you  feel  your  first  charitable 
instincts? 

My  philosophy  started  when  I  was  a  kid.  My 
family  camped  in  upstate  New  York,  and 
there  wasn't  a  lot  to  do.  So  I  would  read- 
books  like  Brave  New  World  and  1984, 
[authors  like]  Ayn  Rand  and  James 
Michener— and  it  just  struck  me  that  the 
future  was  looking  pretty  scary.  It  also 
seemed  that  a  lot  of  the  problems  derived 
from  the  inequities  between  rich  and  poor.  I 
wanted  to  make  a  difference  in  that 
equation. 

Did  you  always  envision  yourself 
becoming  a  philanthropist? 

My  goal  was  to  be  at  the  point— no  older 
than  40-where  I  would  have  enough 


resources  to  make  a  difference  in  the  lives  of 
disadvantaged  people. 

You've  always  done  things  on  a  big 
scale.  Where  does  that  ambition  come 
from? 

When  I  was  14,  my  Dad  came  home  one  day 
and  told  us  he  had  cancer.  It  was  looking 
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business  school  because  I  thought  I  could 
ultimately  get  to  where  I  wanted  to  go  faster] 
that  way. 

You  promote  the  idea  of  other  young 
people  giving  away  money  earlier  rathe 
than  later. 

I  do  encourage  others  to  do  the  same. 
Probably  the  biggest  frustration  I  had 
during  the  boom  was  talking  to  highfliers, 
young  folks  who  had  a  huge  amount  of 
paper  fortune.  My  rationale  was:  "Gosh, 
set  aside  some  of  that  wealth  in  a' 

foundation.  If  it  ail  disappears 
tomorrow,  you  will  still  have 
that."  A  lot  of  people  just  didn't 
do  it.  Most  had  the  same 
rationale  as  Warren  Buffett: 
that  they  were  better  off 
spending  their  time  making 
money. 
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pretty  bad.  And  I  remember  him  saying  how 
afraid  he  was  that  he  hadn't  gotten  to  do  the 
things  he  wanted  to  do  during  his  life.  He 
had  surgery  and  survived.  And  he's  still  alive 
today,  thank  God.  But  it  made  a  big  impact 
on  me. 

Did  you  always  see  yourself  becoming 
an  entrepreneur? 

I  wanted  to  be  a  writer,  to  write  these  stories 
that  would  make  people  see  the  world  in  a 
different  way.  But  I  ended  up  going  to 


After  eBay  hit,  did  you  ever 
think  of  just  retiring  and 
writing? 

The  reason  I  was  trying  to  write 
was  to  get  across  this  vision, 
and  I  realized  that  in  addition 
to  the  foundation,  I  could  use 

movies  to  spread  my  message  about  people 

who  change  lives  through  social 

entrepreneurship.  Movies  like  Gandhiand 

Schindler's  List. 

You  say  you  are  in  the  giving-while- 
living  camp.  Lately,  you've  been 
accelerating  your  gifts.  Why? 

My  hope  is  that  I'll  see  real  results 
during  my  lifetime.  I  certainly  expect 
the  results  to  at  least  happen  within  the 
lives  of  my  kids. 
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Secret 

Givers 

These  big-time  contributors 
try  to  share  their  wealth 
while  shunning  the  spotlight 
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HE  COUNTRY'S  MOST  SECRETIVE 
philanthropist  avoided  the  world  of  pri- 
vate Gulfstreams  and  bespoke  tailors,  of 
society  columns  and  personal  attendants, 
in  favor  of  flying  coach  and  buying  his 
clothes  off  the  rack.  It  wasn't  that  the  pub- 
licity-shy mogul  wanted  to  hoard  his 
stash  for  his  children— or  that  he  feared 
losing  it  all  and  having  to  sell  sandwiches 
out  of  a  basket,  the  way  he  did  when  he  was  a  scholarship  kid 
at  Cornell  University. 

Rather,  his  frugality— the  plastic  bag  that  served  as  a  brief- 
case, the  drugstore  reading  glasses,  his  $15  plastic  watch- 
stemmed  from  an  urgent  desire  to  take  the  fortune  that  he 
sacrificed  years  of  his  life  making  and  give  it,  nearly  every 
cent,  away.  For  nearly  15  years,  this  entrepreneur  and  silent 
benefactor  wasn't  even  working  for  himself  anymore:  He  had 
secretly  transferred  his  share  of  the  company  that  he  co- 
founded  and  ran  to  his  offshore  foundation.  It  would  become 
one  of  the  biggest  and  most  unusual  philanthropic  feats  in 
history.  But  it  came  with  one  ironclad  caveat:  that  no  one 
should  ever  know  his  name. 

To  keep  his  identity  secret,  he  went  to  obsessive  lengths,  in- 
corporating his  charitable  foundation  in  Bermuda  and  at- 
taching highly  lawyered  confidentiality  agreements  and  cabal- 
like vows  of  secrecy  to  his  foundation's  grants.  After  the 
cashier's  checks  cleared,  there  were  no  black- tie  galas,  no  self- 
effacing  speeches. 

It  seemed  like  something  out  of  Charles  Dickens.  Yet  for 
more  than  a  decade,  New  Jersey-born  airport-gift-shop  mag- 
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KAISER  nate  Charles  F.  Feeney  pulled  it  o  iPtKHl 

A  Tulsa  baron  of  oil  even  concealing  the  fact  of  his  givii  vision  CE( 

and  banking,  he  has  from  his  longtime  business  partn<  mHandli 

given  $287  million  to  It  was  only  when  his  Duty  Fr^areli 

antipoverty  programs  shoppers  was  sold,  in  1997,  that  d  *  l( 

but  avoids  accolades  m  extent  of  his  largesse  becan  Jfepft 

clear.  The  shares  that  he  had  tran 
ferred  13  years  earlier  fetched  $1.6  billion  when  the  compai  Jgivewi 
was  sold.  Because  Feeney,  now  72,  donated  his  stake  in  tf  s sell -ce 
company  nearly  20  years  ago,  he  doesn't  qualify  for  inclusio  Itmistic. 
in  our  ranking,  although  a  gift  of  $1.6  billion  today  wou  land 
land  him  at  No.  4  on  this  year's  list  of  the  most  general  istians, 
philanthropists.  ons  the 

Chuck  Feeney  may  be  an  extreme  case,  but  he's  far  from 
alone  in  wanting  to  shield  himself  from  the  public's  view.  Of  al 


Pf 


EPERENCHIOS  erating  alongside  philanthropic  su- 

V'?i0n  f£9     •*  perstars  such  as  William  H.  Gates  III 

rold  and  his  wife.  and    George    Soros    is    a    seldom- 

/I'ible"  LosP  glimpsed   group  of  contributors— 

>eles  patrons  E°ft  who  [referuto  r?main  in*e 

shadows  rather  than   having  their 

names  carved  in  stone. 
I  gh  e  without  a  speck  of  recognition  in  a  culture  that  wor- 
s  self-celebration  is  seen  as  refreshingly,  almost  Biblical- 
truistic.  Indeed,  anonymous  gifts  are  one  of  the  most  an- 
t  and  esteemed  philanthropic  practices  the  world  over. 
stians,  Jews,  and  Muslims  have  long  considered  blind  do- 
)iis  the  highest  form  of  giving.  That's  because  the  donor 
nn  Belf-enriching  ego  dividend,  do  chance  at  reaping  po- 
ll or  social  favor- and  the  receiver  no  sense  of  sbame-rid- 


FEENEY 

When  Duty  Free 
Shoppers  was  sold 
in  1997,  the  extent 
of  his  giving  became 
known 


den  indebtedness.  "Anonymity  dis- 
solves the  power  imbalances  in 
these  relationships,"  says  George- 
town University  philanthropy  pro- 
fessor James  Allen  Smith.  Organiza- 
tions, meanwhile,  don't  carry  the 
burden  of  having  to  put  on  thank- 
you  galas  or  commissioning  a  bust  of  the  donor. 

fh  is  year,  BusinessWeek  sussed  out  a  handful  of  these  secret 
Medicis.  They  include  such  people  as  Tulsa  oil-and-banking 
baron  George  Kaiser.  At  No.  22  on  our  list,  this  son  of  World 
War  II  refugees  gave  $287  million  to  early  antipovertv  pro- 
grams but  refuses  all  public  accolades,  including  induct'  his 
into  the  Oklahoma  and  Tulsa  Halls  of  Fame.  There's  also  Mau- 
rice "Chico"  Sabbah  at  No.  48,  who  pledged  $100  million  of  the 
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SECRET  GIVER:  FRED  EYCHANER 


MEDILL  INNOCENCE  PROJECT 

Funded  in  part  by  Newsweb  Corp.  founder  Eychaner,  this  Northwestern  University 
program  helps  free  wrongly  convicted  death-row  inmates.  Aaron  Patterson 
(above)  was  released  in  January,  2003,  after  serving  nearly  17  years. 


fortune  he  made  in  reinsurance  to  fund  the  country's  first-ever 
non-Orthodox  Jewish  boarding  school,  the  American  Hebrew 
Academy  in  Greensboro,  N.C.  He  managed  to  keep  his  philan- 
thropy hidden  until  September  11  imperiled  his  fortune  and 
outed  his  giving  in  the  process.  The  terrorist  attacks  hit  his 
company,  Fortress  Re,  hard.  Since  then,  Sabbah  has  been 
named  as  a  defendant  in  a  lawsuit  filed  in  North  Carolina  by  a 
Japanese  insurance  company,  which  alleges  that  Sabbah  and 
his  partner  deceptively  siphoned  off  millions  from  the  insur- 
ance pool,  a  claim  Sabbah  denies. 


The  Simple  Life 


MANY  OF  OUR  STEALTH  givers  are  united  in  an  utter  distaste 
for  publicity  and  a  rejection  of  life  as  an  acquisition  spree.  Some 
lead  lives  that  are  a  striking  foil  to  the 
consumption  culture  that  surrounds 
them.  Sabbah  lives  in  a  modest  ranch 
house.  Kaiser,  who  made  his  fortune  in 
energy,  banking,  and  real  estate,  de- 
scribed himself  in  a  rare  interview  with 
Tulsa  People  Magazine  as  "anti-material- 
istic" and  "uncomfortable  and  guilty 
about  receiving  recognition."  For  years, 
he  tooled  around  town  in  a  company 
beater.  When  he  finally  bought  his  first 
new  car.  in  1999,  he  splurged  on  a  no- 
frills,  two-door  BMW.  Feeney  wonders 
aloud  about  the  need  for  more  than  one 
pair  of  shoes.  When  he's  in  New  York,  he 
likes  to  eat  the  $10.95  chicken  pot  pie  at 
Annie  Moore's  tavern.  "It  has  always 
been  hard  for  me  to  rationalize  a  32,000- 
squ;i  re-foot  house  or  someone  driving 
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me  around  in  a  six-door 
lac,"  says  Feeney  in  his  sol] 
Jersey  staccato.  "The  seats  ;( 
same  in  a  cab.  And  you  m;| 
longer  if  you  walk." 

Then  there  are  other  j 
for  whom  the  full  extent  o 
giving  is  still  unknown.  Fn 
chaner,  founder  of  media  a 
ny  Newsweb  Corp.,  remai 
elusive  force  in  Chicago 
circles.  But  he  hasn't  bee 
about  pledging  more  thai 
million  over  the  years  to  i 
go-area  causes,  including 
arts  institutions,  and  North 
ern  University's  Medill 
cence  Project,  which  helps 
wrongly  convicted  dead 
inmates.  He  is  also  on 
the  biggest  contributors  t( 
Democratic  Party.  Or  Univ 
Communications  Inc.  CE< 
Jerrold  Perenchio,  one  of  Lo 
geles'  most  generous  invi 
patrons  and  political  donor; 
has  given  heavily  to  the  Univ 
ty  of  California  at  Los  Ang 
although  he  keeps  his  nam 
lists  of  benefactors  and,  ace 
ing  to  Los  Angeles  Magazine,  insists  that  his  wide-ranging 
cle  of  famous  and  influential  friends  keep  mum  when  que 
by  the  press. 

If  anything,  giving  in  secret  is  even  harder  than  just  gi\ 
Sometimes  the  sheer  size  of  the  gift  makes  anonymity  impc 
ble.  After  all,  it's  hard  to  move  millions  of  dollars  around  \\ 
out  attracting  attention.  "That  was  not  an  option  my  son  h 
says  Bill  Gates  Sr.,  co-chair  of  Gates's  foundation. 

Anonymity  may  help  donors  to  blend  into  their  commun 
and  shield  them  from  a  barrage  of  requests  and  pleas,  but  it 
bring  its  own  set  of  problems,  says  Georgetown  Universi 
Smith.  Secret  gifts  can  undermine  the  social  bonds  that  rise 
between  the  giver  and  recipient.  Anonymous  givers  c 
become  leaders  who  inspire  other  people  with  their  charit; 
behavior,  and  they  deprive  foundations  of  the  chance  to  use 
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AMERICAN  HEBREW  ACADEMY 

The  first  non-Orthodox  Jewish  boarding  school  is  located  in  Greensboro, 
N.C.  Reinsurance  mogul  Sabbah  managed  to  keep  his  philanthropy  secret 
until  September  11  imperiled  his  fortune  and  outed  his  giving. 
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gift  as  leverage  to  attract  other 
donors. 

All  the  problems  of  anony- 
mous giving  eventually  came 
to  bear  on  Chuck  Feeney 
When  he  first  transferred  to  his 
foundation  his  39%  stake  in  a 
small,  privately  held  chain  of 
airport  shops  in  1984,  hardly 
anyone  noticed.  After  all,  the 
shares  were  unpriced,  and  the 
company  unremarkable.  It  was 
only  when  Duty  Free  Shoppers 
was  sold  13  years  later  that 
Feeney  drew  attention.  He 
should  have  been  America's 
newest  billionaire,  but  his  $1.6 
billion  stake  belonged  to  At- 
lantic Philanthropies.  After 
long  ago  bestowing  modest 
sums  on  each  of  his  five  chil- 
dren, Feeney  is  now  worth  just 

$1.5  million.  Meanwhile,  thanks  to  his  astute  management  on 
behalf  of  Adantic,  the  foundation's  assets  have  ballooned  to 
$3.7  billion,  far  too  much  to  go  undetected. 

Feeney  gave  a  single  interview  in  1997,  then  clammed  up  and 
disappeared  again— disappeared  until  recendy,  that  is,  when  he 
showed  up  on  our  radar  thanks  to  a  little-noticed  announce- 
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EXPERIENCE  CORPS 

This  mentoring  program  hooks  up  adults  over  55  and 
young  kids-such  as  this  pair  in  Dorchester,  Mass. 


ment  by  his  foundation 
time  when  other  charities 
resisting  pressure  from 
makers  to  dispense  more 
the  usual  5%  of  their  en 
ments  annually,  Atlantic 
an  astonishing  declaratk 
planned  to  spend  itself  c 
business  over  the  next  12 
years,  giving  away  $350 
lion  annually  to  four  ca 
disadvantaged  children,  a 
health,  and  human  rights 
Feeney  knew  the  annoi 
ment  would  eventually  brir 
the  media.  Besides,  the  req 
ment  to  protect  his  anony 
was     causing     greater 
greater  hardship  for  gran 
After  months  of  interviev 
quests,  Feeney  was  finally  r 
to  talk,  confirming  to  Bust 
Week  his  gifts  and  philanthropic  endeavors.  His  remarkable 
ry,  as  well  as  those  of  our  other  philanthropists,  show 
whether  it's  done  quiedy  or  as  a  call  to  arms,  the  tradition  of 
ing  in  America  still  runs  deep.  ■ 

By  Michelle  Conlin  andjessi  Hempel, 
David  Polek  in  New  York  and  Ron  Graver  in  LosAn± 


The  Secret  Givers 

Outstanding  contributors  who  neither  seek  recognition  nor  want  any  thanks 


DONOR 


DETAILS 


EST.  TOTAL  GIVING 


CHARLES  FEENEY 

Duty-free 
airport  shops 


"Life  is  awfully  unfair,"  says  Feeney.  "And  nobody  is  getting  out  of  this  world  alive." 
That's  why  he  gave  away  his  39%  stake  in  his  company  nearly  20  years  ago. 
It  wasn't  worth  much  then-but  has  since  grown  to  $3.7  billion.  Feeney  who  kept 
what  now  amounts  to  only  $1.5  million  for  himself,  owns  no  house  or  car  and  hails  his 
own  cabs.  "I  just  don't  get  my  jollies  by  flaunting  money,"  he  says. 


$1.6 

Billion 


GEORGE  KAISER 

Oil  &  gas,  banking, 
real  estate 


Hates  publicity.  The  only  communication  with  BusinessWeek  was  an  e-mail 
saying:  "Sorry,  no  details.  If  I  thought  I  could  convince  you  to  excise  my  name  from 
your  article  entirely,  I  would  do  so." 


$287 

Million 


MAURICE 
"CHICO"SABBAH 

Reinsurance 


Sabbah's  reinsurance  business  got  hit  hard  after  September  11.  But  at  least  half  his 
reported  $100  million  pledge  to  the  American  Hebrew  Academy,  the  first  non- 
Orthodox  Jewish  boarding  school,  is  allegedly  safe,  having  already  made  it  to  the 
bank.  Now,  though,  Sabbah  and  the  school  face  a  lawsuit  from  business  partners. 


$100 

Million 


FREDEYCHANER 

Media 


"I've  never  heard  of  him,"  says  fellow  Chicagoan  Ann  Lurie,  No.  43  on  our  list.  "I  don't 
know  Mr.  Eychaner  at  all,"  says  one  Chicago  Community  Trust  executive.  Eychaner  is 
indeed  elusive.  We  weren't  able  to  find  a  single  photo  of  him. 


More  than 
$73  Million 


A.JERR0LD 
PERENCHI0 

Media 


When  the  Univision  CEO  led  a  campaign  in  2000  to  raise  $150  million  for  a  medical 
center  for  the  University  of  California  at  Los  Angeles,  he  insisted  on  naming  it  after  his 
neighbor  Ronald  Reagan.  That's  classic  Perenchio.  His  wide  circle  of  famous  and 
influential  friends  have  long  been  asked  not  to  talk  to  the  press  about  him. 


More  than 
$50  Million 


Data:  BusinessWeek 


•Pledged  or  given     "Value  of  shares  of  Duty  Free  Shoppers  at  time  of  company  sale  in  1997  The  shares  were  onginally  donated  in  1984 


. 


90  I  BusinessWeek  I  December  1.  2003 


20    40Kt.pi 


Send  and  receive  attachments. 


Sprint 


Send  and  receive  attachments  nearly  twice  as  fast. 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  Over  30  million  more  people  covered 


PCS  Connection  Catd™ 
Insert  it  in  a  laptop 
Get  a  wireless 
connection. 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


Get  the  facts  at  sprint.com/facts  or  call  877-459-8144  for  a 
Business  Representative. 


Sprint 


One  Sprint  M.iny  Solutions 


Voice/Data  PCS  Wireless         Internet  Services         E  Business  Solutions         Managed  Service* 


im  each  carrier  and  other  information  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors  Coverage  claims  based  on 
work  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 
ins  excludimi  i  es.  Copyright  ©2003  Sprint  Spectrum  I  P  All  rights  reserved  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Compar . 
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Corporate 

Donors 

BusinessWeek's  first  annual 
ranking  of  America's  most 
philanthropic  companies 


JUST  A  FEW  MILES  FROM  THE  LAKEFRONT 
mansions  and  pristine  skyscrapers  of  downtown 
Minneapolis,  the  streets  of  the  Hawthorne  neigh- 
borhood were  once  littered  with  the  shattered  glass 
of  stolen  cars.  Nearly  half  the  ramshackle  houses 
were  so  dangerous  that  they  failed  city  inspection. 
And  almost  one-quarter  of  the  area's  residents  had 
no  telephones  to  call  911— which  was  terrifying, 
considering  that  drug  lords  from  Chicago  had  mi- 
grated north  to  Hawthorne  in  the  mid-90s,  turning  its  streets 
into  gangland  bullet  zones  and  helping  to  send  its  per  capita 
murder  rate  70%  higher  than  that  of  New  York.  The  idyllic 
Minnesota  metropolis  once  known  as  the  City  of  Nice  was  get- 
ting a  new  nickname:  "Murderapolis." 

Today,  Hawthorne's  homicides  are  down 
by  32%,  and  robberies  have  fallen  56%. 
Crack  houses  have  been  bulldozed  to  make 
way  for  a  new  elementary  school.  And  di- 
lapidated houses  at  the  neighborhood's 
core  have  been  rebuilt.  Much  of  the  credit 
for  the  turnaround  goes  to  Minneapolis- 
based  General  Mills  Inc.  When  the  city's 
murder  rate  spiraled  to  record  highs  in 
1996,  executives  at  the  cereal  giant  seemed 
to  take  it  personally.  They  hired  a  consultant 
to  analyze  crime  data  and  identified 
Hawthorne,  just  five  miles  away  from  the 
General  Mills  headquarters,  as  one  of  the 
city's  most  violent  neighborhoods.  Working 
with  law  enforcement,  politicians,  commu- 
nity leaders,  and  re  >idents  in  what  became 


/' 


The  Big  Money 

These  companies  give  the  most  in 
absolute  dollars,  although  they  are 
further  down  the  list  when  gifts 
are  compared  with  total  sales 


COMPANY 


Wal-Mart  Stores 

Ford 

Altria  Group 

SBC  Communications 

Exxon  Mobil 

Data:  Company  reports 


known  as  the  "Hawthorne  Huddle," 

General  Mills  pumped  in  $2.5  million 

dollars,  donated  thousands  of  employee 

hours,  and  devoted  untold  amounts  of 

MBA-seasoned     leadership     to     help 

Hawthorne  rid  itself  of  blight. 

That  sort  of  generosity  is  nothing  new 

at  General  Mills.  The  company,  which 

features  prominently  in  BusinessWeek's 

first-ever  ranking  of  the  most  generous 

corporate  philanthropists,  has  a  tradition  of  giving  that  d;  SJ> 

from  the  late  1800s,  when  it  built  an  orphanage  that  contin  i:^ 

to  this  day  as  a  child  guidance  center.  Last  year  alone,  Gen<  l(wti 

Mills  gave  away  $65  million,  out  of  its  revenues  of  $10.5  billi  ^ 
The  money  went  to  a  range  of  causes,  fi  jers 
education  and  the  arts  to  social  servi(j]c 
More  than  a  third  of  that  sum  was  made  p^i 
of  in-kind  donations:  Every  day,  the  com  »gw 
ny  ships  three  semi-trailer  trucks  full  BljlJ 
Cheerios,  Wheaties,  and  other  package rf 
goods  to  food  banks  around  the  county  v. 
Throughout  General  Mills,  the  message  ^ 
loud  and  clear  that  good  corporate  citiz<  ^ , 
ship  doesn't  end  with  the  bottom  lint  m    ' 
community  involvement  is  reflected  in  pi 
formance  reviews  for  top  executives.  Ss  if 
Christina  L.  Shea,  president  of  the  Gene:  J I  -! 
Mills  Foundation:  "We  take  as  innovative  v 
approach  in  giving  back  to  our  communing 
as  we  do  in  our  business  " 

It's  an  impressive  commitment— and 


CASH  DONATION* 

(MILLIONS) 

$156.0 


131.0 

113.4 

100.0 

97.2 

•Fiscal  year  2002 
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a  long-debated  question:  At  a  time  when  companies  are 
Bt  fire  to  save  every  penny  they  can,  what,  if  anything,  do 

owe  the  communities  in  which  they  do  business?  Should 
Molit  corporations  be  in  the  business  of  giving  away  share- 
lers'  money,  of  taking  on  causes,  of  attempting  to  nurture  the 
al  consciences  of  their  employees?  To  famed  economist  Mil- 
Friedman,  chief  executive  officers  who  talked  about  such 
gs  were  merely  displaying  one  of  their  "suicidal  impulses." 

notion  that  businesses  should  aim  to  avoid  pollution,  say,  or 
ate  resources  to  a  neighborhood  was  "pure  and  unadulter- 
I  socialism,"  the  Nobel  laureate  wrote  in  1970.  Corporations, 
ilinan  argued,  had  but  one  purpose:  to  increase  profits  as 

h  as  was  humanly  possible.  If  you're  feeling  generous,  give 
money  to  shareholders.  Let  them  play  Santa  Glaus. 


dMnterest 


NY  COMPANIES,  OF  <  OURSB,  would  argue  that  funding 

ses  that  improve  the  lives  of  their  employees,  their  cus- 

lers,  and  those  who  live  in  their  communities  is  completely 

Ihin  their  self  interest,  in  addition,  corporate  philanthropy  is 


MINNEAPOLIS 

Anthony  Elliott 
bought  a  house 
in  Hawthorne 
with  a  General 
Mills  grant 


often  evaluated 

in  relation  to 
the  lor-prolit 
mission.  F.du- 
cation,  lor  ex- 
ample, is  popu- 
lar across  the 
every  company 
a   well-trained 


board,    since 
needs   to   have 
workforce. 

In  the  efficiency- obsessed 
1980s  and  '90s,  the  Milton 
Friedman-type  attitude  gained 
ground,  and  General  Mills-style 
charity  became  an  old-school 
oddity.  There  are  still  plenty  of 
companies,  however,  that  believe 
giving  is  good.  When  Business- 
Week polled  companies  in  the 
Standard  &  Poor's  500-stock  in- 
_  .  ._  _  dex,  only  four  out  of  218  respon- 

*    i    ■-  -  *  i»  i  dents  agreed  with  Friedman's  fa- 

mous tenet  that  "the  business  of 
business  is  business."  The  rest 
told  us  that  giving  was  absolute- 
ly the  right  thing  for  them  to  do. 
But  in  a  sense,  Friedman  has 
prevailed:  Our  survey  also  re- 
vealed that  companies  are  find- 
ing increasingly  creative  ways  to 
merge  charity  with  the  needs  of 
the  corporation. 

Getting  a  handle  on  the  scale 
of  corporate  philanthropy  is  no 
easy  task  There's  no  requirement 
for  public  disclosure  of  corporate 
contributions.  Thus,  our  ranking 
depended  on  voluntary  disclo- 
sure of  contributions  by  S&P  500 
companies.  Certainly,  the  compa- 
nies who  weighed  in  are  most 
likely  the  ones  with  the  strongest 
philanthropic  histories. 
It  was  even  harder  to  rank  the  corporate  givers,  since  no 
standard  benchmark  exists  for  how  companies  should  measure 
donations  (page  96).  Not  surprisingly,  super-size  Wal-Mart 
Stores  Inc.  gave  far  more  than  any  other  company  last  year: 
$156  million  in  cash.  The  other  largest  contributors  included 
such  giants  as  Ford  Motor  ($131  million),  Altria  Group  ($113.4 
million),  SBC  Communications  ($100  million),  and  Exxon  Mo- 
bil ($97.2  million).  But  to  measure  generosity,  we  scored  com- 
panies on  a  ratio  of  philanthropy  to  revenues.  We  broke  out 
monetary  gifts  from  in-kind  gifts  because  some  industries- 
software,  drugs— lend  themselves  more  easily  to  giving  away 
their  products.  Also,  companies  have  vastly  different  definitions 
for  what  constitutes  in-kind  giving. 

What  we  ended  up  with  is  a  snapshot  of  the  biggest  players 
in  corporate  philanthropy.  Their  survey  responses,  taken  to- 
gether with  interviews  of  corporate  foundation  heads,  non- 
profit CEOs,  and  academic  scholars,  reflect  the  degree  to 
which  philanthropy  is  still  an  integral  component  of  corpo- 
rate cultures— and  in  many  cases,  has  become  integrated  into 
business  strategy  itself.  Some  want  to  build  morale  among 
workers  and  ties  in  their  communities.  Others  are  fostering 
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an  emotional  bond  with  consumers.  And  for  companies  that 
operate  in  far-flung  corners  of  the  globe,  local  charity  can  be 
seen  as  a  cost  of  doing  business. 

When  that  happens,  the  lines  between  public  works  and 
purchasing  goodwill  can  get  blurred.  Take  New  Orleans' 
Freeport-McMoRan  Copper  &  Gold  Inc.,  which  had  the  high- 
est ratio  of  cash  philanthropy  to  revenues  on  our  list.  There's  a 
reason  for  that:  In  the  idyllic  Indonesian  island  province  of 
Papua,  Freeport  operates  the  mammoth  Grasberg  mine— an 
engineering  marvel  that  encompasses  the  largest  gold  re- 
serve in  the  world.  The  mine  also  sits  directiy  atop  a  moun- 
tain sacred  to  the  indigenous 
Amungme  tribe,  which  has  in- 
habited the  island  for  thou- 
sands of  years.  Tensions  be- 
tween Papuans  and  Freeport 
grew  so  fierce  in  1996  that 
Freeport  stopped  mining  oper- 
ations for  several  days  in  reac- 
tion to  a  series  of  riots.  To  im- 
prove their  standing  with  the 
people  of  Papua,  Freeport  and 
its  local  subsidiary  vowed  to 
start  donating  1%  of  local  an- 
nual revenues,  to  be  disbursed 
by  a  board  composed  of  local 
and  company  officials.  That 
sum  totaled  $14.8  million  last 
year  alone.  Paired  with  Free- 
port's  domestic  donations,  the 
company's  total  gifts  reached 
$16.8  million. 

"Greenwash" 

TODAY,  THE  Amungme  have 
new  hospitals,  scholarships  for 
local  children  to  study  domesti- 
cally and  abroad,  new  communi- 
ty centers,  and  clean  drinking 
water.  But  critics  say  they  also 
have  to  live  with  Freeport's  pol- 
lution, alleged  human-rights 
abuses,  and  close  relationship 
with  the  Indonesian  govern- 
ment, whose  paramilitaries  pro- 
vide the  mine  with  its  security 
forces.  "What  we  are  talking 
about  is  greenwash,"  says  Pratap 
Chatterjee,  program  director  of 
CorpWatch,  a  watchdog  group  in 
Oakland,  Calif.  "The  company  is 
attempting  to  improve  its  image 
by  giving  people  baubles,  trin- 
kets, and  beads.  It  doesn't  mean 
that  it  is  going  to  change  the 
environmental  impact.  Pollu- 
tion can  last  centuries."  That,  of 
course,  is  not  how  Freeport  exec- 
utives see  it.  Spokesperson  Bill 
Collier  says:  "The  programs 
speak  for  themselves.  They've 
done  a  great  deal  to  improve 
the  lives  of  Papuans." 


Corporate  Giving 

Companies  donate  in  two  ways:  By  giving  cash 
and  by  giving  in-kind  gifts  of  goods  and  services. 
To  find  the  most  generous  donors,  we  looked  at 
both  categories  of  gifts  as  a  share  of  revenues. 

MOST  GENEROUS  CASH  GIVERS 

COMPANY                                                        MONETARY  2002 

(MILLIONS) 

GIFTS  AS  A  % 
OF  REVENUES 

Freeport-McMoRan  Copper  &  Gold    16.8 

0.879 

Corning 

24.9 

0.787 

Computer  Associates 

19.9 

0.640 

Fifth  Third  Bancorp 

26.5 

0.420 

Eli  Lilly 

46.3 

0.418 

General  Mills 

42.4 

0.404 

T.  Rowe  Price 

3.5 

0.381 

Medtronic 

27.0 

0.352 

Northern  Trust 

9.6 

0.344 

Janus  Capital  Group 

3.7 

0.327 

Guidant 

10.5 

0.326 

Wells  Fargo 

82.3 

0.289 

KeyCorp 

17.0 

0.277 

Nike 

29.6 

0.277 

Intel 

73.4 

0.274 

MOST  GENEROUS  IN-KIND  GIVERS 

COMPANY                                                       IN-KIND  2002 

(MILLIONS) 

GIFTS  AS  A  % 
OF  REVENUES 

Eli  Lilly 

204.8 

1.848 

Pfizer 

528.0 

1.631 

Parametric  Technology 

9.6 

1.294 

Merck 

575.0 

1.110 

The  McGraw-Hill  Compan 

es*            49.0 

1.023 

Oracle 

95.0 

1.003 

Microsoft 

207.1 

0.730 

Tribune 

34.0 

0.631 

Adobe  Systems 

4.5 

0.387 

General  Mills 

22.6 

0.215 

Office  Depot 

24.3 

0.214 

Hasbro 

6.0 

0.213 

Tektronix 

1.5 

0.186 

Safeway 

60.0 

0.185 

Washington  Mutual 

34.7 

0.185 

'  Publisher  ol  BusinessWeek 

Data: 

Company  Reports 

Many  big  companies  are  upfront  about  their  desire  t 
philanthropy  to  polish  their  image.  In  an  age  of  social  act 
and  instant  communication,  when  a  Web  log  can  energ 
mass  boycott  overnight,  some  say  it's  essential  to  build  a 
lie  narrative  about  your  company  as  a  good  global  cil 
Thus,  we  found  pharmaceutical  companies  Merck  and  I 
working  to  stem  the  spread  of  infectious  diseases;  netv 
equipment  maker  Cisco  providing  voice  mail  to  the  horru 
and  bank  Washington  Mutual  building  affordable  hoi 
near  its  branches. 

There  is  a  sort  of  halo  effect,  too:  Workers  who  feel 

about    their    company 
around,  according  to  mar 
the  companies  we  intervie 
"It  pays  a  dividend  to  emj 
ees  and  it  allows  us  to  at 
good  employees,"  says  Js 
Flaws,  vice-chairman  and  < 
financial    officer    of  Con 
which   supports   the   Cor 
Museum    of  Glass   and 
community   initiatives.   T 
companies    also    believe 
their  philanthropic  endea 
give  them  a  crucial  edge 
consumers  who  are  demam 
that  the  businesses  they  ; 
port  produce  not  only  g 
products  but  also  stellar  □ 
records  as  corporate  citiz 
"Philanthropy  is  a  critical  ] 
of  our  brand,"  says  Thoma 
King,  president  of  the  Eli  I 
and    Co.    Foundation,    wl 
aims  every  year  to  be  ami 
the  top  corporate  donors.  "I 
pie  associate  Lilly  with  beir 
caring,  generous  company." 
Some   companies   even 
philanthropy  as  a  way  to 
closer  to  customers.  Softw 
giant  Computer  Associates 
ternational  Inc.  acknowled 
that  for  years  it  had  a  poor  r  ppjp . 
utation  for  the  way  it  trea 
clients.    Sanjay    Kumar, 
took  over  as  CEO  three  ye  and  put  i 
ago,  has  been  trying  to  chai 
that.  In  a  program  started 
September  2002,  CA  pairs ' 
its  employees  with  75  from  c 
tomers  such  as  Pier  1  Impo  f 
and    Exxon    Mobil.    Toged  [ 
they     build     playgrounds 
needy  areas.  "It  has  proved 
be  a  really  good  opportunity 
us  to  engage  our  customer  ii 
unique  environment,"  says  L 
Platania.  CA's  director  of  coi 
munity  relations. 

Of  course,  just  because 
company    gives    lots    of 
shareholders'     money     aw 
doesn't   mean   that   it   has 
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INDONESIA 

Freeport-McMoRan 
gave  money  for  a 
new  hospital  near 
its  Grasberg  gold 
mine  in  Papua 


porate  philanthropy 
gets  captured  in  the 
tary    and    in-kind 
More  companies  are  si 
their  skills  with  their 
terparts  in  trie  world  ol 
agencies.  Boston's  B^ 
Co.  created  a  nonprofit  called  Bridgespan 
that  focuses  on  giving  cash-strapped  charitiel 
rained,  world-class  consulting  advice  at  steef 
counts.  And  when  Goldman,  Sachs  &  Co.  de 
to  support  UNA-USA,  helping  the  organizati| 
set  up  U.N.-like  student  debate  programs,  it 
more  than  just  a  $1  million  grant.  In  additioij 
son  Mass,  a  Goldman  Sachs  managing  dirl 
lent  a  New  York  advisory  board  her  expertise  | 
nance  and  strategic  planning.  "By  just 
checks,  you  are  really  undermining  the  full  pj 
rial  of  the  social  value  you  can  produce,"  f 
James  E.  Austin,  chair  of  the  Initiative  on 
Enterprise  at  Harvard  Business  School. 


Big  Ideas 


heart  of  gold.  Enron  Corp.  donated  heavily  to  board  member 
John  Mendelson's  cancer  research  center.  And  L.  Dennis  Ko- 
zlowski,  the  former  CEO  of  Tyco  International  Ltd.  who  is 
now  in  court  fighting  charges  that  he  looted  the  company,  al- 
legedly used  more  than  $40  million  of  Tyco  funds  to  make 
charitable  contributions  that  either  benefited  him  or  that  he 
represented  as  his  personal  donations. 

Increasingly,  the  most  prominent  corporate  givers  are  going 
beyond  just  scrawling  checks  or  donating  warehouses  full  of 
computers.  One  of  the  most  interesting  developments  in  cor- 


THIS  "CORE  COMPETENCY"  movement  ex 
community  leaders  because  it  shows  that  cor! 
nies  are  thinking  about  their  impact  on  the  si 
sector  with  the  same  rigor  and  discipline  the  j 
ply  to  business  activities.  Rather  than  sprinklil 
few  dollars  among  the  local  Girl  Scout  troops  and  Little  Le^ 
teams,  businesses  are  attempting  to  solve  large-scale  cor 
nity  issues  through  strategic  planning,  prudent  budgeting,] 
in  many  instances,  the  same  accountability  measures  the} 
to  evaluate  their  business.  In  the  end,  nonprofits  can  mostl 
that  which  gives  shareholders  their  highest  return's:  the  idea 
the  most  creative  workers.  Imagine  if  companies,  on  a  gif 
scale,  started  donating  that.  ■ 

-By  Michelle  Conlin  andjessi  Hen 
with  Joshua  Tanzer  and  David  Polek,  in  New 


COMPANY  GIVING 


A  Corporate  Cornucopia 


There's  a  reason  why  corporate 
philanthropy  goes  almost 
completely  unstudied:  The 
documentation  is  spotty  at  best. 
Companies  aren't  required  to 
publicly  report  their  philanthropic  spending, 
and  even  if  they  do  so  voluntarily,  there  are 
few  agreed-upon  standards  for  valuing  gifts, 
en  her  cash  or  in-kind  goods  and  services. 

To  create  our  ranking,  we  went  straight  to 
the  a  npanies.  We  surveyed  all  Standard  & 
Poor's  LOO  stock-index  companies  and 
received  responses  from  233  companies,  or 
nearly  47%.  A  total  of  199  companies 
provided  numbers  for  cash  gifts,  while  126 
companies  offered  figures  valuing  their  in- 
kind  giving.  Other  companies  chose  to 


weigh  in  on  our  qualitative  questions  only. 
Using  the  numbers  that  we  collected,  we 
created  ratios  of  giving  to  fiscal  year  2002 
company  revenues  as  measured  by  the  S&P 
500.  We  used  those  percentages  to 
calculate  our  rankings  of  the  top  15 
monetary  and  in-kind  givers. 

We  reported  the  two  rankings  separately, 
in  part  because  of  the  challenges  of  valuing 
in-kind  gifts.  We  relied  on  the  companies 
themselves  for  valuations-and  their 
standards  undoubtedly  varied  widely.  Some 
companies  attached  monetary  values  to 
their  employee  volunteer  hours,  while  others 
didn't.  Some  lumped  their  corporate 
foundation's  assets  into  their  giving  totals, 
while  others  kept  a  strict  firewall. 


There  can  also  be  wide  discrepancies  in 
the  values  companies  assign  to  products 
they  donate  as  part  of  their  in-kind  giving 
programs.  Definitions  of  in-kind  gifts  ranged 
from  material  that  would  otherwise  be 
thrown  out  to  products  such  as  drugs 
created  specifically  for  communities  in 
need.  Still,  some  standards  have  emerged  in 
recent  years.  Most  software  companies  we 
spoke  to,  for  example,  said  they  now 
factored  in  the  usual  discount  for  sales  to 
schools  when  valuing  software  donated  to 
educational  institutions. 

Despite  these  challenges,  we  believe  our 
ranking  can  offer  insights  into  the  field  of 
corporate  philanthropy.  Throughout,  we 
relied  on  the  counsel  and  expertise  of 
Charles  Moore,  executive  director  of  the 
Committee  to  Encourage  Corporate 
Philanthropy,  as  well  as  other  experts  in 
the  field. 

-By  Jessi  Hempel  in  New  York 
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"THE    QUICKEST    WAY    TO    A 

MAN'S    HEART    IS    THROUGH 

HIS    RIGHT    FOOT:' 
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( )nce  your  foot  hits  the  accelerator  of  the  240-hp  Accord  Y-(>.  voifil  know  it  was  meant  to  lie. 
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Marketing:  Retail 


It's  Not  Your  Mom's 
Department  Store 

Surprise:  New  attempts  to  woo  younger 
shoppers  appear  to  be  working 


LINDSAY     BZDOK'S 
retail    discovery    cai 
months  ago  when  shi 
looking  for  a  pair  of 
and  didn't  like  what  si 
at  the  usual  suspects: 
crombie  &  Fitch,  Old 
Express.  So  the  23-year-old  com; 
systems  major  at  Madonna  Univer: 
Livonia,  Mich.,  ventured  into  terra  i: 
nita:  a    Nordstrom    department 
There  she  found  the  perfect  jeans. " 
Strom's  had  10  different  brand  nam< 
10  different  styles,"  she  marvels.  Ov< 
past  year,  the  intrepid  Bzdok  has  pi; 
her  flag  in  other  parts  of  the  store: 
she  gets  her  cosmetics,  bedding,] 
dressier  clothes  there,  too. 

Bzdok  would  seem  to  be  an  ui 
success  story  for  department  stores, 
many  of  their  core  family  customer! 
ing  to  the  likes  of  Kohl's,  Target,  spei 
stores,  and   the   Internet,  depai 
stores'  share  of  retail  sales  has  sh 
from  95%  to  6.4%  in  the  past  dd 
Lately,  though,  most  major  chains 
cranked  up  efforts  to  bring  in  a  new 
eration  of  shoppers  by  reconng 
stores,  adding  amenities  from  tea  si 
to  tattoo  parlors,  and  offering  more  i 
ing  private-label  apparel. 
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CUT  TO  THE  GOOD  STUFF 

GIVEN  DEPARTMENT  stores'  stodgy 
age,  those  efforts  might  seem  to  stan 
much  chance  as  portly  Uncle  Bill  wini 
a  skateboard  contest.  Nevertheless,  s<  larelvendc 
retail  watchers  are  picking  up  the  Thomas] 
glimmers  that  the  strategy  may  be  w<  iere  are  so 
ing.  An  influential  annual  survey  lent  stores 
17,000  consumers  conducted  by  Dele  ectsshoul 
Touche  Tohmatsu  this  fall  found  that  )me  of  thf 
number  of  consumers  planning  to  s  5  so  far  ai 
in  a  department  store  during  the  holic  town  stoi 
jumped  from  37%  last  year  to  50%  I , while  m 
year.  And  the  gains  were  driven  entii  s  imposs: 
by  consumers  age  18  to  34.  "It's  too  ei  offerings 
to  call  it  a  trend,  but  if  s  still  a  remarka  ut  for  the 
change,"  says  Tara  L.  Weiner,  nation/; 
managing  partner  of  Deloitte's  consul  j$itv0f 
business  practice.  awati. 

The  boost  can't  come  too  soon.  Afte  ize  at  de 
solid  back-to-school  season  buoyed  11,^ 
consumers'  tax-refund  checks,  deps  neethat 
ment  stores  saw  sales  slide  3.9%  in  Oc  departr 
ber.  Major  chains  such  as  Federated  I  etter at ' 
partment  Stores  Inc.  and  iV  tifully 
Department  Stores  Co.  have  managed  j  mm 
raise  their  operating  profits  by  improvi  rtment 
efficiency  and  shuttering  unproducti 
stores  in  bad  locations,  but  they  have 
figured  out  how  to  get  their  top  lin 
growing.  That's  where  younger  shoppy 
come  in:  They  represent  the  future,  a 
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rast  to  time  pressed  families  seek- 
ivemence  at  discounters  and  strip 
oung  shoppers  arc  hanging  out  in 

tills  anyway. 

el  them  in  the  door,  department 

Igve  undertaken  an  unprecedented 

experimentation.  Some  are  creat- 

r  larate  entrances  that  go  straight  to 

1  >arel  sections  without  forcing  cus- 

i  to  navigate  a  clutter  of  cosmetics 

I  indhag  counters.  Others,  such  as 

I  n  Marcus  Group  Inc.  and  Bloom- 

?8,  are  creating  more  theatrical  en- 

etients  that  use  music  and  light  to 

b|  the  excitement  young  shoppers 

'earned  to  expect  from  specialty 

:   On  State  Street  in  downtown 

;o,  Marshall  Field's  turned  over 


tie  Big 
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I 

[/department  stores  are 
icting  new  customers 

MOVING  the  mix  of  merchandise  to 
l  stand  out  from  rival  stores 

:  JCING  up  dressing  rooms  and  adding 
ities  such  as  trendy  cafes 

IT ING  a  more  exciting  experience  with 
hand  brighter  lights 


n  of  its  real  estate  to  popular  special- 

o  arel  vendors  such  as  London  shirt- 

t  •  Thomas  Pink. 

ofiere  are  some  glimmers  of  hope,  de- 
em stores'  ability  to  screw  up  their 
iects  should  never  be  underestimat- 
itme  of  the  most  intriguing  experi- 

||  so  far  are  limited  to  a  handful  of 
town  stores  or  those  in  high-end 
,  while  many  stores  are  messy  and 
is  impossible  to  find.  And  while  ap- 
otVerings  have  improved,  many  are 
at  for  the  older  core  customer.  "I'm 
zero,"  sniffs  Teresa  Fralish,  20,  a 
i-rsity  of  Notre  Dame  student  from 
iwaka,  Ind.  "They  don't  really  carry 
i/e  at  department  stores." 
11,  the  best  news  may  be  the  growing 
nee  that,  to  win  over  younger  shop- 
depaitmenl  stores  simply  need  to 
■tu-i  at  being  what  they  used  to  be: 
itullv  designed  emporiums  that 
I  unique  products  in  one  place.  If 
tment  stores  can  deliver  that,  they 
lave  a  cliancv. 

/>\  Gerry  Kharmouch  in  New  York, 

with  Robert  lu-rner  ami  Ann  Therese 

er  in  ( Ihicago,  and .  \nand  Natanuan 

in  Atlanta 
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"...could  serve  as  the  only 

equity  fund  one  needs  to  own." 

-Morningstar  6/20/03 

The  T.  Rowe  Price  Spectrum  Growth 

Fund  makes  diversification  simple. 

The  Spectrum  Growth  Fund  (PRSGX) 

is  for  investors  looking  for  a  simple, 

The  Spectrum 

low-cost  way  to  help  make  sure  their 

Growth  Fund 

equity  portfolios  are  properly  positioned 
for  long-term  growth.  The  fund  invests 
in  a  selection  of  T.  Rowe  Price  mutual 
funds  with  solid  performance,  giving 

invests  in  a  broadly 
diversified  group 
of  T.  Rowe  Price 
domestic  and 
international  stock 

you  a  diversified  core  holding  to  build 

funds  including: 

your  portfolio  around." 

•  Blue  Chip  Growth 

While  the  Spectrum  Growth  Fund  costs 

•  Equity  Income 

40%  less  than  its  peer  average,  it's 

•  Emerging 

actively  managed  by  our  experienced 

Markets  Stock 

fund  managers,  who  adjust  the  fund's 

•  Growth  &  Income 

allocations  over  time  to  take  advantage 
of  changing  market  opportunities.' " 
The  fund  is  subject  to  market 
volatility  and  the  special  risks  of 
international  investing. 

'•  Growth  Stock 

•  International 
Growth  &  Income 

•  International  Stock 

•  Mid-Cap  Value 

To  open  an  account,  call  our 

•  New  Era 

Investment  Guidance  Specialists 

•  New  Horizons 

Dr  visit  our  Web  site. 

""^^™ 

TROWEPRICE.COM/SPG 

1-800-341  -5594 

T.RoweFrice  Ik 

INVEST    WITH    CONFIDENCE 

For  more  information,  including  risks  lees  and  expenses  request  a  fund  profile  or  prospectus  read  it  carefully 
belore  investing    Diveisific<ition  cannot  protect  against  loss  in  a  de  lining  market  or  assure  a  profit.    ' The  fund  s 
total  expense  ratio  is  0  89%  versus  1  55%  lor  the  tipper  Multi-Cap  Core  Funds  Average  for  retail  lunds  as  of 
9/30/03  1  Rowe  Price  Investment  Services  Inc   Distributor                                                 SPG067930 

Marketing  Tovs 


Leapfrogging 
Leapfrog 

Mattel  aims  to  knock  the  popular 
learning  toy  offits  lily  pad 
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NCE  UPON  A  TIME 
there  was  a  small  com- 
pany with  a  neat  idea. 
The  company  was 
called  LeapFrog  Enter- 
prises Inc.  and  it  made 
interactive  toys  that 
taught  children,  age  4  to  8,  math, 
spelling,  and  geography  in  a  really  fun 
way.  Parents  whipped  out  their  credit 
cards  for  LeapFrog's  $50  LeapPad  con- 
soles and  $15  content  cartridges. 

From  its  humble  start  in  1995,  the  littie 
Emeryville  (Calif.)  company  just  grew 
and  grew.  Then  one  day,  LeapFrog  got  so 
big  it  caught  the  eye  of  a  giant  named 
Mattel  Inc.  The  giant  launched  its  own 
electronic  learning  product.  Suddenly, 
LeapFrog  had  to  spell  a  scary  new  word: 
competition. 

LOSING  TO  GOLIATH? 

THAT,  KIDS,  IS  PRETTY  much  where  the 
fairy  tale  ends  for  LeapFrog.  Its  battle 
with  Mattel  will  be  one  of  the  hardest- 
fought  contests  in  toy  aisles  this  holiday 
season.  If  s  easy  to  see  why  LeapFrog 
caught  Mattel's  attention:  Electronic 
learning  aids  are  one  of  the  few  growth 
categories  in  the  $25  billion  U.  S.  toy  in- 
dustry. Sales  have  more  than  doubled  in 
three  years,  from  $328 
million  in  1999  to  $735 
million  in  2002.  Mat- 
tel's Fisher-Price  unit 
came  out  slugging  in 
July,  releasing  its  $45 
PowerTouch  Learning 
System  with  the  com- 
pany's most  expensive 
preschool  marketing 
push  ever. 

LeapFrog  countered 
with  three  new  prod- 
ucts and  in  mid-Sep- 


TOO  BIG  TO  IGNORE 
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tember  slapped  its  rival 
with  a  patent  infringe- 
ment lawsuit.  "It's 
kind  of  a  David-and- 
Goliath  story  in  re- 
verse," says  Sean  P. 
McGowan,  a  toy  indus- 
try analyst  at  Harris 
Nesbitt  Gerard. 

Indeed,  LeapFrog 
has  given  Wall  Street 
reason  to  suspect  that 
David  may  lose  this 
one.  On  Oct.  22,  the 
company  announced 
that  third- quarter  rev- 
enues came  in  $27  million  short  of  ex- 
pectations. The  stock  plunged  30%  and 
has  yet  to  recover.  LeapFrog  CEO 
Michael  C.  Wood  insists  the  shortfall 
doesn't  represent  a  slowdown  in  de- 
mand. He  says  retailers  just  pushed  or- 
ders into  the  fourth  quarter  to  reduce  in- 
ventory costs.  Not  all  analysts  agree.  In 
any  case,  Wood  is  sticking  with  his  pro- 
jection that  sales  will  jump  25%,  to  $665 
million,  this  year.  "Everybody's  in  a  mad 
scramble  to  get  shelves  stocked," 
he  says. 

In  trying  to  beat  LeapFrog,  Mattel  has 
endeavored  to  make  its  PowerTouch 
unique.  While  kids  use 
a  stylus  pen  to  interact 
with  a  LeapPad,  they 
only  need  to  use  their 
fingers  to  press  on 
words  and  symbols 
with  PowerTouch.  In 
addition,  the  Power- 
Touch  console  auto- 
matically recognizes 
when  a  page  is  turned; 
LeapPad  users  must 
push  a  button  to  con- 
tinue, something  that 


can  confuse  small 
children.  To  create 
a  buzz,  Mattel  started 
advertising  Power- 
Touch  on  national  tel- 
in  mid-Sep- 
more  than  a 
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tember,  more  than  a  month  befor 

holiday  advertising  campaign  us 

begins. 

LeapFrog  has  responded  to  the  IV 
challenge  with  a  new  handheld  d< 
and  a  LeapPad  that  lets  kids  write  oi 
book.  In  October,  the  company  laum 
a  finger-operated  version  aimed  at  ki< 
young  as  18  months.  Then  there's 
patent  infringement  suit,  which  lega 
perts  say  is  too  early  to  call.  "It  won 
over  by  Christmas,"  says  Washing 
(D.C.)  patent  attorney  Michael  J.  Bell 

Who  will  win  the  hearts  of  kids 
parents?  Wayne  Yodzio,  a  vice-presk 
at  Toys  'R'  Us  Inc.,  says  that  PowerTo 
is  "showing  good  velocity  out  of 
gate."  But  industry  insiders 
LeapFrog's  products  are  selling  well, 
Maybe  there  is  room  enough  on  s 
shelves  for  both.  That  would  be  a  ha 
ending  indeed 

-By  Christopher  Palmeri  in  Los  Ang 
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May  we  suggest  a  more  intelligent  way 
to  improve  customer  retention? 
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Business  Intelligence  from  Business  Objects 


A  ho  are  your  most  profitable  customers?  Why  are  they 
■profitable?  And  what  will  it  take  to  retain  them?  If  you 
Can't  answer  all  those  questions,  perhaps  you  should  talk 
to  someone  who  can.  Namely  Business  Objects. 
Our  business  intelligence  software  mines  customer 
information  from  all  your  systems -sales,  marketing, 
customer  support,  finance-and  presents  an  integrated 
view  oi  each  and  every  customer.  You'll  understand 
win  some  customers  are  more  profitable  than  others. 
How  to  keep  the  profitable  ones.  And  make  others 
more  profitable.  Vbull  even  get  more  value  out  of  your 
customer  relationship  management  (CRM)  software. 


There  is,  of  course,  a  great  deal  more  that  Business  Objects 
can  do  for  you.  Our  business  intelligence  solutions  enable 
you  to  track,  understand,  and  manage  your  entire  business. 
So  you  can  make  better  decisions,  improve  operational 
efficiency,  and  discover  new  sources  of  revenue.  In  fact, 
more  than  17,500  companies  relv  on  our  solutions  to 
unlock  the  power  of  information  to  improve  enterprise 
performance  every  day.  Perhaps  you  should,  too. 
For  our  free  business  paper  "Optimizing  Enterprise 
Performance  through  Customer  Intelligence"  visit 
www.businessobjects.com/retention.  Or  call  1  -800-527-0580. 
Because  a  good  customer  is  a  terrible  thing  to  lose 


Business  Objects 


Finance  Crime 


Still  Drowning 
In  Dirty  Money 

The  Patriot  Act  was  supposed  to  make 
money  laundering  harder  to  do.  It  hasn't 


OOTING  OUT  TERRORIST 
money  in  U.S.  banks  is 
proving  to  be  just  as  diffi- 
cult as  finding  Osama  bin 
Laden  or  Saddam  Hussein. 
Two  years  after  Congress 
rushed  to  pass  the  USA  Pa- 
triot Act  in  the  aftermath  of  September  11, 
terrorists,  druglords,  and  other  criminals 
continue  to  launder  funds  through  U.S.  fi- 
nancial institutions.  Hundreds  of  billions 
more  in  illicit  cash  gushed  through  banks, 
brokerage  firms,  and  the  like  last  year  even 
though  they  are  spending  more  than  $11 
billion  to  bolster  their  internal  controls,  re- 
ports Celent  Communications  LLC,  a  fi- 
nancial-research group  in  Boston. 

The  law  is  still  hugely  controversial.  Civ- 
il libertarians  argue  that  it  infringes  on 
people's  privacy  by  giving  law-enforce- 
ment agencies  more  power  to  get  cus- 
tomer information  from  banks.  It's  a  small 
price  to  pay  if  it  succeeds,  goes  the 
counterargument.  But  what's  becoming 
clear  is  that  a  major  national  priority  to 
starve  terrorists  and  others  of  dirty  mon- 
ey—the September  11  hijackers  used  U.S. 
banks  to  transfer  funds— is,  in  fact,  failing. 
"I  don't  see  a  lot  of  terrorists  and  money 
launderers  going  to  jail,"  says  Donald  T. 
Vangel,  Ernst  &  Young's  di- 
rector for  bank  regulatory 
and  advisory  services.  "I'm 
not  sure  all  the  investment  is 
having  the  desired  effect." 

It's  easy  to  see  how  the  Pa- 
triot Act  was  botched  so  bad- 
ly. It's  an  old  Washington 
story:  A  sudden  event  forces 
Congress  to  react  to  a  long- 
festering  problem,  but  the 
resulting  feel-good  legisla- 
tion doesn't  get  to  the  nub  of 


Thousands 
of  banks, 
brokerages, 
and  insurers 
have  yet  to 
comply  fully 


the  issue.  Worse,  the  law  imposes  huge 
costs  on  the  affected  industry  while  pro- 
viding no  new  money  for  enforcement 
agencies. 

Two  years  later,  some  3,200  banks, 
6,000  brokerage  firms,  and  4,400  insur- 
ance companies  have  yet  to  implement  ba- 
sic watch  lists  to  screen  new  customers,  ac- 
cording to  Celent.  In  many  cases,  small 
outfits  would  rather  pay  a  fine  than  install 
costly  new  technology. 

UNDERSTAFFED,  UNDERFUNDED 

THE  GENERAL  ACCOUNTING  Office, 
Congress'  investigative  arm,  says  the 
problems  don't  end  there.  Its  September 
report,  Combating  Money  Laundering, 
concludes  that  a  lack  of  cooperation  be- 
tween law  enforcement  officials  and  regu- 
lators and  a  severe  shortage  of  federal 
funding  have  undermined  the  law.  The 
Treasury  Dept,  the  main  watchdog  on 
money  laundering,  says  cooperation  with 
other  agencies  is  improving. 

In  any  case,  the  result  is  understaffed, 
underfunded  agencies  drowning  in  the  re- 
ports that  institutions  must  now  file.  The 
law  has  always  required  banks  to  report 
and  keep  records  on  any  suspicious  trans- 
actions—such as  frequent  wire  deposits 
that  are  immediately  with- 
drawn, or  the  use  of  multiple 
accounts  for  no  apparent 
purpose— and  all  cash  trans- 
actions of  at  least  $10,000. 
What's  more,  all  bank  drafts, 
money  orders,  and  traveler's 
checks  of  $3,000  or  more 
had  to  be  reported.  Financial 
companies  filed  millions  of 
these  so-called  suspicious- 
activities  reports  and  cash 
transactions  with  the  Trea- 


sury in  2001— none  of  which  pinpoii  are  still  s 
the  September  11  hijackers.  However,  compani 
Patriot  Act  brought  thousands  of  new  p  .andma 
ers— including  casinos  and  car  des  s  create 
ships— into  the  reporting  net.  The  res  division 
Suspicious  activity  reports  alone  jum  each  oth 
35%  in  the  first  year.  eanwhilt 

Even  companies  spending  big  buck  ingnev, 
comply  with  the  law  seem  to  be  fightir  i  office  ii 
losing  battle.  No  institution  has  figu  ral  trior 
out  a  way,  for  example,  to  install  a  c  ir 
tralized  customer-identification  systi 
for  the  entire  company,  says  Bob  Mol  > 
director  of  Deloitte  &  Touche's  Opefeji 
tional   Risk   Management.   "Broken  fade; 
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■ 


are  still  struggling  to  comply,  insur- 
companies  don't  have  the  right  sys- 
,  and  many  of  the  largest  universal 
s   created   through   mergers"    still 

divisions  that  can't  communicate 
each  other,  he  says, 
eanvvhile,    criminals    are    regularly 
ling  new  schemes.  The  District  Attor- 

I  office  in  Manhattan  lias  uncovered 
al  money-laundering  setups  this 
including  one  in  June,  tor  instance,  in 
h  lauiulerers  used  credit  cards  at 
s  to  retrieve  more  than  $100  million 
Sited  in  offshore  banks.  One  person 

faded  guilty,  and  the  investigation  is 


continuing.  "  I  don't  think  we're  gaining," 
says  James  Kituller,  chief  assistant  DA. 
"We  are  trying  to  catch  up." 

The  weakest  links  in  the  effort  to  stop 
dirty  money  are  firms  that  were  drawn 
into  the  fight  for  the  first  time  after  Sep- 
temher  11.  Celent  estimates  that  banks 
handle  about  47%  of  the  illicit  funds,  with 
the  rest  passing  through  outfits— such  as 
insurers,  travel  agents,  pawnbrokers,  pre- 
cious-metals dealers,  credit-card  compa- 
nies, and  mutual-fund  firms— that  were 
never  required  to  comply  with  money- 
laundering  laws  before.  Lawrence  A.  Cun- 
ningham, a  Boston  College  professor  of 
law  and  business,  estimates  that  there  are 
also  hordes  of  check  cashers— roughly 
16,000  neighborhood  shops  nationwide— 
that  likely  are  not  even  aware  of  the  new 
law. 

Few  banks  are  willing  to  give  precise 
details  of  what  they've  done  so  far.  New 
York's  U.S.  Trust,  a  unit 
of  Charles  Schwab 
Corp.,  paid  a  $10  mil- 
lion penalty  in  July, 
2001,  for  allegedly  vio- 
lating the  old  money- 
laundering  rules.  That 
was  one  of  the  largest 
such  fines  ever  levied. 
The  company  did  not 
admit  to  any  wrongdo- 
ing in  its  settlement 
with  regulators  and  says 
it  has  hired  new  compli- 
ance officers,  trained 
staff,  and  installed  new 
technology.  Also  without 
admitting  or  denying 
fault,  HSBC  Bank  USA 
entered  into  an  agree- 
ment with  the  New  York 
Federal  Reserve  Bank 
and  the  New  York  State 
Banking  Dept.  in  April 
to  improve  its  money- 
laundering  controls  and 
says  it  has  since  "sub- 
mitted all  of  the  reports 
required."  In  Septem- 
ber, the  bank  hired  its 
first  compliance  officer 
to  focus  on  money  laun- 
dering full  time. 

Those  few  in  the  in- 
dustry who  are  willing 
to  discuss  the  problem 
put  the  blame  squarely 
on-  Washington.  They 
say  the  feds  should 
make  available  several 
government  databases 
that    could    help   track 


Laundry  Bill 

Despite  tougher  laws 
under  the  Patriot  Act, 
investigators  claim 
abuses  remain  rampant. 
Recent  cases: 


BEACON  HILL  SERVICE 

Charged  in  February  with 
transferring  $3.2  billion  abroad 
without  a  license  in  82,000 
transactions  using  two  J.R 
Morgan  Chase  accounts .  The 
business  is  shut  down  and  the 
investigation  continues. 

KOREA  EXCHANGE  BANK 

Fined  $1.1  million  in  June  for 
failure  to  file  39  suspicious- 
activity  reports  involving  $32 
million  over  three  years  at  its  New 
York  branch.  Bank  neither 
admitted  nor  denied  the  charges. 

HSBC  BANK  USA 

Cited  by  New  York  bank  regulators 
in  April  for  insufficient  controls 
and  lack  of  compliance  with 
money-laundering  regulations. 
Bank  neither  admitted  nor 
denied  the  charges. 

WESTERN  UNION 

Fined  $3  million  in  March  by  the  U.S. 
Treasury  for  willfully  violating 
reporting  requirements.  Firm  neither 
admitted  nor  denied  charges. 


Data: 


criminals  and  illegal  immigrants,  but  they 
won't  because  of  privacy  and  national 
curity  concerns.  John  J.  Byrne,  senior 
counsel  for  the  American  Bankers  Assn., 
says  it  is  beyond  the  ability  of  any  bank  to 
implement  a  system  sophisticated  enough 
to  track  "$2,000  checking  accounts  to  find 
out  if  that's  going  to  advance  terrorist  fi- 
nancing. Congress  doesn't  recognize  that, 
and  it's  one  of  our  biggest  frustrations." 

EASY  TO  BE  ANONYMOUS 

THERE'S  MORE  GRUMBLING  in  Europe, 
especially  over  the  high  cost  of  compli- 
ance for  foreign  banks  that  do  business  in 
the  U.S.  The  problem  is  particularly  acute 
for  European  banks  that  have  a  large 
number  of  Internet  customers.  No  staff 
member  ever  sees  transactions  done  over 
the  Internet,  so  banks  must  install  sys- 
tems to  ferret  out  anything  questionable 
and  report  it  to  a  compliance  officer.  Says 
the  head  of  compliance 
at  one  of  Europe's 
largest  banks:  "Even 
the  most  sophisticated 
systems  may  not  catch 
money  launderers  and 
terrorists.  They  are  us- 
ing the  derivatives  mar- 
kets, for  instance,  which 
are  huge  and  liquid  and 
where  it  is  easy  to  be 
anonymous." 

Naysayers  think  that 
no  matter  how  much 
money  the  financial  in- 
dustry pours  into  com- 
pliance, new  technolo- 
gy, security  upgrades, 
and  staff  training,  the 
problem  won't  be 
solved  anytime  soon. 
"Money  laundering  has 
been  supercharged 
with  technology  and 
globalization,"  says 
John  Auerbach,  director 
of  anti-money-launder- 
ing services  for  inves- 
tigative firm  Kroll  Inc. 
"It's  an  extremely  so- 
phisticated process  that 
uses  hundreds  of  ways 
to  get  the  job  done." 
For  the  criminals  who 
continue  to  slip 
though,  the  game  is  as 
good  as  monev  in  the 
hank.  II 

-By  Mara  Der  Hov- 

anesian  in  New  York. 

with  David  l-'airlamb  in 

Frankfurt 
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Finance  Insurance 


Now,  Insurers 
Turn  Up  the  Heat 

Hell-bent  on  restoring  profits,  they're 
hiking  homeowners'  premiums 


ET  YOUR  CHECKBOOKS 
ready,  homeowners.  You're 
facing  another  round  of 
sharp  rate  hikes  on  your 
home  insurance  next 
year.  Annual  premiums 
are  expected  to  rise  8%, 
to  a  nationwide  average  of  $615,  follow- 
ing a  6.9%  rise  this  year,  according  to  the 
New  York-based  Insurance  Information 
Institute.  What's  more,  policies  will  be 
harder  to  get,  offer  less  coverage  for  your 
dollar,  and  continue  to  grow  more  ex- 
pensive. Says  James  Walsh,  an  author 
and  insurance-industry  expert,  "We're 
looking  at  another  few  years  of  premium 
increases." 

What  gives?  For  one  thing,  last 
spring's  nasty  storms,  followed  by  torna- 
does, a  huge  hurricane  that  hit  the  East 
Coast,  floods,  and  the  worst  wildfires  in 
California  histoiy,  have  landed  insurers 
with  $12  billion  of  catastrophic  losses  in 
the  U.S.  this  year— twice  as  much  as  in 
2002.  Besides,  property-casualty  insurers 
are  hell-bent  on  restoring  their  profits  af- 
ter a  long  period  of  severe  competition. 
"For  many  years,  homeowners'  insurance 
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was  unprofitable  for  us,"  says  Kevin  Kel- 
so, president  of  personal  insurance  lines 
at  Los  Angeles-based  Farmers  Group,  a 
unit  of  Zurich  Financial  Services.  "We  are 
going  to  charge  what  we  need  to  run  our 
business  profitably." 

That  has  been  easier  to  do  since  the 
September  11  attacks,  which  caused  an  es- 
timated $40  billion  in  losses.  Those  trag- 


More  for 


Homeowners  are  paying 
steeper  premiums... 

INCREASE  IN  COST  OF  HOMEOWNER'S  POLICIES 


2000 

2.3% 


2001 

2.3% 


2003* 

6.9% 


2004* 
8% 


...for  reduced  coverage 

■  Few  insurers  cover  mold  damage 

■  Most  won't  guarantee  full  replacement 
cost  for  houses  destroyed  in  a  catastrophe 

■  Many  are  advising  higher  deductibles 

Data:  Insurance  Information  Institute  "estimates 


CALIFORNIA  FIRES 

U.S.  catastrophic 
losses  have 
hit  $12  billion 


•'■ 


ic    events 
the  thinking 
cyholders   ar 
derwriters  ali 
surers     lost 
reluctance  to  push  premiums 
while  customers  reasoned  that  th 
cost  was  worth  it  if  something  \il 
tember  11  could  occur.  Says  De 
Bank    Securities    Inc.    analyst 
Karaoglan,  "The  concept  that  an 
can  happen  is  now  more  powerful 

NEW  DEALS 

AS  WELL  AS  HIKING  premiums,  i: 
have  been  cutting  back  on  covera] 
encouraging  policyholders  to  rais 
deductibles,  which  limits  claims 
wildfires  in  Oakland,  Calif.,  in  19 
the   Northridge,  Calif.,  earthqu 
1994,  insurers  stopped  guaranteei 
replacement  cost  for  homes.  Today 
policies  have  specific  limits  on  cov 
And  after  paying  out  some  $5  bill 
mold-related  claims  in  recent  ye 
surers  now  rarely  write  homeowne 
cies  that  include  such  coverage.  So 
also  trying  to  avoid  concentrating  ri 
certain  areas.  For  instance,  State 
Insurance  Cos.  stopped  writing 
owners'  policies  in  California  for  a  y 
2002  to  limit  its  exposure  there 
shore  up  reserves. 

The  insurers'  change  in  strate: 
certainly  been  profitable.  Net  inco: 
dustrywide  could  reach  $29  billion  = 
year,  the  highest  since  1997,  when 


strophic  losses  were  unusually  low£ 
Insurance   Information   Institute 
And  that's  despite  record  low  int 
rates  that  have  reduced  the  industry 
come  from  investments,  75%  of  whic 
in  bonds. 

In  their  dash  for  better  profits,  co 
nies  have  also  dropped  lines  in  w 
they  weren't  leaders  and  done  de; 
shore  up  weak  areas.  Prudential  Fi 
cial  Inc.  completed  the  sale  of  the  bu 
its  auto  and  homeowners'  busines; 
Nov.  3.  The  Hartford  Financial  Se: 
Group  Inc.  sold  its  reinsurance  busi 
in  May.  Safeco  Corp.  put  its  life-in 
ance  and  financial-services  business 
for  sale  in  September.  On  Nov.  17,  Tra  .CSS 
ers  Properly  Casualty  Corp.  and  St.  ] 
Cos.  said  they  would  merge  in  a  $ 
billion  deal,  creating  the  second-larj 
company  after  American  Internaticp 
Group  Inc.  in  property-casualty  in 
ance.  Consumers  can  only  hope  that 
cost  savings  from  deals— and  better 
vestment  returns— will  encourage  ins 
ers  to  ease  up  on  rate  hikes.  II 

-By  Christopher  Palmeri  in  Los  Ang\\\ 
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Finance  Stock  Exchanges 


This  Watchdog  Is 
On  the  Way  Out 

The  NYSE  is  quietly  seeking  to  replace  its 
much  criticized  chief  regulator 


IN  ALL  THE  DEBATE  OVER 
governance  changes  at  the  New 
York  Stock  Exchange,  which  were 
overwhelmingly  approved  on  Nov. 
18,  a  pivotal  issue  has  been  sub- 
merged in  the  background:  The 
fate  of  the  Big  Board's  top  man- 
agers. Acting  Chairman  John  S.  Reed  has 
been  mum  on  the  subject.  But  behind  the 
scenes,  the  most  significant  personnel 
change  since  the  departure  of  disgraced 
CEO  Richard  A.  Grasso  is  under  way.  The 
NYSE  is  quietly  looking  to  replace  its  top 
regulator  and  third-highest  executive, 
Edward  A.  Kwalwasser. 

BusinessWeek  has  learned  that  the  ex- 
change has  hired  an  executive  recruit- 
ment firm  that  is  actively  hunting  for  a 
new  chief  regulatory  officer,  replacing 
Kwalwasser.  The  NYSE  calls  this  "succes- 
sion planning,"  and  says  that— even 
though  replacements  are  being  inter- 
viewed—the 63-year-old  NYSE  veteran 
may  stay  on  the  payroll  through  next  Sep- 
tember. But  sources  familiar  with  the  hir- 
ing process  say  that  Kwalwasser,  who  de- 
clined to  be  interviewed  for  this  article, 
may  go  much  sooner,  perhaps  even  before 
the  hiring  of  a  new  CEO.  "It's  not  surpris- 
ing that  they  may  do  this  as  that  would 
relieve  the  new  CEO  of  having  to  make  a 


New  Top  Cop  for  the  NYSE    \ 

Edward  A.  Kwalwasser  is  expected  to  step  down  as  the  New  York 
Stock  Exchange's  chief  regulator.  Some  possible  replacements: 

CANDIDATE 

QUALIFICATIONS 

David  E.Shellenberger 

Aggressive  regulator  at  NASD  New  York  office   ; 

Thomas  C.  Newkirk     j  Well-regarded  SEC  associate  head  of  enforcement 

John  Moscow 

White-collar  scourge  at  Manhattan  DA's  office 

Leslie  Caldwell 

The  Justice  Dept.'s  chief  Enron  prosecutor 

1 

tough  decision,"  says  one  person  close  to 
the  NYSE. 

A  fast  replacement  of  Kwalwasser— 
particularly  by  a  tough  securities-law 
cop— might  upset  the  NYSE's  1,366 
members.  But  it  could  go  a  long  way  to 
satisfy  the  concerns  of  institutional  in- 
vestors, who  have  been  sharply  critical  of 
the  NYSE's  internal 
regulation  efforts. 
Kwalwasser,  who 
holds  the  rank  of 
group  executive  vice- 
president,  has  headed 
regulation  and  en- 
forcement at  a  time 
when  NYSE  oversight 
of  floor  trading  has 
come  under  sharp 
criticism.  He  also  has 
been  slammed  for 
his  high    pay— $1.6 


million  in  salary  and  bonuses  in 
People  who  know  him  describe 
wasser  as  a  cordial  New  York  nati' 
19-year  NYSE  employee  who  was  c 
the  departed  Grasso.  Under  Kwalv 
securities  lawyers  and  institutior 
vestors  have  complained,  the  exch 
enforcement  division  had  a  relaxe 
ture  and  tended  to  focus  on  minor  i 
tions  while  overlooking  systematic 
tions  on  the  trading  floor.  The  exc 
has  vigorously  defended  its  enfore 
record.  But  criticism  has  mounted 
cent  weeks,  after  news  of  a  Securi 
Exchange  Commission  report  th; 
verely  criticized  the  NYSE's  floor- 
oversight.  The  exchange,  prodded 
SEC,  is  investigating  allegedly 
spread  improper  transa 
by  specialists,  who  m 
stock  trading  there. 

LEADING  CANDIDATES 

THE    EXCHANGE    IS 
playing      the      hunt 
Kwalwasser's       succ 
Spokesman     Ray     Pell 
confirmed  that  the  Big 
has  hired  a  firm  to  seek  c 
dates  for  the  post  of  chie 
ulatory  officer,  the  new 
for  Kwalwasser's  job  fo 
ing  Reed's  shake-up.  He 
that  when  Kwalwasser 
package  was  a'nnounce 
Oct.  10,  the  exchange  s 
"desired  to  retain  [Kwal 
er's]  services"  and  woul 
low  him  to  remain,  wi 
penalizing  his  retiremen 
until  next  Sept.  30.  Pelle 
however,  acknowledged 
Kwalwasser  may  choose  to  retire  so< 
Those  familiar  with  the  hiring  pn 
say  that  people  with  SEC  experience  ar  [pap 
ing  considered  for  the  job.  But  secu 
lawyers  say  that  a  tough  prosecutor  VOL,  9  0 
regulator  with  a  no-nonsense  reputa  ,. , 
such  as  David  E.  Shellenberger,  chief  c 
sel  for  the  NASD  regional  district  bast  hat  auto 
New  York  City,  might  do  a  better  jo  ^ 
restoring  investor  confidence  (table), 
problem:  The  "prestige  of  the  the  job  is 
nished"  because  of  the  Big  Board's  \ 
publicized  troubles,  says  a  person  fam 
with  the  recruitment  effort. 

So  the  ball  is  in  the  NYSE's  court.  W  '' 
choose  a  junkyard  dog  or  a  pussycat'; 
low  Kwalwasser  to  linger  or  show  hit 
the  door?  The  answer  will  signal  whe 
the  exchange  is  planning  meanin 
change— or  still  more  of  the  discred 
status  quo.  II 

-By  Gary  Weiss  in  New  ] ; 
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'The  most  sweeping  upgrade  to  the  AOL  software  and  service  in  years. 
-  The  Wall  Street  Journal,  July  31,  2003 

"The  latest  AOL  software  elegantly  incorporates  more  custom  sign-on 
information  features,  new  communication  options,  added  security  and 
parental  controls,  and  extra  productivity  and  convenience  features..." 

-  PC  Magazine,  July  31,  2003 


"here's  a  new  star  in  town. 


0\OL  9.0  Optimized  has  exciting  features  such  as  Adaptive  Spam  Filters,  which  remarkably  learn 
Tt/hich  e-mails  you  want  to  get,  and  which  ones  you  don't,  as  well  as  built-in  e-mail  anti-virus  software 
^hat  automatically  repairs  most  known  e-mail  viruses.  So,  what  are  you  waiting  for?  See  what  all  the 
|jiype  is  about  by  signing  up  for  AOL  9.0  Optimized  today. 
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New  Help 
With  Your 


YOUR   DAYS   AS   THE   CHIEF   IN 
ment  officer  of  your  401(k)  retirem*  itcbased  a: 
count  may  be  drawing  to  a  close.  A  ij 
but  rapidly  growing  number  of 
plans  are  offering  a  new  service  th 


Mowm 
Bploven 


lUvouhi 


Iplan— \ 


Nest  Eg 

More  companies  are  offering  active  management  of 
401(k)s.  Should  you  sign  up?  by  anne  tergesen 


g 


employees  hand  the  management  o  joio 
401(k)  to  a  professional.  The  goal:  t 
employees— many  of  whom  have  se 
bear  market  savage  their  retiremen 
ings— achieve  higher  returns  wid  -,, 
risk.  "It's  the  next  big  thing  in  401 
says  Bill  Arnone,  a  partner  at  Er 
Young. 

The  new  service,  often  dubbed  i 
aged  accounts,  is  more  user-friendlj  j^, 
the  first  generation  of  401(k)  invest  |  ^ 
advice.  Launched  in  large  numbers  j^,  { 
the  Labor  Dept.  gave  401(k)  admin  j^ 
tors  a  green  light  to  offer  help  in  200  j^  D 
pioneering    programs    were    gen<  |, 
available  only  to  online  users.  Mon  t 
those  who  wanted  to  carry  out  the  a 
had  to  do  the  transactions  themsi  j. 
With  a  managed  account,  however,  i  B 
don't  want  to  log  on,  you  can  pick  u  ie 
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|>r  sit  down  with  an  adviser.  The 
makes  the  necessary  trades.  It  can 
tomatically  rebalance  your  port- 
|  d  alter  your  allocations  as  you  age 

Iur  circumstances  change, 
ite  these  bells  and  whistles,  the 
ou'll  get  with  a  managed  account 
nes  mainly  from  a  computer.  But 
K  investing  is  as  much  an  art  as  a 
f,  your  managed  account  might 
v  ifferent  depending  on  who  de- 

Ithe  software  (table), 
re  signing  on  to  a  plan,  consider 
t.  While  the  401(k)s  administered 
vab  are  making  this  option  avail- 
•  free,  most  intend  to  charge  from 
(to  0.75%  a  year,  says  Darlene 
er,  executive  managing  director  at 
:r   (Mass.)    financial    data    firm 
nx.  That's  cheaper  than  hiring 
ivn  adviser.  But  if  you've  got  a  six- 
"mlance,  you  may  come  out  ahead 
ng  the  $109  to  $300  a  year  it  costs 
no-frills  advice  from  online  servie- 
nt as  Morningstar.com  and  Finan- 
Iines.com,  both  of  which  partici- 
these  employer-backed  programs, 
plement  it  yourself. 

JMIZE  THE  PLAN 

IJiUGH  YOU  CAN  pull  out  of  a  man- 
ccount  at  any  time,  there's  no  point 
)lling  if  you're  uncomfortable  ced- 
Iitrol  over  your  investments.  Con- 
|iow  you'll  feel  if  you  open  your 
statement  to  find  that  you've  been 
V  out  of  the  stock  market  index  fund 
( rchased  and  now  hold  internation- 
!  ks  or  bonds  instead. 
He's  how  managed  accounts  work:  If 
employer  signs  up  for  the  service— 
f '  2010, 10%  of  401(k)  assets  are  ex- 
i  to  be  in  a  managed  account— 
tfhave  the  option  to  enroll.  In  some 
iall  you  have  to  do  is  check  off  a  box 
I  irm  and  drop  it  in  the  mailbox. 
J  n,  someone— most  likely  the  com- 
if  that  keeps  the  records  for  your 
|  plan— will  gather  the  information 
try  to  build  your  portfolio  and  field 
1  uestions.  Merrill  Lynch,  Wachovia, 
fib,  and  Fidelity  are  among  those 
■ready  offer  managed  accounts  to 
M(k)  plans  they  administer.  Howev- 
BOr  Dept  rules  prevent  them  from 
(ling  advice  themselves  lest  they 
4<)l(k)  investors  into  their  own 
i  So  they  generally  hire  outside  firms 
kmmend  asset  allocations  and  in- 
cuts lor  401(k)  investors.  Those 
ie  linns  include  Morningstar.  linan 


cial  researcher  Ibbotson,  and  advisory 
firms  Financial  Engines  and  Guided- 
Choice,  which  were  founded,  respectively, 
by  Nobel  laureates  William  Sharpe  and 
Harry  Markowitz. 

These  advisory  firms  need  just  a  little 
information  to  create  a  customized 
401(k)  portfolio.  The  basics  include  your 
date  of  birth,  account  balance,  salary,  sav- 
ings rate,  gender,  and  projected  retire- 
ment date,  which  the  programs  use  to  cal- 
culate how  much  risk  you  can  take.  To 
improve  the  results,  inform  your  man- 
aged-account provider  of  other  retire- 
ment assets  you  and  your  spouse  hold,  in- 
cluding individual  retirement  accounts, 


EVALUATING  THE  ADVICE 


retirement  age  of  60  rather  than  65. 

To  find  out  just  how  varied  the  models 
are,  BusinessWeek  asked  four  advisory 
services  to  design  a  401(k)  portfolio  for  a 
married,  40-year-old  woman  with  a 
$100,000  401(k)  using  mutual  funds 
that  are  commonly  found  in  these  plans 
(table).  She  and  her  husband  hold 
$180,000  in  other  retirement  assets. 

Morningstar's  approach  proved  to  be 
the  most  conservative.  While  it  recom- 
mends that  the  subject  stash  52%  of  her 
401(k)  in  bonds,  Ibbotson's  bond  alloca- 
tion is  just  31%.  To  further  reduce  the  risk- 
iness of  her  portfolio,  Morningstar  and  Ib- 
botson put,  respectively,  20%  and  22%  in 


BusinessWeek  asked  four  companies  to  design  a  401(k)  portfolio  for  a  40-year-old  woman  who  earns 
$100,000  a  year.  They  were  asked  to  build  a  portfolio  from  a  menu  of  funds  that  reflects  what's 
commonly  available  in  401(k)  plans.  The  woman  already  has  $100,000  in  her  401(k)  and  $40,000  in 
an  individual  retirement  account.  The  recommended  changes  to  her  401(k)  portfolio  take  into  account 
her  IRA,  which  is  100%  in  bonds,  and  her  husband's  $140,000  in  retirement  assets,  which  are  86%  in 
stocks,  14%  in  bonds.  Each  portfolio  aims  to  replace  70%  to  80%  of  current  income. 


RECOMMENDED  ALLOCATIONS 


FUND 

Vanguard  500  Index 
Fidelity  Magellan 
Fidelity  Dividend  Growth 
DFA  U.S.  Small  Cap 
Dodge  and  Cox  Stock 
Fidelity  Low  Priced  Stock 
SSGA  MSCI  EAFE  Index 
PIMCO  Total  Return 
Fidelity  Cash  Reserves 


CATEGORY* 

Large-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 
Small-cap  Blend 
Large-cap  Value 
Small-cap  Blend 
International  Stock 
Intermediate  Bond 
Money-Market 


CURRENT     FINANCIAL    GUIDED- 
ALL0CAT10N    ENGINES     CHOICE" 


IFJ80TS0N     MORNING- 
ASSOCIATES"     STAR 


50% 

0 

0 
30 

0 

0 

20 
0 
0 


35% 

0 

0 
30 

5 

0 
30 

0 

0 


48% 

0 

0 
19 

8 

1 
24 

0 

0 


18% 

0 

3 

7 

3 

4 
12 
31 
22 


0% 

0 

0 
10 

0 
10 

8 
52 
20 


•Based  on  Morningstar  fund  classifications 

"GuidedChoice  data  provided  by  Charles  Schwab.  Ibbotson  data  provided  by  Merrill  Lynch 


taxable  accounts,  and  pension  benefits. 
That  way,  your  401(k)  can  be  designed  to 
complement  your  overall  portfolio. 

The  computer  models  that  create 
managed  accounts  are  hardly  identical. 
For  example,  Merrill  Lynch's  program- 
designed  by  Ibbotson— allows  you  to 
designate  holdings  you  want  to  keep.  Fi- 
nancial Engines  gives  you  leeway  to  park 
as  much  as  20%  of  your  money  in  com- 
pany stock.  And  while  Morningstar 
seeks  to  replace  70%  of  your  current  in- 
come during  retirement,  Guided- 
Choice's  default  target  is  80%.  The  pro- 
grams are  flexible,  though,  so  you  can 
ask  your  adviser  to  modify  some  of  these 
assumptions— say,  by  shooting  for  90% 
of  your  current  income  to  live  on  or  a 


cash.  Meanwhile,  Financial  Engines  and 
GuidedChoice  chose  all  equities. 

Why  the  differences?  Their  assess- 
ments of  the  subjects'  risk  level  vary. 
"This  couple  hasn't  saved  enough,"  says 
Todd  Porter,  chief  investment  strategist  at 
Morningstar  Associates.  To  reduce  the 
likelihood  that  the  pair  will  find  their  in- 
come falling  short  in  retirement.  Morn- 
ingstar reduces  the  couple's  overall  port- 
folio risk  by  putting  the  wife's  401(k)  into 
conservative  investments.  Since  rwo- 
thirds  of  the  couple's  other  assets  are  in 
equities— mainly  large-caps— it  makes 
sense  to  diversify,  he  adds. 

Ibbotson  placed  the  woman  in  a 
"'moderately  conservative"  401(10  portfo- 
lio composed  of  31%  bonds  and  47%  eq- 
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uities,  says  CEO  Mike  Henkel.  The  com- 
pany's standard  approach  is  to  fit  each  in- 
vestor into  one  of  seven  model  portfolios 
stocked  with  investments  from  his  or  her 
401(k)  plan.  Which  portfolio  you  land  in 
depends  on  factors  including  your  time 
horizon,  savings,  and  the  riskiness  of  your 
non-401(k)  investments,  he  adds. 

For  Financial  Engines,  the  asset-allo- 
cation decision  is  heavily  driven  by  age. 
However,  the  firm  also  designs  its  portfo- 


lios around  the  funds  in  your  401(k)  plan 
it  deems  most  attractive.  Its  criteria  in- 
clude low  costs,  good  track  records,  and 
portfolios  that  don't  stray  among  asset 
classes,  says  Wei  Hu,  manager  of  financial 
research.  Not  surprisingly,  Financial  En- 
gines' model  401(k)  favors  index  funds, 
such  as  the  Vanguard  500  index  fund  and 
DFA  U.S.  Small  Cap  funds. 

GuidedChoice  puts  the  woman  in  the 
most  aggressive  of  its  seven  model  port- 


folios. Two  of  the  reasons  are  li 
time  horizon  until  retirement 
high  risk  tolerance  she  demoi 
when  she  invested  her  401(k)  mc 
tirely  in  equities,  says  GuidedCho| 
Sherrie  Grabot. 

Which  of  these  companies 
your  portfolio  depends  on  will 
plan's  administrator  hires.  If  yo| 
like  the  program  that s  offered, 
still  remain  your  401(k)'s  CIO.  ■ 


A  Mixed  Bag 
That  Works 

A  talk  with  a  fund  manager  whose  eclectic 
approach  has  delivered  a  21%  gain  this  year 


IN  MOST  BALANCED  FUNDS,  blue-chip  stocks  and  high-qual- 
ity bonds  are  the  staples.  Not  so  at  Steven  Romick's  FPA 
Crescent  Fund.  The  40-year-old  portfolio  manager  blends 
small-  and  mid-cap  stocks  with  junk  bonds  and  convertible 
debt.  This  eclectic  approach  works.  The  $350  million  fund  is 
up  21%  so  far  this  year— and  has  lost  money  in  just  one  of  the 
past  10  years.  Personal  Business  Editor  Lauren  Young  spoke 
with  Los  Angeles-based  Romick  on  a  visit  to  New  York. 


Why  is  30%  of  the  fund  in  cash? 

Right  now,  we  are  just  not  finding  many 
bargains.  Holding  cash  is  the  same  thing 
as  saying:  "I  expect  better  opportunities 
down  the  road." 

What  sectors  do  you  like? 

Oil  field  services  is  one  of  the  more 
attractive  sectors  today  because  we 
need  to  do  more  drilling  for  natural  gas. 
There  were  5,000  rigs  20  years  ago; 
today  there  are  fewer  than  1,000  in 
operation.  Greater  demand  will  drive 
higher  day  rates  for  the  rigs,  driving 
earnings. 

That's  why  we  have  increased  our 
holdings  in  a  number  of  companies,  in- 
cluding Patterson-UTI  Energy,  National- 
Oilwell,  GlobalSantaFe,  and  ENSCO 
International. 
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You're  still  holding  high-yield  bonds, 
despite  the  big  runup.  Why? 

We  own  fewer  high-yield  bonds  than 
we  did  in  the  past.  We're  down  from 
20%  in  summer  2002  to  11%  now.  But 
whatever  might  upset  the  high-yield 
market  will  have  much  more  of  a  negative 
impact  on  the  stock  market— so  on  a  rela- 
tive basis,  high-yield  bonds  are  more  at- 
tractive than  stocks. 

What  kinds  of  investments  or  sectors  are 
you  shying  away  from? 

I'm  very  cautious  on  consumer  finance. 
Household  debt  as  a  percentage  of  gross 
domestic  product  is  80%.  The  consumers 
are  stretched  thin,  and  most  of  the  com- 
panies are  highly  leveraged. 

Having  said  that,  the  fund  owns  WFS 
Financial  Inc.,  the  No.  2  independent 


auto  lender.  Unlike  its  competitors] 
has  a  clean  balance  sheet,  insiders  i 
huge  amount  of  stock,  and  it  has 
conservative  accounting  policies. 

What's  another  company  that  you  are 
excited  about? 

Trinity  Industries.  If  s  the  largest  r^ 
manufacturer  in  the  U.  S.  About  1.1 
lion  cars  are  on  the  rails  today,  anil 
scrappage  rate  is  around  50,000  perl 
But  in  2002,  only  15,000  new  cars  ' 
sold,  so  if  the  fleet  is  maintained  atf 
rent  levels,  more  cars  will  be  neede< 
another  supply-vs.-demand  story.  ■ 


f 


most  coverage  worldwide 

:ause  sometimes  the  world  doesn't 


ve  as  rast  as  you  do, 


•  tmm, 


/ 


\^ 


IS-'-' 


No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  866-REACHOUT  or  visit  attwireless.com 


same  phone,  same  number. 
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So  You  Want  to 

Be  Your  Own  Contractor 

If  you  have  the  time  and  the  knowhow,  you  can  save  money.  Even  more 
important,  you  can  get  exactly  what  you  want.  BY  KATE  MURPHY 


Ipse "« 


ptper  fflSQ 


VERYONE  HAS 

heard  of  the  renova- 
tion job  from  hell  that 
took  far  more  time 
and  money  than  the 
homeowner  expect- 
ed—and the  general 
contractor  usually 
gets  the  blame.  If 
you're  thinking  about  a  remodeling  job, 
maybe  you  should  consider  hiring  your- 
self as  the  contractor.  You  can  save  mon- 
ey— 15%  to  20%  of  the  project's  cost— and 
perhaps  more  important,  gain  more  con- 
trol over  the  outcome. 

If  s  not  a  decision  to  take  lightly.  "If 
you  make  a  lot  of  mistakes,  it  could  end 
up  costing  you  even  more"  than  if  you'd 
hired  two  contractors,  says  Greg  Sus- 
man,  founder  of  B4UBuild.com,  one  of 
several  construction-information  re- 
sources on  the  Web  (table).  You  need 
time— a  few  hours  a  day  before  and  after 
work  may  be  necessary— and  enough 
flexibility  in  your  job  to  attend  to  a  crisis. 
It  helps  if  you  have  a  basic  understand- 
ing of  construction,  but  more  than  that, 
the  job  requires  managerial  knowhow. 

A  general  contractor  hires  and  over- 
sees all  the  tradesmen  who  work  on  a 
project.  In  that  role,  you  also  handle  all 
the  scheduling  and  resolve  design  prob- 
lems—for example,  when  the  plumber 
says  he  can't  put  a  toilet  where  the  archi- 
tect wants  it.  Plus,  you  are  responsible 
for  ordering  supplies  and  arranging  for 
permits  and  inspections.  Finally,  you  are 
in  charge  of  cleanup,  whether  it's  hang- 
ing plastic  sheeting  to  control  dust  or  ar- 
ranging for  heavy  trash  pickup. 

"You  can't  imagine  all  the  little  things 
you  have  to  deal  with,"  says  Guy  Leflar,  a 
business  consultant  in  Houston  who, 
with  his  wife  Debbie,  supervised  the 
construction  of  a  home  office  and  photo- 
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Common 
Pitfalls 

Seemingly  small  details  can 
make  a  big  difference  in 
the  quality  and 
usability  of  your 
renovation 


If 


studio  over  their  garage.  The 
which  cost  $61,000,  was  corn- 
in  1999.  It  took  five  months— 
lore  than  they  had  anticipated, 
/s  Leflar:  "We  got  exactly  what 
ted."  That  would  not  have  been 
•  had  they  let  someone  else  su- 
because  "we  were  there  to  catch 
before  it  was  too  late." 
assumes  you  can  spot  mistakes. 
1  says  owner- contractors  "need  to 
ust  enough  that  if  someone  is 
g  up,  they  can  stop  them."  To  get 
speed,  you  can  get  information 
proper  installations   from  trade 
such  as  the  National  Wood  Floor- 
in.  or  the  Plastic  Pipe  &  Fittings 
md  get  chummy  with  your  local 

1  ROOFING 

There  should  be  a  1/8-inch 
gap  between  all  edges  of 
abutting  pieces  ot  plywood 
on  your  roof.  This  gap  will 
allow  the  plywood  to  expand 
without  buckling. 

2  LIGHTING 

Do  not  cover  recessed 
fixtures  with  insulation 
unless  they  are  designated 
IC  fixtures.  Fixtures  without 
this  designation  must  have 
a  minimum  of  three  inches 
of  clearance  between  the 
fixture,  its  junction  box, 
ballasts,  and  any  insulation. 
Otherwise,  the  lights  won't 
work  well  and  may  even  be 
a  fire  hazard. 

3  FLOORING 

Screw  subfloors  down  rather 
than  using  glue  and  nails. 
Nails  loosen  over  time, 
resulting  in  squeaky  floors. 

4  FOUNDATION 

You  need  enough  elevation 
so  you  can  grade  to  prevent 
puddles  and  pooling  of  water 
when  it  rains. 

5  PLUMBING 

Use  cast-iron  pipes  for  drain 
lines  because  they're  denser 
than  PVC  and  won't  transmit 
noise  of  water  crashing 
through  the  house  after  you 
flush  the  toilet  or  drain  the 
tub  or  sink. 

Data: 


building  inspector,  whose  job  it  is  to  spot 

shoddy  workmanship. 

Finding  good,  dependable  subcontrac- 
tors is  a  challenge.  "You  don't  have  a  lot 
of  clout  when  you're  not  in  the  business," 
says  Bobbie  Schultz,  who,  with  her  hus- 
band, Vernon,  supervised  the  2001  reno- 
vation of  their  three-bedroom  Lake  Shore 
Drive  condominium  in  Chicago.  While 
professional  general  contractors  are  re- 
peat customers,  you're  a  one-time  shot. 
That  makes  you  less  of  a  priority  when  it 
comes  to  submitting  bids  and  completing 
work.  The  Schultzes'  carpenter  went  to 
France  for  two  weeks  when  their  kitchen 
was  half-finished.  "I  was  powerless  to 
stop  him,"  she  says. 

Get  three  subcontractors  to  bid  on 
every  job.  Tim  Carter,  a  plumber  and 
carpenter  who  writes  "Ask  The  Builder," 
a  syndicated  newspaper  column,  says 
you  should  ask  each  candidate  for  three 
references  from  three  different  time  pe- 
riods: "Talk  to  people  the  guy  worked 
for  90  days  ago,  18  months  ago,  and  4 
years  ago."  That  way,  you'll  see  recent 
work,  work  just  out  of  warranty,  and 
work  that  has  been  subjected  to  the  test 
of  time.  Remember  that  the  lowest  bid 
may  not  be  the  best  deal.  You'll  likely  get 
terrible  work— or  they'll  ask  for  more 
money  and  threaten  to  walk  out  if  you 
don't  pay  up. 

Make  sure  the  subcontractors  you 
hire  show  proof  of  liability  and  workers' 
compensation  insurance.  And  check 
with  your  insurance  company  about  in- 
creasing your  homeowners'  and  liability 
insurance  due  to  higher  risk  during  the 
remodeling.  Take  out  a  course-of-con- 
struction  policy  in  case  of  theft  of  mate- 
rials, vandalism,  flood,  or  fire.  The  cost 
will  depend  on  the  size  and  expense  of 
your  project. 

BE  SPECIFIC 

BEFORE  ANYONE  SWINGS  a  hammer, 
make  sure  you've  got  an  airtight  contract 
that  says  the  subcontractor  will  follow 
the  specifications  laid  out  in  your  blue- 
prints. The  American  Institute  of  Archi- 
tects has  standard  construction/remod- 
eling contracts  available  for  sale  at 
aia.org.  Be  sure  to  include  a  mutually  ac- 
ceptable date  of  completion.  If  you  want 
to  have  penalty  charges  for  time  over- 
runs, you  should  also  have  incentives  for 
finishing  early.  The  demands  on  you  will 
van'  by  the  stage  ot  construction.  For  ex- 
ample, you'll  probably  have  to  take  a  day 
of]  work  at  critical  times,  such  as  the  lay- 
ing of  foundation. 

You'll  save  a  lot  of  time  and  aggrava- 
tion if  YOU  have  detailed  building  plans. 


Where  to  (Jet  Help 


WEBSITES 


askbuild.com  Tips  on  quality  control, 
hiring  subcontractors,  and  more  from 
builder  Tim  Carter. 


B4UBuild.com  Everything  you  ever 
wanted  to  know  about  building  or 
remodeling  a  house. 


builddirect.com  Good  prices,  but 
minimum-size  orders  for  purchases 
may  exceed  what  you  need. 


constructioneducation.com 

Comprehensive  directory  of  trade  and 
manufacturers'  associations. 


remodeling.hw.net  Site  for  Remodeling 
Magazine.  Full  of  valuable  news,  tips, 
and  ideas. 


BOOKS 


Bob  Vila's  Complete  Guide  to  Remodeling 
Your  Home  by  Bob  Vila  and  Hugh 
Howard  (Harper  Resource,  $23.95). 


On  Time  and  On  Budget:  A  Home 
Renovation  Survival  Guide  by  John  Rusk 
(Doubleday.  $19). 


"You  want  your  blueprints  to  specify  ab- 
solutely everything,"  down  to  whether 
you  want  nails'  or  screws  to  secure  your 
floorboards,  says  Carter.  Such  plans 
should  include  meticulous  scale  render- 
ings known  as  elevations.  Drawing 
them  up  will  force  you  and  your  archi- 
tect to  think  through  every  detail.  For 
example,  an  interior  elevation  would 
show  the  exact  locations  of  all  electrical 
outlets,  how  they  should  be  wired,  and 
even  the  type  of  cover  plate.  This  will 
ensure  you  have  all  materials  on  hand 
and  should  prevent  midstream  changes 
that  could  be  costly. 

Equally  important:  Treat  your  sub- 
contractors with  respect.  This  may  seem 
obvious,  but  John  Rusk,  a  New  York  con- 
tractor and  author  of  On  Time  and  On 
Budget:  A  Home  Renovation  Survival 
Guide,  says  homeowners  have  an  "us 
and  them"  mentality  when  it  comes  to 
tradesmen,  perhaps  stemming  from 
horror  stories  of  feckless  laborers.  "As  a 
homeowner,  you  really  have  little  lever- 
age, so  it's  in  your  interest  to  be  nice  and 
let  your  subcontractors  know  you  think 
the  world  of  them,"  says  Rusk.  Besides, 
you  don't  want  to  have  an  adversarial  re- 
lationship with  anyone  who  knows  how 
to  operate  a  nail  gun.  ■ 
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Send  the  Kids 
Downhill 

With  the  right  approach,  preschoolers  can 
learn  to  ski  and  love  it.  BY  TODD  SHAPERA 


LAST  WINTER,  WHEN 
Emma,  my  daughter,  was 
3V2,  I  wondered  if  she  was 
ready  to  learn  to  ski.  The 
year  before,  I  had  begun 
getting  her  used  to  the 
mountains  by  carrying  her 
on  lifts  and  skiing  down  gende  slopes, 
holding  her  in  my  arms  like  a  baby  kanga- 
roo. She  loved  it.  But  would  she  feel  the 
same  glee  when  I  strapped  her  into  clunky 
gear  and  sent  her  out  into  the  cold  on  her 
own,  with  ski  instructors  she  didn't  know? 
I  got  my  answer  last  February,  on  a 
sunny  afternoon  at  Grand  Targhee  Resort 
in  Wyoming,  as  I  watched  Emma  lead  her 
teacher  through  soft,  shin-deep  snow  into 
the  meandering  trails  of  the  Eye  Ball  For- 
est. I  saw  her  happily  dodging  trees  in  her 
wide  snowplow  as  the  instructor  coached 
gendy  from  behind:  "Bend  your  knees, 
Emma.  Look  ahead.  Oh— wipeout!" 

Litde  ones  often  pick  up  a  love  of  skiing 
from  a  parent.  It  also  helps  to  have  a  ski 
school  behind  you  that's  committed  to 
teaching  children.  Many  learn-to-ski  pro- 


grams take  toddlers  right 
out  of  diapers.  But  that  ges- 
ture alone  doesn't  prove 
their  commitment  to  kids. 
You  want  a  faculty  with  ex- 
perienced instructors;  fun 
learning  terrain;  slow, 
child-friendly  chairlifts 
and  "magic  carpet"  con- 
veyor belts  to  get  young- 
sters up  the  hill;  and  well- 
equipped  clubhouses. 

Rates  for  full-day  pro- 
grams run  about  $80,  in- 
cluding group  lessons,  lift 
passes,  snacks,  lunch,  and  coloring  time 
before  and  after  skiing.  But  prior  to  en- 
rolling your  son  or  daughter,  make  sure 
you  do  careful  research. 

First,  even  before  worrying  about  the 
program,  figure  out  whether  your  child  is 
ready.  If  kids  clamor  to  play  in  the  snow, 
feel  comfortable  detaching  from  Mommy 
and  Daddy,  and  listen  to  other  adults, 
they're  probably  set  for  the  slopes.  When 
picking  a  resort,  pass  up  the  glitz,  and 


Teach  Your  Children  Well 


DO 

■  Begin  winter  play  when  they  are  babies,  so 
they  learn  to  love  being  in  snow  and  cold  air. 

■  Dress  your  child  appropriately,  including 
goggles  and  sunscreen. 

■  Have  ski  equipment  fitted  by  a  qualified 
ski  shop. 

■  Return  to  the  same  ski  school,  and 
instructor,  when  the  fit  is  right.  Familiarity 
boosts  comfort  levels  and  speeds  learning. 

■  Take  time  each  day  to  ski  with  your 
children  on  their  slopes. 


DON'T 

■  Let  your  child  see  you  watching  a  lesson.  It 
can  be  too  distracting  and  impede  learning. 

■  Use  training  leashes.  They  teach  bad  habits 
and  can  be  dangerous  in  a  sudden  stop. 

■  Take  a  child  on  runs  that  are  too  advanced, 
even  if  that  means  less  fun  for  you. 

■  Teach  a  young  child  by  having  him  ski 
between  your  knees,  unless  you  are  a 
strong,  experienced  skier. 

■  Go  during  busy  holiday  periods.  Classes 
are  smaller  on  weekdays  and  off-weeks. 


look  for  places  that  are  dedicated  t< 
ilies  and  that  pay  attention  to  chi 
"That  can  be  hit-or-miss  at  megar 
with  hundreds  of  instructors,"  says 
Hanson,  snow-sports  school  direc 
Targhee.  Class  size  is  a  good  indi 
Having  more  than  four  kids  per  in 
tor  is  unwieldy,  if  not  unsafe. 

HELPING  YOUR  CHILD  RELAX 

RESORTS   DEVOTED  TO  families 
spacious  clubhouses  that  are  easily  i 
sible  at  the  base  of  the  mountain,  coi 
ient  to  lodging,  rental  shops,  and 
booths.  When  signing  in,  pay  attenti 
how  the  staff  greets  your  child.  At  Ja( 
Hole,  Wyo.,  while  I  filled  out  forms,  i 
structor  dropped  to  Emma's  eye 
reached  for  her  hand,  and  asked: 
you  ride  the  lift?  Can  you  stop?"  E 
immediately  relaxed  and  loosenec 
grip  on  my  leg.  Small  details  count 
beling  your  child's  apparel  and  sk 
check-in,  making  sure  ski  boots  are  o: 
right  feet,  and  requiring  kids  to  visi 
bathroom  before  going  outside  can 
big  headaches  later.  Another  key: 
timed  hot  chocolate  breaks,  when  en 
flags  or  before  noses  turn  white. 
On  the  slopes,  "safety  comes  first, 
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fun  and  learning,"  says  Sean  Graves,  di- 
rector of  the  Young  Olympians  program 
at  Ascutney,  Vt.  "One  mishap  can  ruin 
the  day."  And  plenty  can  go  wrong.  Ski- 
school  staff  at  Vermont's  Smugglers' 
Notch  carry  yellow  wallet  cards  detail- 
ing 42  potential  pitfalls,  including  frost- 
bite, in-fitting  equipment,  and  muscle 
fatigue. 

IMAGINARY  SNOW  MONSTERS 

ULTIMATELY,  WHETHER  choosing  a 
program  at  Aspen,  Colo.,  or  on  a  local 
molehill,  experienced  teachers  are  most 
important.  It  helps  if  they  have  Accred- 
ited Children's  Educator  (ACE)  certifi- 
cation from  the  Professional  Ski 
Instructors  of  America.  "The  art  of 
teaching  kids  is  thinking  like  them," 
Graves  tells  his  Young  Olympian  staff. 
In  part,  that  means  understanding  chil- 
dren's limitations.  "You  can't  tell  them 
to  put  more  weight  on  their  left  leg 
when  they  don't  know  their  left  from 
their  right,"  says  Peter  Ingvoldstad, 
longtime  program  director  at  Smug- 
glers' Notch. 

To  make  themselves  understood,  in- 
structors draw  on  a  repertoire  of  fantasy 
games  to  develop  skiing  skills.  Emma's 
classes  have  stomped  on  imaginary 
snow  monsters,  jumped  like  bunnies, 
and  learned  to  follow  like  choo-choo 
trains.  At  Targhee,  Mike  Dronen,  a  re- 
tired Air  Force  base  commander,  thinks 
of  his  teaching  as  guided  discovery.  "We 
sing  Mary  Had  a  Little  Lamb,  and  they 
turn  to  the  beat  of  the  song,"  he  says.  "If 
we  change  the  cadence,  we  can  alter  the 
rhythm  of  their  turns." 

Varied,  child-friendly  terrain  and 
lifts  speed  learning  too.  Targhee's  Eye 
Ball  Forest  is  part  of  a  network  of  Fun 
Zone  trails  dubbed  the  Bat  Cave, 
Humpback  Whale  Forest,  Giant  Ant 
Hills,  and  Big  Horn  Rollers.  They  left 
Emma  captivated  and  learning  while 
having  fun.  "What  happens  when  she 
is  in  there  playing?"  Hanson  asks. 
"The  fun  trails  challenge  her  balance 
and  turning  skills.  As  we  explore  ter- 
rain, new  light  bulbs  come  on,  and  she 
gets  hooked." 

Most  schools  provide  written  daily  re- 
port cards.  But  don't  take  them  too  seri- 
ously, Hanson  reminds  parents.  "We're 
playing  in  the  snow.  It's  not  a  job,"  he 
says.  "A  reliable  measure  of  progress  is 
learning  whether  your  children  did 
something  they  weren't  sure  they  could 
do  before."  I  look  for  something  more 
basic.  When  picking  up  Emma  at  the 
end  of  the  day,  I  simply  want  to  see  her 
smiling  and  happy.  ■ 
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Red-Hot,  Too 

Toyota's  fuel-stingy  Prius  drives  and  looks  betterl 
than  its  earlier  incarnation.  BY  LARRY  ARMSTRO 


IT'S  THE  HOTTEST  CAR  ON  THE 
road,  Toyota's  hard-to-get  2004 
Prius.  By  the  time  the  fuel- 
stingy,  gasoline-electric  hybrid 
went  on  sale  in  mid- October, 
dealers  had  already  pocketed 
more  than  10,000  orders,  many 
from  current  Prius  owners.  I  just  spent  a 
week  driving  one  around  Southern  Cali- 
fornia, and  it's  easy  to  see  why  they're 
trading  up. 

This  is  a  bigger  car,  more  powerful, 
and  better  equipped,  but  Toyota  has  held 
the  base  sticker  price  at  $19,995,  the 
same  as  the  first  Prius  cost  three  years 
ago.  Instead  of  feeling  like  a  compact 
Toyota  Corolla,  the  new  Prius  has  moved 
into  the  midsize  class.  If  s  not  quite  as 
big  inside  as  Toyota's  Camry,  but  it  has 
more  rear-seat  legroom  than  the  Camry, 
and  the  cargo  space— about  the  size  of 
the  Camry's  trunk— is  easily  expandable, 
thanks  to  fold- down  rear  seats 
and  the  new  hatchback. 

The  latest  Prius  drives  bet- 
ter than  the  old  one,  too.  Al- 
though no  one  buys  an  envi- 
ro-friendly  hybrid  car  for  its 
power,  the  Prius  now  acceler 


way  driving,  up  from  48  mpg  i\ui  - 

For  me,  acceleration  wasn't  the 
lem  with  the  old  Prius.  Hybrids  i 
ture  energy  to  recharge  their  bat 
while  you're  braking.  In  the  earlier 
I  always  felt  the  brakes  were  too  je 
they  tried  to  recover  as  much  enei 
possible.  Now,  the  braking  is  smoo 
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bigger, 
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CELEBRITY  APPEAL 

ABOUT  THE  JETSONS-like  stj 
Whether  you  love  it  or  hate  it,  it  ma 
statement.  Celebrities  such  as  Leor 
DiCaprio  and  Cameron  Diaz  are  pot 
up  for  the  new  Prius  because  of  that 
Toyota  has  layered  on  upscale  op 
befitting  that  crowd.  You  can  get  sic 
bags  and  side-curtain  bags,  which 
tect  your  head;  a  navigation  system 
a  very  cool  way  to  connect  your 
phone  to  the  car  audio  system  so 
can  make  and  receive  calls  wit 
touching  your  phone.  Yoi 
even  open  the  door  and 
the  car  without  taking  th< 
out  of  your  pocket.  Wit 
the  extras,  the  Prius  com< 
under  $26,000. 


,    ..  Don't  think  of  the  Prius 

ates  from  zero  to  60  mph  in    pO\VeiTLll«  dolled-up     science     pro 

just  over  10  seconds,  a  couple  -t  We're  talking  about  a  fa 

seconds  faster  than  the  old     ciIlCl  car:  big  enough  for  four  or 

InarlpH  plus  ^  ^^ gear' and  gef 

UJctVlCVJ.  enough  on  the  environmei 
make  your  kids  proud. 


one.  It's  also  more  sparing 
with  fuel:  It  gets  55  mpg 
combined  city  and  high- 
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Analysts' 
Recommendations* 


We  believe  that  knowing  what  to  sell  is  as  important 
as  knowing  what  to  buy.  Schwab  Equity  Ratings  is 
designed  with  this  in  mind. 


Deciding  what  to  sell  in  the  market  is  just  as  important  to  a 
strong  portfolio  as  knowing  what  to  buy.  We  believe  this  is 
a  key  step  to  meeting  your  investment  goals.  Schwab  Equity 
Ratings™  can  help  you  determine  which  stocks  to  buy  and  sell. 
We  evaluate  the  stocks  of  over  3,000  U.S. -headquartered 
companies  —  more  than  any  other  major  brokerage  firm. 
And  because  approximately  30  percent  of  our  ratings 
are  a  sell,  you  get  practical  help  in  deciding  what  to  sell. 
Give  us  a  call  to  get  your  free  ratings  or  talk  to  a  Schwab 
Investment  Consultant  about  how  we  can  help  you. 


FOR  YOUR  THREE  FREE  RATINGS  OR  TO  SCHEDULE  AN  APPOINTMENT, 

CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 
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jenerally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  Schwab  Equity  Ratings  may  be 
;ontmgent  on  the  payment  of  a  service  fee  or.  the  amount  of  assets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings 
are  generally  updated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab 
Equity  Ratings  and  the  general  guidance  do  not  represent  a  personalized  recommendation  of  a  particular  stock  or  stocks  to  you; 
they  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs.  Stocks  can  be  volatile  and  entail  risk, 
and  individual  stocks  may  not  be  suitable  for  you.  'Thomson/First  Call  data  on  analyst  buy,  hold  and  sell  recommendations  for 
companies  with  U.S.  ticker  symbols.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  nghts  reserved.  Member  SIPC/NYSE.  (1003-1 31 55).  ADS2621 2FUL 
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Personal  Business  Footnotes 


EDITED  BY  CAROL  MARIE 
CROPPER 


INVESTING 

THE  RICH  ARE 
LISTENING  LESS 
TO  BROKERS 

MORE  BAD  NEWS  for  brokerage  firms.  A 
study  by  Chicago  consultant  Spectrem 
Group  shows  rich  investors  moving  away 
from  full-service  brokers.  Instead, 
households  with  $5  million  or  more  in 
assets— which  hold  about  one-third  of 
the  nation's  investable  assets— are 
turning  to  independent  advisers,  whom 
they  consider  more  objective.  The  trend 
is  especially  strong  among  investors 
under  50,  according  to  the  survey. 
And— in  a  possible  indication  of  more 
change  to  come— those  still  with  brokers 
are  less  apt  to  be  satisfied. 

WEALTHY  INVESTORS...    2001    2003 


Cor 


ACCOUNTING 


..Using  a  full-service  broker  as 
their  primary  adviser 


41%  30% 


...Under  age  50  using  a  full-service 
broker  as  their  primary  adviser  42     26 


...Using  no  adviser 


20    27 


...Using  a  fee-based  financial 
planner  and  are  satisfied  84     89 


..Using  a  broker  and  are 
satisfied 


89    61 


What's  That  Mea 


READERS  OF  THE  FINE  PRINT  are  sifting  through  a  lot  more  of  it  these  days.  The 
number  of  pages  devoted  to  footnotes  in  filings  by  major  corporations  has  dout 
in  the  past  five  years,  to  an  average  of  nearly  30,  as  companies  try  to  show  they' 
the  next  Enron.  Now,  there's  a  Web  site  that  helps  investors  snake  through  the 
underbrush. 

Michelle  Leder,  author  of  Financial  Fine  Print:  Uncovering  a  Company's  True 
(Wiley,  $29.95),  posts  a  daily  blog  deciphering  her  latest  footnote  find,on  the  W 
site  she  edits,  footnoted.org.  She  zooms  in  on  footnotes  that  explain  accounting 
practices.  Because  many  companies  rely  on  stock  options  to  pump  up  earnings, 
takes  a  hard  look  at  how  the  cost  of  options  and  their  dilution  to  shareholders 
decrease  the  bottom  line. 

Leder  also  combs  through  pension-related  footnotes,  especially  those  under 
"other  post-employee  benefits."  They  primarily  reflect  obligations  for  retiree  he; 
benefits,  an  area  where  costs  have  skyrocketed  in  recent  years.  -Lauren  Young 


Data:  Spectrem  Group*s  2003  report.  Relationships  with  Advisors 


ART 

FOR  AN  ENLIGHTENING  break  from  the  corporate 
and  financial  scandals,  head  to  the  Renaissance 
art  exhibit  at  Boston's  Isabella  Stewart  Gardner 
Museum.  The  Gardner,  housed  in  a  gorgeous 
Venetian  palazzo,  provides  the  perfect 
backdrop  for  works  collected  by  Bindo 
Altoviti,  a  16th  century  Italian  banker  and 
patron.  Altoviti  had  close  ties  to  such  Old 
Masters  as  Raphael,  Michelangelo,  and 
Vasari,  and  this  exhibit  includes  their  works 
as  well  as  two  bronze  busts  by  Cellini  of  Altoviti 
himself  (left)  and  his  better-known  rival,  Cosimo 
de'  Medici.  The  exhibit  runs  through  Jan.  11  and 
is  open  from  11  to  5,  Tuesday  through  Sunday. 


WINE 

BANNER  YEAR 
FOR  BEAUJOLAI 

THANK  a  long,  hot  summer 
in  France  for  making  this 
an  exceptional  year  for 
Beaujolais  Nouveau. 

The  2003  haul,  which 
wine  critics  believe  will  be 
one  of  the  best  vintages 
ever,  is  set  for  release  at 
the  traditional  time,  the 
third  Thursday  of 
November,  or  Nov.  20. 
The  fruity  red  wine  is 
best  when  chilled  to 
about  55F. 
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Where  content  lives 


Content  is  power  —  the  power  that  drives  your  business.  Through 
e-mail,  Web  pages,  images,  documents,  audio  and  video.  If  you  could 
harness  that  power,  you  could  make  your  business  more  competitive, 
more  responsive  —  more  intelligent.  How?  With  Documentum. 

We're  the  leader  in  enterprise  content  management,  trusted 
by  global  organizations  like  Bayer  AG,  Corporate  Express,  American 
Red  Cross,  Lufthansa  Technik,  Miller  Brewing  Company,  and  the  FDA. 
They  count  on  Documentum  to  manage  their  content  more  intelli- 
gently. So  they  can  more  effectively  meet  business  objectives  and 
comply  with  government  and  industry  regulations.  It's  powerful 
technology  for  companies  that  value  the  power  of  content. 

To  learn  more,  call  800.607.9546  or  visit  www.documentum.com 


documentum 


j 


ivicumenlum  and  the  corporate  logo  11  -    jf  Document-'-  *  ij  throughout  " 


'^9 


Personal  Business  The  Barker  Portl 


BY  ROBERT  BARKER 


For  Putnam's  Parent, 
Limited  Damage 


My  three  favorite  words  (about  Wall 
Street,  anyway)  are  these:  Trust  no  one. 
Imparted  to  me  amid  the  Volcker-Reagan 
bull  market,  this  little  motto  now  rings 
true  with  vast  legions  of  investors, 
thanks  to  the  mutual  fund  industry  and 
perhaps  Putnam  Investments  most 
notably.  Were  I  more  trusting,  I  would 

say  the  Securities  &  Exchange  Commission  will  make 
Putnam,  which  neither  admitted  nor  denied  fraud  in  its  Nov. 
13  settlement,  pay  big  time.  But  remember,  trust  no  one. 

That's  one  reason  why  Putnam's  low-profile  parent,  Marsh 
&  McLennan,  strikes  me  now  as  an  opportunity.  Since  Sept.  3, 
when  the  funds  scandal  erupted,  M&M's  shares  have  slid 
below  $45  from  above  $51.  They  may  go  lower  yet.  Already, 
clients  have  taken  fee- earning  assets  away  from  Putnam,  its 
legal  bills  mount  hourly,  regulators  remain  on  the  case,  and 
Putnam  must  make  restitution  to  clients  harmed  by  its 
employees'  self-dealing.  There's  more  pain  to  come.  Yet  cool- 
headed  investors  who  examine  M&M  may  see  the  trouble  at 
Putnam  as  easily  tolerable  given  its  other  strengths. 

UNLIKE  MANY  OTHER  FUND  operators,  Putnam's  parent  is  well 
diversified  (charts).  Beyond  mutual  fund  and  pension 
management,  M&M  operates  principally  as  an  insurance 
broker— by  far  the  world's  largest— and  as  a  management 
consultant,  via  its  Mercer  group  of  firms.  Together,  these  three 
business  lines  have  proved  a  potent  combination:  Revenue 


MARSH  &  McLENNAN:  MORE  THAN  PUTNAM 


I  RISK  AND  INSURANCE 
SERVICES 


16.9% 

$1,447  MILLION 


I  INVESTMENT  MANAGEMENT    Ml  CONSULTING 
(PUTNAM)  ag% 


r  $278  MILLION 


18.3% 

$364  MILLION 


REVENUES 

Data:  Company  reports 


67.8% 

$1,351  MILLION 


OPERATING  INCOME 

DATA  FOR  NINE  MONTHS  ENDED  SEPT.  30,  '03 


this  year  is  expected 
grow  10%,  to  $11.5  bi 
and  net  earnings  129 
more  than  $1.5  billio 
Cash  flows  are  heavy 
growing:  Last  year,  M| 
generated  $1.3  billion 
cash;  this  year  throug 
September,  it  had  aire 
produced  $1.6  billion, 
pays  a  $1.24  annual 
dividend,  good  for  a  2 
yield,  and  its  balance 
is  strong,  with  net  de 
under  one-third  of  tot 
capital  and  earnings 
covering  fixed  charges 
more  than  eight  times 
Over  this  idyllic  financial  scene,  of  course,  Putnam  hovj 
like  a  dark  cloud.  How  threatening  does  it  remain?  M&M 
Chief  Executive  Jeffrey  Greenberg  is  not  talking.  So,  to  h 
an  answer,  I  developed  three  scenarios  for  2004.  In  the 
and  most  dire,  I  imagined  Putnam's  reputation  gets  so 
trashed  that  its  assets  under  management— $256  billion 
Nov.  14— are  halved.  Further,  I  figured  legal  fees,  regulato 
penalties,  restitution,  and  other  costs  squeeze  its  operatin 
margin,  a  rich  25%  so  far  this  year,  to  12.5%.  Next,  in  a  be 
case  scenario,  I  assumed  $250  billion  in  average  assets  u 
management  and  no  change  in  operating  margin.  A  n 
case  split  the  difference. 

What  did  this  tell  me?  That  Putnam  just  isn't  such  a  bi; 
deal  for  M&M.  In  the  best  case,  M&M  would  still  see  $456 
million  in  operating  income  from  Putnam,  which  contrib 
$560  million  last  year  and  $364  million  through  Sept.  30 
year.  In  the  most  pessimistic  scenario,  Putnam's  share  of 
M&M's  operating  profit  next  year  would  plunge  to  $117 
million.  Even  at  that,  assuming  a  modest  10%  increase  in 
M&M's  insurance  and  consulting  profits  (so  far  this  year,  tl 
have  risen  18%),  operating  income  in  2004  could  approacl 
$2.4  billion,  down  from  perhaps  $2.5  billion  or  so  this  yea 

Watching  profit  growth  shift  into  reverse  is  never  an 
inspiring  sight  on  Wall  Street.  But  at  under  $45  a  share,  M 
already  seems  to  reflect  the  probable  damage  to  its  earning 
power.  Its  $24  billion  stock  market  value  comes  to  less  thai 
10  times  my  middle-case  view  of  2004  operating  income. 
Justice  may  demand  that  Putnam's  parent  keep  writhing  i 
pain;  odds  are  it  won't.  ■ 

E-mail:  rb@businessweek. 


120  I  BusinessWeek  I  December  1.  2003 


BENTLEY 


IGE.  PERFORMANCE.  A  PASSION  FOR 

/ATION.  BRErruNGand  Bentley  have  chosen 
|  .1  unique  partnership  based  on  the  values 
by  both  brands.  Brettling  participated  in  the* 

ol  the  instrumentation  .jihI  created  .)  dash- 
plock  for  the  Bentley  Continental  c;t,  the 
pwerful  Bentley  ever  built.  Breitung  is  also 
ling  Team  Bentley  in  me  legendary  Le  M.ins 
urs  r.ir  race.  This  challenging  environment 

it  to  highlight  the  notions  of  precision  and 
iv  to  which  it  is  deeply  attached. 


IRY.  EXCLUSIVITY.  TECHNOLOGICAL 
I.LENCE.  In  tribute  to  this  partnership, 
mg  has  issued  an  exceptional  chronograph 
)  Bentle\  Motors.  This  wrist  instrument 
pnts  the  culmination  of  highly  sophisticated 
•a]  research.  It  mirrors  certain  design  features 
61  the  British  brand,  such  as  the  knurled 
>n  the  bezel,  inspired  l>v  the  Benjley  control 
is.  Dedicated  to  the  automobile  world,  it  is 
ted  with  iw<>  exclusive  mechanisms  .is  well 
gh  performance  "motor"  assembled  and  fine- 
in  the  BREITLING  CHRONOMETRIE  workshops. 
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Personal  Business  Inside  Wall  Stre 


BY  GENE  G.  MARCIAL 

GENERAL  MILLS  WILL  BE  FEELING  ITS  OATS.  NEVER  MIND  THE 
LOW-PRICE  DIGITALS  MAY  LURE  BUYERS  TO  CONCORD  CAMEI 
NTN  COMMUNICATIONS'  SHOWS:  ON  TIME  WARNER  AND  COMCi 


THINGS  GOT 

SOGGY FAST 


DOLLARS 


MAY  19,  '03  NOV.  19 

Data:  Bloomberg  Financial  Markets 


Go-Power  at  General  Mills 

FACED  WITH  A  RAFT  OF  WOES— including  a  possible 
accounting  probe— General  Mills  (GIS)  has  seen  shares 
slide  from  nearly  50  in  June  to  44,  as  many  investors  fled. 
But  some  pros— confident  the  Securities  &  Exchange 
Commission's  request  for  info  on  sales 
accounting  will  have  no  dire  results- 
have  bought  at  the  low  price.  General 
Mills  (page  92),  maker  of  Cheerios  and 
Betty  Crocker  cake  mixes,  "is  irresistibly 
cheap  for  a  blue  chip,"  says  John 
Maloney  of  M&R  Capital  Management, 
which  has  bought  shares.  The  worries, 
he  adds,  "will  undoubtedly  be  re- 
solved." He  sees  the  stock  at  55  to  60  in 
a  year.  John  McMillan  of  Prudential 
Equity  Group  is  also  unfazed  by  the 
SEC.  "It  isn't  likely  to  have  bottom-line 

impact,"  he  says.  Other  concerns:  a  grocers'  strike  in  California, 
which  could  dent  sales,  and  a  worry  that  Diageo  might  sell  its 
20%  stake  in  Mills.  (Diageo  sold  Pillsbury  to  Mills  in  2001). 
The  strike  won't  last,  says  Maloney.  And  McMillan  notes  it's 
unlikely  that  Diageo  will  sell  at  current  prices.  Diageo  won't  say 
when  it  will.  McMillan  rates  the  stock  "outperform"  and  sees 
earnings  of  $3.02  a  share  in  fiscal  2004,  ending  May  31,  and 
$3.35  in  2005,  vs.  2003's  $2.65. 

A  Christmas  Bonanza 
For  Concord? 

DIGITAL  CAMERAS  ARE  HOT.  With  Christmas  coming 
on,  some  analysts  see  Concord  Camera  (LENS),  the 
less-known  rival  of  Canon,  Nikon,  and  Eastman 
Kodak,  going  gangbusters.  That's  because  Concord's  digitals 
are  at  least  50%  cheaper  than  competitors',  even  though 
Concord  is  upping  its  average  price  for  new  high-resolution 
models  from  $70  to  $100.  Concord's  ability  to  produce  at  far 
lower  costs  (mosdy  in  China)  lets  it  undercut  rivals  while 
maintaining  profit  margins,  says  Michael  Kim  of  Roth  Capital 
Partners,  which  owns  shares  and  has  done  banking  for  the 
company.  Concord  is  big  in  disposables,  most  of  which  are 
supplied  to  camera  biggies  such  as  Kodak  and  Fuji.  Concord 
will  now  focus  on  marketing  its  new  digitals,  says  Kim.  In  the 
first  quarter  of  fiscal  2004,  ended  Sept.  27,  digital  sales  rose  to 
$9.6  million,  up  from  $7.2  million  a  year  ago— when  prices 
averaged  $71.  Total  first  quarter  sales  were  $574  million. 


Gary  Steiner  of  Awad  &  Associates, 
owner  of  a  6.8%  stake,  expects  the 
stock,  now  at  10.57,  to  hit  15  in  a  year. 
It  fell  from  14  to  10  on  Nov.  6,  when 
Concord  said  net  income  dropped  by 
$3  million,  or  10<t  a  share,  in  the  fiscal 
first  quarter  because  of  a  change  in 
inventory  accounting.  Kim  believes  the 
market  overreacted,  and  he  says  the 
change  won't  affect  future  margins.  He 
sees  fiscal  2004  earnings  of  43<t  a 
share,  on  sales  of  $248.6  million,  vs. 


2003's  I8<f  on  $189.8  million.  He  rates  Concord  a  buy. 


AMOUNTING 
SCORE 


DOLLARS 


Cable  Giants  May  Want  In 
On  NTN's  Games 

TINY  NTN  COMMUNICATIONS  (NTN),  a  provider  O 
interactive  TV  shows  to  homes  and  hotels,  has  caugi 
eye  of  Time  Warner  and  Comcast.  In  October,  Corn 
agreed  to  distribute  NTN's  sports  and  trivia  games  in  two 
Maryland  counties.  Time  Warner  is  pilot-testing  programs^ 
Portland,  Me.  "They've  been  well  received  there  and  at  Su 
hanna  Communications  stations  in  York  and  Williamsburi 
Pa.,"  says  Casey  Stern  of  Starr  Secur- 
ities, who  rates  NTN  a  buy.  The  stock, 
up  from  1.88  in  May  to  3-48  on  Nov.  19, 
could  hit  10  in  18  months,  he  says.  NTN 
broadcasts  to  3,171  sites.  At  each  one, 
subscribers  use  handheld  wireless  Play- 
maker  devices  for  games  on  TV  screens. 
NTN  runs  its  programs  15  to  17  hours  a 
day.  NTN  makes  its  money  from  ads 
and  licensing  fees.  Comcast  or  Time 
Warner  could  take  NTN  national. 
Satellite  outfits  such  as  DirecTV  may 
also  opt  for  NTN.  "When  that  happens, 
business  will  explode,"  says  Stern.  One  money  manager  wl 
owns  shares  sees  NTN  in  the  black  in  2005,  on  sales  of  $60' 
million,  based  on  20  million  subscribers.  Sales  in  2002  wen 
$25.6  million.  Media  General  owns  5.6%  of  the  stock. 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.| 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thjj 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmf 
banking  or  other  financial  relationships  with  them. 
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^na  business  world  where  the 
only  constant  is  change,  continuing 
education  is  becoming  a  mandatory 
nurse  of  action.  Smart  professionals  are 
Ibeasingly  turning  to  the  internet  to 
Hvance  their  skills,  increase  productivity 

id  minimize  time  away  from  the  office. 
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ww.businessweek.com/bizlink. 
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GLOBAL  MARKETS 
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FUNDAMENTALS 
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YEAR  AGO 

S&P  500  Dividend  Yield 

1.63% 
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S&P  500  P/E  Ratio  (Trailing 
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TECHNICAL  INDICATORS 

NOV  :- 

WEEK  AGO 

■-■■-l  NG 

S&P  500  200-day  average 

958.0 

953.2 

Positive 

Stocks  above  200-day  average  82.0%      83.0%  Negative 

Options:  Put/call  ratio  0.68         0.71        Neutral 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.74         6  36      Negative 
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U.S.  Gl.  Invs.  Pr.  Minis.  138.7 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 
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WEEK  AGO 

YEAR  AGO 

0.61% 

0.68% 
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5.95        538 
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10-YR  BONO 
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General  Obligations 

3.68% 

4.62% 

Taxable  Equivalent 

5.26 

6.60 

Insured  Revenue  Bonds 

3.81 

4.87 

Taxable  Equivalent 

5.44 

6.96 

THE  WEEK  AHEAD 
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10MESTIC  PRODUCT 

;D)  Tuesday,  Nov.  25, 
.m.  EST  "The economy 
y  grew  by  an  upwardly 
annual  rate  of  7.3%  in  the 
arter,  up  from  the  initial 
f  7.2%  and  3.3%  growth  in 
>nd  quarter.  That's  based 
tedian  forecast  of 
lists  surveyed  by  MMS 
ion.il.  Aftertax  corporate 
luring  the  third  quarter  are 
d  to  have  climbed  14%. 


CONSUMER  CONFIDENCE 

Tuesday,  Nov.  25, 10  a.m. 
EST  »  The  Conference  Board's 
confidence  index  very  likely  rose  to 
84.4  in  November  from  81.1  in 
October.  Signs  of  a  nascent  job 
recovery  should  boost  optimism. 

DURABLE  GOODS  ORDERS 

Wednesday,  Nov.  26,  8:30 
a.m.  EST  »  New  orders  for 
durable  goods  are  forecast  to  have 
increased  by  0.3%  in  October  after 
a  1.1%  jump  in  September. 


NEW  RESIDENTIAL  SALES 

Wednesday,  Nov.  26, 10  a.m. 
EST  »  New  single-family  home 
sales  in  October  likely  eased  to  an 
annual  rate  of  1.14  million. 
BEIGE  BOOK  Wednesday,  Nov. 
26,  2:00  p.m.  EST  »  The 
Federal  Reserve  will  issue  its 
summary  of  regional  economic 
activity  before  the  Dec.  9  policy 
meeting.  Economists  surveyed  by 
MMS  International  expect  no 
change  in  interest  rates. 


The  BusinessWeek  production  index 
rose  to  206.1  for  the  week  ended 
Nov.  8,  up  8.6%  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  inched  up 
to  206.9. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.business  we  ek.com  Anagazine>fa(tra.htm 
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PENNSYLVANI 

The  Keystone  State  builds  on  its  historic 

past  to  achieve  a  dynamic  new  futu: 


There's  no  place  like  home.  That's  a 
sentiment  the  12  million  residents  of 
Pennsylvania  feel  more  strongly  than 
most  U.S.  citizens:  individuals  born  in  Penn- 
sylvania are  more  likely  to  remain  in  their 
home  state  than  people  in  any  other  state. 

When  you  look  around,  it's  easy  to  see 
why.  A  robust  and  diversified  economy, 
excellent  schools,  easy  access  to  major 
metropolitan  areas,  vast  acres  ol  park  lands, 
and  spectacular  places  to  vacation  are  all  rea- 
sons why  Pennsylvanians  are  proud  to  call 
the  Keystone  State  home. 

And  businesses  are  the  direct  beneficia- 
ries of  this  Pennsylvania  pride.  The  state 
offers  access  to  a  highly  educated  work- 
force that  is  6  million  strong,  an  ideal  loca- 
tion within  a  500-mile  radius  of  six  out  of 
10  major  U.S.  markets,  and  a  business  cli- 
mate that  ranks  12th  in  the  nation  and  sec- 
ond among  northeastern  states. 

Thriving  New  Industries 

While  agriculture,  commerce  and  steel 
production  brought  early  prosperity  to 
Pennsylvania,  today  you  11  find  thriving  life 
sciences  and  high-technology  industries.  This 
environment  is  a  clear  indication  of  Penn- 
sylvania's role  as  a  world  leader  in  the  21st 
century  marketplace  and  its  new  attitude 
toward  business  development. 

Governor  Ed  Rendell  has  tagged  his  new 
economic  proposal  as  the  "Plan  for  a  New 
Pennsylvania."  The  governor  actively 
recruits  companies  outside  the  state  to 
come  take  advantage  of  Pennsylvania's 
strong  business  environment  and  chal- 
lenges Pennsylvania's  businesses  to  grow 
and  innovate  to  further  strengthen  the  state's  economy. 

"We  must  choose  a  path  that  prepares  our  children  to  prosper  in  the  21st 
century,  that  restores  our  economy  and  creates  the  jobs  and  business  growth 
that  sustains  our  communities,"  says  Rendell.  "The  Plan  for  a  New  Penn- 
sylvania will  feature  Pennsylvania's  diverse  businesses  and  economy,  grow- 
ing capital  resources,  world-class  colleges  and  universities,  increased  ded- 
ication to  workforce  and  economic  development,  and  timeless  quality  of  life." 


While  agriculture,  commerce  and  steel 

production  brought  early  prosperity  to 

Pennsylvania,  today  you  11  find  thriving 

life  sciences  and  high-technology  industries 


Location,  Location,  Locatio 

As  its  Keystone  State  moniker1  i 
Pennsylvania  is  situated  in  a  strate, 
graphical  location.  Within  a  500-mile 
of  Pennsylvania,  manufacturers  have 
to  40  percent  of  all  U.S.  purchasing 
45  percent  of  all  U.S.  manufacturer 
than  60  percent  of  Canada's  p 
This  prime  location  is  supplements 
extensive  transportation  system  of  1 
miles  of  highway.  142  public-use  ai 
5,600  miles  of  railways  and  three  po 

Anchoring  Pennsylvania's  solid 
portation  infrastructure  is  the  Philad 
International  Airport,  which  annual 
ports  25  million  passengers  and  4 
takeoffs  and  landings.  Ranked  the 
busiest  in  the  nation  and  14th  in  the 
the  airport  has  expanded  from  65  g. 
120  gates  in  the  past  3  years.  This  in 
13  gates  in  its  spectacular  new  $550 
international  terminal,  which  open 
May,  and  38  gates  in  its  new  indoor 
muter  terminal. 

The  airport  is  a  vital  link  that  con 
businesspeople  within  the  state  and  e 
Pennsylvania  businesses  to  conduct 
ness  anywhere  in  the  world.  Philade 
is  the  busiest  airport  in  the  state  and  i< 
the  gateway  to  European  and  Carib 
destinations"  says  Charles  Isdell,  dir 
of  aviation  for  Philadelphia  Airport 
tern,  which  encompasses  both  Philade 
International  and  its  nearby  Northeast 
port  facility.  "And  one  thing  we  don't 
get  is  that  our  airport  is  for  everyone 
comes  through  here,  particularly 
tourists  and  first-time  visitors  to 
region,  their  first  and  last  impression  of  Philadelphia  and  Pennsylvaj 

Business  Benefits 

The  state's  customer-service-oriented  environment,  location,  and 
infrastructure  combine  to  make  Pennsylvania  a  manufacturer-friendly  s| 
That's  why  Pennsylvania  is  home  to  more  than  17,000  manufacturing  I 
and  ranks  high  in  both  new  and  expanded  business  facilities  and  new  i 


www,  business  wcck.com/adsoct  ions 


/vw.phl.org 


13  new  international  gates  4  levels  800,000  square  feet  56  U.S.  Immigration  &  Naturalization  booths 
2,800  passenger  per-hour  throughput  8  high-speed  baggage  claim  carousels  1,500  additional  parking. spaces 
Arrivals  Hall  adjacent  to  a  parking  garage,  with  access  to  high-speed  rail  line  &  ground  transportation 

26.000  square  feet  of  concession  space  60  ticket  counter  positions  270  Closed  Circuit  Television  Cameras 
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ufacturing  operations.  Manufacturers  who  do 
business  in  Pennsylvania  receive  special  bene- 
fits. These  include  favorable  tax  treatment,  cer- 
tified-ready  business  sites,  programs  that  pro- 
mote building  business  relationships  with  the 
government  and  private  sector  in  their  regions, 
and  regulatory  reform  that  has  created  a  fric- 


tion-free business  environment. 

This  environment  has  led  to  one  of  the  fastest 
growing  sectors  of  the  state's  economy:  plastics. 
With  more  than  a  thousand  plastics  companies, 
Pennsylvania  has  seen  an  employment  increase  of 
nearly  20  percent  since  the  late  1990s,  boosting  the 
state  to  sixth  among  states  in  terms  of  both  plas- 
tics employment  and  shipments. 

Although  millions  of  people  still  work  in  man- 


ufacturing and  industry,  employment  has  shift- 
ed in  recent  years  toward  life  sciences,  high 
technology  and  tourism.  With  more  than  1,600 
life-sciences-related  companies  and  63,000  pro- 
fessionals, Pennsylvania  is  on  the  cutting  edge 
of  the  life  sciences  industry.  Pharmaceuticals 
and  health  care  account  for  1 1  percent  of  Penn- 


Anchoring 
Pennsylvania's 
solid  transportation 
infrastructure  is 
the  Philadelphia 
International  Airport. 


sylvania's  employment  base,  one  of  the  highest 
concentrations  in  the  country. 

Pennsylvania  is  committed  to  providing  capi- 
tal, research  and  development  support,  and 
regional  hubs  for  growing  life  sciences  companies. 
"By  facilitating  an  unprecedented  level  of  region- 
al cooperation  and  new  partnerships  between  the 
public  and  private  sectors,  the  Commonwealth  of 
Pennsylvania  has  laid  the  foundation  to  marshal 


Fashion  means 
business  in 
Pennsylvania 


U\NE  BRYANT 

lanebryant.com 


FASHIONBUG      CATHERINES* 

fashionbug.cortvi'' 
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the  necessary  resources  to  help  life  scieno 
panies  grow,  innovate  arid  commercials 
technology,"  reports  Dennis  Yablonsky,  St 
of  the  Department  of  Community  and  E< 
ic  Development. 

A  thriving  life  sciences  industry  goes  h; 
hand  with  a  thriving  high-tech  environment 
many  people  think  the  West  Coast  is  synon 
with  high  tech,  Pennsylvania  is  a  recognize 
ter  ol  high-tech  expertise  and  innovation 
ing  eighth  in  the  nation  for  high-tech  jol 
companies,  Pennsylvania  is  home  to  mot 
6,000  high-tech  firms,  which  marks  a  mor 
50  percent  increase  in  the  past  decade. 


A  Direct  Connection 

Pennsylvania's  diverse  business  enviroi 
and  vast  natural  resources  bring  more  th 
million  of  visitors  to  the  state,  making  touri; 
state's  second  largest  industry. 

Having  a  world-class  airport  on  the  outsi 
its  largest  city  certainly  helps  feed  the  touris 
in  Eastern  Pennsylvania  and  opens  access  ij 
entire  state.  "There's  a  direct  connection  be 
the  airport  and  the  tourism  industry  in  this 
Isdell  says.  "We  are  one  of  the  closest  airp 
its  city's  downtown.  We're  only  7  miles  fro 
ter  City  Philadelphia  and  7  minutes  fror| 
sports  complex.  It  makes  this  airport  very  a 
five  for  everyone  from  rock  stars  to  sports  te 
get  in  and  out  of  our  region  efficiently." 

Pennsylvania  has  something  to  offer 
visitor.  History  buffs  can  tour  Philade 
Independence  Hall  and  the  Gettysburg  b 
fields.  Outdoor  adventurers  can  ski  at  mori 
30  resorts  from  the  Alleghenies  to  the  Po 
and  golf  at  more  than  700  courses,  while  th 
rurally  inclined  can  choose  from  more 
1,000  museums. 

Secure  in  its  legacy  as  a  vital  historical 
ical  and  economic  center  of  the  nation, 
sylvania  welcomes  a  climate  of  change 
embraces  a  new  phase  of  opportunity 
innovation.  By  developing  its  current  bus: 
offerings,  diversifying  and  strengthening 
economic  base,  and  nurturing  an  environme 
which  companies  can  continue  to  thrive,  P 
sylvania  is  charring  a  new  path  to  its  future  [ 
perity  -  one  that  emphasizes  growth,  inves 
and  confidence  that  the  best  is  yet  to  come 
communities,  families  and  businesses.  ■ 
Advertiser  Web  Sites 

Charming  Shoppes,  Inc.:  www.charmingshop] 
Philadelphia  International  Airport:  www.phl.« 
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The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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The   independent   spirit. 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  1 5  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 


Glenfiddich 
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Mutual  Funds: 
A  Fair  Settlement 


THE  PUBLIC  SHOUTING  match  between 
New  York  State  Attorney  General  Eliot 
Spitzer  and  Securities  &  Exchange 
Commission  Chairman  William  H. 
Donaldson  over  how  to  reform  the 
mutual-fund  industry  is  unseemly  at  best.  Both  are 
acting  to  protect  investors  from  predatory  practices 
that  appear  to  be  widespread  in  an  industry  that 
people  trust  with  their  savings.  But  political  mud-slinging, 
turf  battles,  and  finger-pointing  only  confuse  a  complex  issue 
to  the  detriment  of  the  people  both  sides  claim  to  be  helping: 
the  investing  public.  If  s  time  to  calm  strident  voices  and 
move  on  to  shaping  the  best  reform  package  for  the  industry. 
Spitzer  deserves  all  the  credit  for  blowing  the  whistle  in  the 
first  place.  As  he  did  in  the  Wall  Street  analyst  scandal,  Spitzer 
moved  before  the  SEC  did.  His  investigation  led  the  way  in 
showing  serious  breaches  in  trading  practices,  governance, 
and  the  paying  of  fees  in  mutual  funds. 

But  Spitzer  and  Massachusetts  Secretary  of  the 
Commonwealth  William  F.  Galvin  are  off-base  in  blasting  the 
SEC  for  rushing  into  a  weak  settlement  with  Putnam 
Investments.  They  want  a  public  admission  of  guilt,  specific 
monetary  damages,  and  reforms  that  would  cut  fees 
charged  on  mutual  funds  as  part  of  the  terms. 


This  Energy  Bill 
Is  a  Joke 


IT  ISN'T  OFTEN  THAT  the  entire  political  class 
in  Washington  disregards  the  interests  of  the 
American  people,  but  the  $100  billion  pork 
barrel  package  in  Congress  that  masquerades 
as  an  energy  bill  does  just  that.  It  not  only  fails 
to  cut  the  country's  dependence  on  Middle  East  oil 
but  also  weighs  heavily  on  the  budget  deficit.  In  this 
proposed  legislation,  there  are  no  Republicans  or 
Democrats  putting  forth  programs  based  on  principle— just 
politicians  feeding  at  die  trough.  Let's  follow  the  money. 

The  bill  gives  huge  tax  breaks  to  oil,  gas,  and  coal  drillers  to 
produce  more  energy,  but  there  are  few  incentives  for  Detroit 
to  build  more  fuel-efficient  cars.  Even  China  is  proposing 
higher  mileage  standards  than  the  U.S.  for  its  vehicles. 


's  time  to 
stop  arguing 
and  come 
up  with 
meaningful 
reforms 


The  SEC  is  open  to  criticism  for  being  late— again— u 
protecting  investor  interests.  And  the  Investment  CompJ 
Institute,  the  mutual-fund  industry  trade  organization,  l| 
been  unduly  influential  in  the  SEC's  rule-making  process 
ICI  has  successfully  lobbied  to  exempt  portfolio  manage] 
disclosing  their  compensation  and  was  able  to  exempt  1 

industry  from  important  cor 
t^  hrnp  f"0  of-interest  and  disclosure  rull 

the  2002  Sarbanes-Oxley  Ac| 

But  the  SEC's  settlement 
Putnam  is  tough  and  opens 
door  for  further  charges  anc 
penalties.  The  SEC  is  overhal 
Putnam's  boards  of  director! 
demanding  more  out-siders 
independent  chairs.  It  requii 
boards  to  hire  compliance  or 
to  monitor  fund  managers, ; 
compliance  audits  will  be 
mandatory  every  two  years. 
Putnam  has  agreed  to  restore  investor  losses  and  won't 
contest  penalties  it  will  have  to  pay.  True,  the  SEC  didn't 
Putnam  to  admit  guilt  when  it  agreed  to  settle  the  chargd 
neither  did  Spitzer  insist  that  Wall  Street  firms  admit  gul 
their  $1.4  billion  settlement.  For  good  reason.  Like  it  or  f 
securities-law  transgressors  pay  for  their  sins  via  private 
when  investors  and  their  plaintiffs'  lawyers  sue  for  restifj 
As  for  fees,  the  SEC  promises  another  round  of  reforms  tha 
should  increase  the  transparency  of  mutual-fund  fee  strucj 
That's  not  a  bad  day's  work  for  Donaldson,  even  if  the 
action  comes  after  the  fact.  But  if  Donaldson  is  angry  wr| 
Spitzer's  criticism,  he  should  make  the  SEC  more  proact 
None  of  the  dozen  cases  of  fund  abuses  revealed  to  date 
about  via  SEC  examinations.  Thank  Spitzer  for  that. 


Without  strong  conservation  measures,  the  U.S.  will  nev( 
wean  itself  off  foreign  oil. 

The  bill  mandates  a  doubling  of  the  amount  of  ethano 
gasoline  that  needlessly  adds  some  $9  billion  to  gas  prict 
over  the  next  five  years.  Score  one  for  the  Midwest  corn  gro 
—and  for  Archer  Daniels  Midland  Co.,  which  makes  etha 
They  can  thank  Senator  Tom  Daschle  (D-S.D.)  for  the  larg 

Taxpayers  are  also  subsidizing  a  big  gas  pipeline  in  Alas 
the  tune  of  $18  billion,  even  though  prices  are  high  enougl 
private  companies  to  build  it.  And  somehow,  Representatrv 
W.U.  "Billy"  Tauzin  of  Louisiana,  the  Republican  head  of  d 
House  Energy  &  Commerce  Committee,  slipped  in  a  subsr 
for  a  Hooters  restaurant— Shreveport's  first. 

Remember  the  August  blackout?  The  bill  fails  to  reforn 
national  power  grid.  It  does  give  the  Federal  Energy 
Regulatory  Commission  more  authority  to  site  power  line 
and  write  new  reliability  standards.  But  it  doesn't  make  th 
standards  mandatory,  and  it  doesn't  give  FERC  the  author 
to  really  change  the  grid. 

The  energy  bill  offers  politicians  a  package  of  taxpayer- 
funded  goodies  to  give  to  campaign  contributors  and 
constituents  before  next  year's  elections.  The  entire 
Establishment  in  Washington  ought  to  be  ashamed  of  itse 
from  the  White  House  to  Congress. 
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GE'sAnandraj 
Sengupta, 
engineer  at  the  John 
F.  Welch  Technology 
Center.  Bangalore 


These   days, 
businesses  are  strug- 
gling to  manage  the  overwhelming  flow  of  com- 
munication, from  direct  mail  to  invoices  to  digital 
documents,  that  passes  through  their  doors. 

Unfortunately,  many  of  them  fail  to  manage  it 
properly,  with  unnerving  results:  increased  costs, 

alienated  customers, 
and  missed  revenue 
opportunities. 


•  document  management 

•  mailing  systems 

•  mail  &  document  security 

•  outsourcing  solutions 


Pitney  Bowes  can  help.  We  offer  integra 
solutions  proven  to  significantly  improve  y 
communication  flow. 

Through  a  combination  of  unique  products 
high-value  services  (from  innovative  mailing 
document  technologies  to  one-to-one  marketing 
pertise  to  outsourcing),  we  can  help  you  produl 
and  deliver  more  effective  business-critical  co| 
munications.  And,  in  turn,  generate  remarka 
changes  across  your  entire  business. 


m 

m 
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unication  can  lead  to  confusion. 
»ss  money  every  day. 


integrated  software  solution 
*s  Subaru  to  automate  their 

fulfillment  process,  enabling 
•istently  accurate,  and  real-time, 
IT  information.  Net  gain: 
roved  customer  service,  increased 
ductivity  and  greater  cash  flow. 


jch  as  greater  productivity  and  efficiency, 
jced  costs.  Tighter  security.  And  new  revenue 
•is   Ml  of  which  can  lead  to  a  sizeable  increase 

otits. 


It's  no  surprise  that  so  many  FORTUNE  500* 
companies,  from  Subaru  to  Merrill  Lynch,  look  to 
Pitney  Bowes  to  help  keep  their  communications 
flowing  smoothly,  efficiently  and  profitably. 

Find  out  how  we  can  do  the  same  for  you.  Call  us 
at  1  866  DOC-FLOW  or  visit  pb.com/accuracy 


Pitney  Bowes 

Engineering  the  flow  of  communication 


THE  NEW  FULL-SIZE  NISSAN  PATHFINDER  ARMAI 

safety  and  comfort  of  home.  Room  for  eight,  comfortably,  and  fold-flat  2nd-  and  & 
a  305-horsepower,  5.6-liter  Nissan  Endurance  V8  engine.  Which  could  come  in  ha| 

<"dN,ssan 


:  was  that?  The  woods  can  be  a  scary  place.  Thankfully,  the  new  Nissan  Pathfinder  Armada  provides  the 
eats.  An  available  Nissan  Mobile  Entertainment  System-DVD,  with  wireless  headphones  and  remote.  And 
chance,  you  want  to  make  a  getaway.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 


Nissan 
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Not  printing  reports  as  usu 

■       ■         #  . 

Not  printing  forms  as  usual 


Not  settling  for  the  usual  as  usual. 


Not  business  as  usual 


•k. 


FA  M  Y  WARE" 


>  not  like  anything  you've  ever  seen  in  the 
>rkplace.  In  this  case,  the  words  "radically 
aplifying  the  way  you  work"  actually  apply, 
starts  with  the  rather  obvious  -  but  generally 
lored  -  notion  that  your  business  is  unigue. 
ter  the  Canon  imageRUNNER38  with  something 
ally  unheard  of  -  customization.  By  that, 

>  mean  you  can  have  applications  created  for 
lageRUNNER  that  meet  the  unigue  needs 

your  business.  After  all,  until  now,  machines 


ffered  generic  choices:  copy,  print,  fax,  scan... 
ut  businesses  aren't  generic.  Hence,  Canon 
nuijoRUNNER  can  be  tailored  to  meet  many  of 
our  business1  unigue  needs.  Of  course,  we're 
lerely  scratching  the  surface.  The  possibilities  are 
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With  the  Canon  imageRUNNER,  you  can  have  customized 
applications  that  meet  the  unique  needs  of  your  business. 

as  vast  as  the  business  activities  that  he  before  you. 
And  remember,  you're  eliminating  time-consuming 
steps  from  the  workflow  process,  making  it  simple 
and  efficient.  All  of  which  makes  using  imageRUNNER 
extremely  cost-effective.  In  short,  we've  seen 
the  future  and  it's  called  the  customizable  Canon 
imageRUNNER.  You're  invited  to  see  it  too. 
That  is,  if  you're  ready  to  stop  doing  business  as  usual. 

www.imagerunner.com 
1-800-OK-CANON 


Canon 


KNOW  HOW 


Canon  and  Canon  Know  How  are  registered  trademarks  ol  Canon  Inc  IMAGERUNNER  is  a  registered  trademark  ol  Canon  Inc  in  the  US 
and  Canada  IMAGEANYWARE  is  a  service  mark  ol  Canon  USA.  Inc  ©2003  Canon  USA.  Inc    Product  shown  with  optional  accessories 
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More  U.S.  companies 
are  tapping  its  highly 
educated  workforce. 
Can  America  mee' ' 
challenge? 
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breathtaking  speed,  In] 
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New  Economy.  And  th< 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

'Tlendrick's 

430/750ml 

Most^V 
FlavorfulJ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 
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So  Many  Toys,  So  Little  Joy 

This  Special  Report  looks  at  an  industry 
facing  painful  choices  as  playthings  become 
ever  cheaper— and  kids  become  more  jaded. 
Plus:  A  forecast  of  this  season's  hit  toys 

Creditors  Chase  Kmarf  s  "Frat  Bo 

The  former  top  managers  of  the  ailing  retail  giant 
being  sued  for  "gross  mismanagement"  and  taking  | 
lavish  perks— including  luxury  cars  and  personal  trin 
on  corporate  jets— even  as  bankruptcy  loomed 

Making  the  Mouse 
Roar  Again 

Disney  is  overhauling  its  licensing  business, 
using  big  discount  stores  and  fewer 
middlemen.  If  s  also  ditching  its  own  shops 

Bounty  Hunters  for  Science 

Why  do  all  of  that  brain-twisting  R&D  in-house? 
InnoCentive.com  offers  cash  prizes  to  free-lancers  wh 
can  solve  corporate  problems  online 


Looks  Like  a  Dry  Year  for 
French  Winemakers 

Beyond  anti-French  sentiment  in  America 
and  a  strong  euro,  vintners  now  fear  that  a 
U.S.  anti-bioterrorism  bill  will  hurt  more 
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on  investing,  business 
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Broadband  is  growing 

at  an  unprecedented  pace. 

Maybe  this  will  give  you 

some  idea  why. 


Opportunity.  Potential.  These  are 
terms  usually  associated  with 
companies  that  have  a  lot  to  prove 
and  little  to  show  for  it.  But  on  rare 
occasion,  opportunity  can  be  used 
to  describe  a  company  that  has 
already  laid  the  groundwork,  made 
the  investments  and  is  well  down 
the  road  to  strong  growth.  That 
company  is  Covad,  and  we're  the 
company  that  built  the  only 
nationwide  broadband  DSL  network. 
The  same  network  that  is  powering 
broadband  for  the  biggest  names 
in  communications.  And  that's  just 
the  beginning,  because  we're 
simplifyin'g  delivery  systems, 
improving  the  customer  experience 
and  providing  a  solid  foundation 
from  which  to  grow.  Broadband  is 
exploding  at  nearly  40%  a  year, 
and  now  that  the  world  has  had  a 
taste  of  high-speed,  there's  no 
going  back.  Covad  is  taking  over 
where  the  Internet  left  off. 


To  learn  more  go  to  www.covad.com 


Making  broadband  better."' 
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©  J003  Covad  Communication;  Group.  Inc  All  rights  rrsrrvrd  Covad  jnd  the  Covad  logo  arc-  rc-glstrred  trademarks  and  Making  broadband  bc-ttc-r  is  a  servic*  mark  of  Covad  Communications  Gro. 
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wynton  marsalis,  composer-performer,  virtuoso. 

elliptica®.  ergonomically  curved  case  design,  stainless  steel. 

black  crocodile  strap,  sapphire  crystal,  swiss  made,  water  resistant. 

movado  is  proud  of  its  long-time  association  with  the  arts. 

movado.com 
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"Abuse  of 
shareholders' 
money  is  relevant" 

Consiwlo  li-rniindi-/, 

pnteeotar,  arguing  that  jurors 

should,:  CEO 

Damn  KadowtkFt  Fifth 

Avenue  apartment —and  its 
$6,000  shower  curtain 


BY  IRA  SAGER 
|SR  THERE 

|\RBUCKS: 
AMERICAN 
>ARIS 

1CS  HAVE  long  predicted 
[•ench  would  reject  the 
licanized  version  of  a 
?an  coffeehouse.  But 
J  tell  Starbucks  co-founder 
hrd  Schultz.  Early  next 
Ihe  plans  to  open 
lucks'  first  cafe  in  Paris. 
he  expansion  is  risky 
use  rejection  by  the 


French  could  slow  Starbucks' 
growth  in  Europe  and  make 
it  wary  about  tackling 
another  caffeinated  market, 
Italy.  Schultz  says  he's 
"confident  that  the  Starbucks 
experience  will  fit  well  into 
the  French  cafe  tradition." 

But  so  far,  Starbucks  has 
yet  to  percolate  overseas. 
With  steady  losses  in  crucial 
markets  such  as  Britain  and 
Japan,  its  1,690  international 
stores  have  yet  to  turn  a  profit 
and  aren't  expected  to  until 
2004.  For  the  year  ended 
Sept.  30,  overseas  sales  hit 
$290  million,  up  from  $209 
million  a  year  ago. 

Since  landing  in 
continental  Europe  two  years 

ago,  Starbucks  has  had 

some  success.  It  opened 
28  stores  in  Germany  and 
17  in  Spain.  And  it  can 

take  comfort  in  the 
knowledge  that  despite 
French  critics'  howling  about 
the  arrival  of  McDonald's  some 
years  ago,  it's  now  the  most 
popular  fast-food  joint  in 
France.  -Stanley  Holmes 


IE  BIG  PICTURE 

;AUTI0US  BONUS  BOOST  Estimated  bonus 
/  for  the  lucky  workers  expected  to  receive 
:h  a  windfall,  as  a  percentage  of  base  salary: 
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SUPERVISORS 
AND  MANAGERS 
Human  Resources  Consulting 


PROFESSIONALS  CLERKS/  NONUNION 

ADMINISTRATIVE       HOURLY 
ASSISTANTS         WORKERS 


Al's  Bumpy  Road 
To  Cable  Access 


AL  GORE  SEEMS  to  be  stuck  in  a  holding  pattern.  The  ex-Vice- 
President  hopes  to  launch  a  career  as  a  media  mogul.  Gore  and 
an  investor  group  want  to  buy  cable  news  channel  Newsworld 
International  (NWI)  to  create  a  left-leaning  network.  But  they 
need  InterActiveCorp  Chairman  Barry  Diner's  O.K. 

Why  Diller?  NWI  is  part  of  the  Universal  entertainment  assets 
that  parent  Vivendi  plans  to  merge  with  General  Electric's  NBC  for 
$14  billion.  Diller  owns  a  5.4%  stake  in  Universal  and  wants  to 
know  how  NBC  will  treat  his  $2.5  billion  in  preferred  shares. 
Those  shares  pay  $63  million  in  interest  annually  and  let  him 
block  some  deals.  Gore  and  NWI  are  close  to  a  deal,  and  Gore 
has  called  Diller  twice  recendy,  say  insiders.  But  Diller  just  got 
the  merger  documents,  say  sources  close  to  the  deal. 

NWI  could  fetch  up  to  $100  million,  says  Larry  ( icrbrandt, 
chief  operating  officer  of  consultancy  Kagan  World  Media.  It 
reaches  20  million  U.S.  homes  and  expects  losses  of  $18 
million  on  sales  of  $19  million  this  year,  says  Gerbrandt.  "I 
think  it  might  have  been  cheaper  |  for  Corel  to  run  tor 
President,"  he  says.  Gore,  Diller.  and  NWI  declined  comment. 

-Ronald (Inner and  Tom  Lowry 
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ENZI  No  old  Black- 
Scholes  magic  here 


PAPER  PLAYS 

EXPENSING 

OPTIONS 

INEXPENSIVELY 

NICE  TRY  DEPT.:  On  Nov.  19, 
Senator  Michael  Enzi  (R- 
Wyo.)  offered  a  compromise 
bill  on  expensing  employee 
stock  options.  But  his  way  of 
valuing  options 
nearly  negates 
their  impact  on 
the  bottom  line. 

To  curb  option 
grants  to  fat  cats, 
Enzi  would  have 
companies 
expense  options 
granted  only  to 
the  CEO  and  the 
four  top-paid 
execs— a  fraction 
of  the  total.  To 
value  options,  most 
companies  use  the  Black- 
Scholes  formula,  which 
includes  stock  price 
fluctuations.  Enzi's  bill  has 

I-WAY  PATROL 

THE  INTERNET 
BURNS  BRIGHT 
UP NORTH 

MAYBE  ir S  THOSE  long  winter 
nights.  That  might  help 
explain  the  findings  of  a  new 
U.N.  study  that  ranks  178 
nations  on  how  plugged  in 
they  are  to  the  Internet.  As  it 
turns  out,  5  of  the  top  10 
countries  are  in  Scandinavia, 
where  schools  are  good  and 
digital  communication  is 
almost  a  national  obsession. 
The  "digital  access  index" 
looks  at  factors  ranging  from 
the  cost  of  Net  access  and  the 
availability  of  broadf  and  to 
literacy  levels.  The  U.S.  came 
in  at  an  embarrassing  No.  11— 
just  behind  Canada.  Maybe 
what  the  U.S.  needs  is  a  long, 
dark  winter.   -Andy  Reinliardt 
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companies  assume  that  stock 
prices  don't  fluctuate— an 
accounting  fiction  that 
sharply  lowers  options'  value. 

In  '03,  Cisco  Systems  gave 
out  199  million  options.  Six 
million  went  to  the  five  top 
earners.  If  all  options  had 
been  expensed,  Black-Scholes 
would  have  valued  them  at 
$1.1  billion.  Under  Enzi's  bill, 
they  would  be  worth  about  a 
third  of  that 
amount.  The  six 
million  would 
have  been  worth 
only  $14.5  million. 
Enzi,  trained  as 
an  accountant, 
says  Black-Scholes 
"does  not  reflect 
the  true  value  of 
options"— a  view 
many  experts 
share.  He  says  his 
bill  ensures 
options'  real  costs  will  be 
shown  when  used  or  for- 
feited. Until  then,  investors 
will  see  just  the  tip  of  the 
iceberg.  -Louis  Lavelle 


AGE  OF  AQUARIUMS 

FISHY  GENES  Want  to  be  on  the  cutting  edj 
this  Christmas?  Promise  your  loved  ones  tr 
first  genetically  modified  pet.  The  GloFish, 
bright-red  fluorescent  zebra  fish,  needs  no  I 
special  care.  It  got  its  color  by  adding  a  genj 
found  in  sea  coral  to  zebra  fish  eggs  in  an 
attempt  to  create  a  fish  that  glows  in  the 
presence  of  toxins.  Yorktown  Technologies 
Austin,  Tex.,  will  sell  the  fish  through  U.S. 
retailers  for  about  $5  each  starting  Jan.  5. 
portion  of  sales  will  fund  efforts  to  develop 
toxin-sensitive  fish.  Don't  worry  about 
escapees  lighting  up  nearby  waters:  The 
GloFish  can  t  survive  the  North  American 
climate.  -Catherine  Ai 


m 


Amazon.com  knows  the  power  of  SAS  software. 


How  does  Amazon.com"  provide 
millions  of  customers  such  a  large 
selection  and  such  low  prices? 


eft  Bezos,  Founder  and  CEO.  Amazon.com 
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ENTERPRISE  INTELLIGENCE 
SUPPLIER  INTELLIGENCE 

Organizational  intelligence 
customer  intelligence 

INTELLIGENCE  ARCHITECTURE 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order. 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low-  and  pass  savings  on  to  its  customers  while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stones. 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know. 


G. 
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EURO  DISNEY: 
LOOKING 
EURO  DISMAL 

The  Disneyland  Resort  near 
Paris  is  atwinkle  with  holiday 
lights,  but  Andre  Lacroix,  CEO 
of  Euro  Disney,  can  offer  only 
a  lump  of  coal  to  share- 
holders this  year.  On  Nov.  17, 
Euro  Disney  reported  a  fiscal 
2003  loss  of  $66  million  as 
attendance  fell  to  12.4  million, 
some  700,000  below  2002. 

Lacroix,  43,  calls  2003  an 
"atypical"  year  marred  by  war, 
an  economic  slump,  and  a 
summer  heat  wave.  He  says 
the  park  "remains  the  No.  1 
tourist  destination  in  Europe." 
Still,  he  plans  to  hike  spending 
on  TV  ads  and  do  more 
special  events,  including  a 
Lion  King  celebration  next 
spring.  He's  also  trying  to 
restructure  $2.2  billion  in  debt 
the  company  can't  repay. 
Recently,  Euro  Disney  has 
been  unable  to  make  royalty 
payments  to  Walt  Disney  Co., 
which  owns  a  39%  stake. 

Lacroix  is  no  stranger  to 
adversity.  Before  joining  Euro 
Disney  last  spring,  he  ran 
Burger  King  International 
during  the  mad-cow-disease 
crisis.  Euro  Disney  investors 
may  not  get  a  joyeux  Noel,  but 
they  can  still  hope  for  a  bonne 
annte  in  2004.  -Carol  Matlack 
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HEALTH  CARE 

HOW  MUCH 
DO  I  HEAR  FOR 
THIS  NURSE? 

IMAGINE  HAVING  your 
employer  bid  for  your 
services.  To  ease  a  severe 
nursing  shortage,  a  number 
of  hospitals  are  taking  a  page 
from  eBay  and  Priceline.com. 

At  St.  Peter's  Hospital  in 
Albany,  N.Y.,  staff  nurses 
looking  for  extra  work  can 
log  onto  the  hospital's 
electronic  marketplace,  St. 
Peter's  Jobs  Online.  Nurses 
scan  the  available  shifts,  then 
post  the  hourly  wage  they 
would  be  willing  to  work  for. 
The  hospital  reviews  the 
bids,  taking  into 
consideration  each  nurse's 
skills  and  the  number  of 
hours  already  worked  that 
week.  The  nurses  usually 
hear  back  from  the  hospital 
within  24  hours.  Miami's 
Mercy  Hospital  and 
Pittsburgh's  Mercy  Hospital 
both  run  similar  programs 
based  on  the  software 
developed  by  St.  Peter's.  The 


COMPENSATION 

B-SCHOOL 
PROFS  BAG  THE 
MOST BUCKS 

THE  PRESIDENT  should  be  the 
best-paid  member  of  a 
university  staff,  right?  Not  at 
some  B-schools,  where  deans 
and  professors 
outearn  the  top 
dogs,  according  to 
The  Chronicle  of 
Higher  Education's 
annual  survey  of 
university 
compensation. 
Strategy  and 
management  guru 
Toby  Stuart  of  the 


PREMIUM  PAYCHECK 

Columbia's  Stuart 


hospital  is  hoping  to  license 
the  software  nationwide. 

For  staff  nurses,  the  system 
means  more  shifts  at  better 
pay.  Martha  Canizares,  a 
part-time  critical- care  nurse 
at  Miami's  Mercy  Hospital, 
gets  $30  an  hour  for 
regularly  scheduled  shifts. 
But  online,  "I  usually  bid  $40 
to  $45  an  hour,  and  I  usually 
get  what  I  bid,"  she  says. 

Hospital  administrators 
say  online  auctions  allow 


the  University  of  Chicago's 

business  school  is  the  highest- 
paid  professor  in  the  suivey, 
earning  $573,889  last  year. 
University  President  Don 
Randel  made  a  not-too- 
shabby  $474,938.  Despite  his 
pay  at  Chicago,  Stuart  recendy 
decamped  to  Columbia 
University's  B-school. 

Unlike  administrators,  star 
teachers  can  earn 
thousands  extra 
for  each  day 
spent  teaching 
executive  edu- 
cation courses. 
That  could  be 
enough  to  make 
academia  the  next 
hot  career  choice. 
-Jennifer  Merritt 


them  to  avoid  expensive 
temp  agencies,  whose  m 
are  often  unfamiliar  witl 
specific  hospital's 
procedures.  Last  year,  th 
auction  system  saved  St 
Peter's  $980,000  by  brin 
the  average  nursing  wag 
$37  an  hour.  That's  $7  a 
what  it  typically  pays  for 
regularly  scheduled  shift 
$17  less  than  what  an  agej 
charges.  That's  nothing 
sneeze  at.  -Brian 


16' 


The  amount,  in 
billions  of  dollars, 
that  collisions  with 
deer  cost  drivers 
and  insurance 
companies  in 
the  United  States 
each  year. 

Data:  Insurance  Institute  for  Highway  Safety 
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jhey're  where  you've  been, 
hey're  where  you  are. 
hey're  where  you're  going 


i 


'y  it's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  -  a  juggling  act  that  can  run  down  the  best  of  us. 
^  hat  is  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 

I'  dband  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
the  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
■nation,  log  on  to  www.t-mobile.com/hotspot. 


I 

table  at  over  3,500  locations  including: 

|     BORDERS,     kinkrvc 

HOOKS   MUSIC    MOVIES  CA)t  |\  III  l%\^        ^ 


Mobile  ■ 
HotSpst 


AmericanAirlines 
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Toyota  should  pay  as 
much  attention  to  the 
maintenance  of  their 
product  as  it  does  to  the 
quality  of  construction. 


-Douglas  R.  Morrison 
Abbotsford,  B.C. 
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TOYOTA'S  FANS  AND  FOES 
WEIGH  IN 

YOU  ASK:  "CAN  ANYTHING  stop  Toy- 
ota?" The  answer  is  yes:  They  stop  them- 
selves when  they  purposely  lose  return 
customers  (Cover  Story,  Nov.  17).  I  declare 
myself  the  first.  I  recently  bought  a  new 
2004  Toyota  Corolla.  I  have  contacted  the 
dealer  four  times  requesting  a  follow-up 
service  appointment  promised  during 
the  purchase.  Every  time  I  get:  "Some- 
body will  call  you  tomorrow."  Every  time, 
no  return  call. 

Toyota  can  update  all  the  business  lo- 
gistics, model  styles,  cost  measures,  and 
manufacturing-process  redesigns  they 
want,  but  when  they  forget  or  ignore  the 
customer,  they  halt  their  future  growth. 
That  Corolla  was  my  second  and  last  Toy- 
ota. Yes,  something  can  stop  them. 

-John  Sheehan 
Lawrenceville,  Ga. 

THE  ARTICLE  ON  Toyota  was  missing 
one  thing:  why  people  like  to  buy  its  cars. 
It's  Toyota's  reputation  for  reliability- 
plus  the  6-year/60,000  drive-train  war- 
ranty. I  assumed  U.S.  auto  manufacturers 
would  have  figured  this  out  by  now.  I 
purchased  a  Ford  Mustang  new  in  2000. 


Not  a  month  after  the  warranty  >e\ 
(at  41,000  miles),  a  valve  spring 
Repairs  cost  more  than  $2,200J 
rental-car  costs,  and  it  took  eight  d| 
fix.  Ford  Motor  Co.'s  response  wal 
out  of  warranty,  go  complain  to  tha; 
ing  dealer.  The  dealer  didn't  build  i 
When  I  buy  a  Toyota  or  another 
that  the  manufacturer  stands  behij 
will  be  too  bad  for  Ford. 

-Lindan  A. 
Phi 

AS  THE  OWNER  of  both  General  Mi 
Corp.  and  Toyota  vehicles,  I  can  tel 
that  once  you  have  owned  a  Toyota] 
are  likely  to  buy  one  again.  When 
Toyota,  they  respond.  When  I  call 
they  refuse  to  speak  to  me  unless  I 
letter  and  get  a  case  number. 

-Peter  Kotsina} 
Pleasanton, 

I  RECENTLY  PURCHASED  my  third  ' 
ota,  and  it  is  a  beautifully  running 
performing  car.  But  I'm  afraid  it 
my  last  unless  the  people  who  ser 
Toyotas  become  more  knowledge* 
about  their  product.  Three  times 
past  four  years  I  have  found  that  if  1 


PRESIDENT  &  PUBLISHER:  William  P.  Kupper  Jr. 

SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.  VP.  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  I  Fox 

VP,  ASSOCIATE  PUBLISHER,  U.S.  SALES  DIRECTOR:  Geoffrey  A  Dodge 

VP,  WORLDWIDE  CIRCULATION  DIRECTOR:  Thomas  Masterson 

VP,  CONTROLLER:  Kevin  P.  Pascale 

VP,  TECHNOLOGY:  Anoop  Snvastava 

VP,  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  Carvalho 

VP,  MARKETING:  Patricia  Crocker  France 


VPs,  SALES:  Beth  Larson(Midwesl  reg).  Robert  J.  Maund  (West  reg .),  Lou  Tl 

(Eastern  region) 

VP,  INTERNATIONAL/NORTH  AMERICA  SALES:  Rik  Gates 

VP,  INTERNATIONAL  ADVERTISING  DIRECTOR:  Paul  Maraviglia 

VP,  MANAGING  DIRECTOR-ASIA:  Alan  Lammin 

VP,  SALES  DEVELOPMENT:  Kimberly  L  Styler 

VP,  CONSUMER  MARKETING:  Joyce  Swingle 

VP.  BUSINESS  DEVELOPMENT:  Geoffrey  D.  Brodenck 

GENERAL  MANAGER.  BUSINESSWEEK  ONLINE:  Peggy  White 


The  McGraw-Hill  Companies 


BusinessWeek 

DECEMBER  8, 2003  (ISSN  0007-7135)  »** 


3861 


Published  weekly,  except  for  one  week  in  January  and  one  in  August  and 
an  additional  issue  the  first  week  of  April,  by  The  McGraw-Hill  Compa- 
nies. Inc.  FOUNDER:  James  H.  McGraw  (1860-1948) 
EXECUTIVE.  EDITORIAL,  CIRCULATION,  AND  ADVERTISING  OF- 
FICES: The  McGraw-Hill  Companies  Building,  1221  Avenue  of  the  Americas, 
New  York,  NY.  10020.  Telephone:  212-512-2000.  Telex:  Domestic  127039: 
Intl.  2360127039.  U.S.  subscription  rate:  1  year  $59.97;  2  years  $99.97;  3 
years  $119.97.  Canadian  subscription  rate  CDN  $94.95  per  year;  2  years 
CDN  $157.95.  3  years  CDN  $189.95.  Mexico  Subscription  1  year  U.S. 
$135.00.  Brazil  1  year  U.S. $150.00,  all  other  Latin  America  countries  1  year 
U.S.$170.00;  2  years  US$250.00.  Outside  of  U.S..  Canada  and  Latin  Amer- 
ica U.S.  $199.00  per  year.  Single  copies/back  issues.  $9.95.  Call  1-800- 
298-9867  or  email:  busweek@nrmsinc.com.  Subscriber  Services:  1-800- 
635-1200.  TDD:  1-800-5541579 


POSTMASTER:  Send  address  changes  to  BusinessWeek.  P.O.  Box  53235.  f 
der,  CO  80322-3235.  Periodicals  postage  paid  at  New  York,  NY.,  and  at  addil 
al  mailing  offices.  Canada  Post  Publication  Mail  Agreement  Number  400125T 
Registered  for  GST  as  The  McGraw-Hill  Companies,  Inc.  GST  #R123075| 
Copyright  2003  by  The  McGraw-Hill  Companies,  Inc.  All  rights  reserved. 
registered  in  U.S.  Patent  Office.  European  Circulation  Center.  McGrawI 
House.  Maidenhead,  Berks.  England.  Telephone:  01628-23431;  Telex:  848ff 
OFFICERS  OF  THE  McGRAW-HILL  COMPANIES.  INC.:  Harold  W. 
Graw  III.  Chairman.  President,  and  Chief  Executive  Officer:  Kennethl 
Vittor.  Executive  Vice  President  and  General  Counsel:  Robert  J.  Baha] 
Executive  Vice  President  and  Chief  Financial  Officer;  Frank  D.  Penglaj 
Senior  Vice  President.  Treasury  Operations. 
PHOTOCOPY  PERMISSION:  Where  necessary,  pennission  is  granted  by  j 
copyright  owner  for  those  registered  with  the  Copyright  Clearance  Cei 
(CCC),  222  Rosewood  Drive,  Danvers.  MA  01923.  to  photocopy  any  article  h 
in  for  the  flat  fee  of  $2.00  per  copy  of  each  article.  Send  payment  to  the  C 
Copying  for  other  than  personal  or  internal  reference  use  without  express  c 
mission  of  The  McGraw-Hill  Companies,  Inc.  is  prohibited.  Address  requests  | 
customized  bulk  reprints  to  BusinessWeek  Reprints.  1221  Avenue  of  the  A 
cas.  New  York.NY  10020  or  call  212-512-3148.  ISSN  0007-7135/00/S3.95 

PRINTED  IN  THE  U.SJ 


16  I  BusinessWeek  I  December  8,  2003 


Sender: 


DELGADO  GROUP 


Ours  isn't  the  only  name  on  the  box. 

To  the  Delgado  Group,  every  package  is  a  promise.  It  takes  more  than  foam 
peanuts  to  keep  them  from  being  broken.  That's  why  they  rely  on  FedEx 
International  Services  to  get  their  global  shipments  delivered  on  time, 
with  a  money-back  guarantee.  With  a  little  help  from  FedEx,  the  Delgado 
Group  has  received  letters  of  praise  from  over  213  countries.  Now  all  they 
need  is  a  little  help  translating  them. 


fedex.com 


Relax,  it's  FedEx. 


©  2003  FedEx.  See  fedex.com  for  terms  of  shfpping  and  money-back  guarantee. 


Readers  Reoort 


CORRECTIONS  &  CLARIFICATIONS 

The  credit  for  the  cover  photograph  for 
"Can  anything  stop  Toyota?"  (Nov.  17) 
should  have  gone  to  Peter  Rodger,  not  John 
Hryniuk/Polaris.  Hryniuk  should  have 
received  credit  for  the  Table  of  Contents 
photograph. 

"A  Christmas  bonanza  for  Concord?" 
(Inside  Wall  Street,  Dec.  1)  erred  in  stating 
that  Roth  Capital  Partners  owns  shares  in 
and  has  done  banking  for  Concord  Camera. 
It  does  not  own  shares  nor  did  it  do 
banking.  A  confusing  disclosure  note  in 
an  analyst's  report  led  to  the  error. 


is  a  serious  problem— a  very  rare  occur- 
rence, indeed— the  mechanics  at  Toyota 
dealers,  who  are  supposed  to  be  factory- 
trained,  are  at  a  loss. 

Toyota  should  pay  as  much  attention  to 
the  maintenance  of  their  product  as  it 
does  to  the  quality  of  construction. 

-Douglas  R.  Morrison 
Abbotsford,  B.C. 

YOUR  ISSUE  CONTAINED  two  separate 
but  related  topics  that,  when  juxtaposed, 
unwittingly  expose  the  current  malaise 
dogging  innovation:  the  risk  of  failure. 

This  is  vividly  pointed  out  in  the  cover 
story  on  Toyota  when  the  writers  note 
that  "Toyota  doesn't  always  get  it  right." 
Three  cheers  for  Toyota!  We  need  more 
enterprises  that  are  willing  to  take  the 
risk  that  they  won't  get  it  right.  Learning 
isn't  a  straight  path:  Mistakes  and  fail- 
ures are  necessary  if  true  learning  (inno- 
vation) is  to  take  place.  This  point  should 
be  kept  in  mind  when  reading  the  article 
and  "The  innovation  imperative"  (Edito- 
rials, Nov.  17). 

-Philip  E.  Howe 
Lehigh  Valley,  Pa. 

INNOVATION:  DON'T  IGNORE 
WHAT  WE'VE  ALREADY  LEARNED 

SAMUEL  J.  PALMISANO  ("How  the  U.S. 
can  keep  its  innovation  edge,"  Economic 
Viewpoint,  Nov.  17)  mentions  his  work  to 
develop  a  National  Innovation  Initiative, 
with  his  co-chair  G.  Wayne  Clough.  It  is 
important  that  this  work  reflect  on  the 
Domestic  Policy  Review  of  Innovation 
sponsored  by  the  Carter  White  House  and 
involving  many  industry  leaders. 

The  first  public  presentation  of  selected 
recommendations  from  this  White  Paper 
was  made  to  members  of  the  Product  De- 
velopment &  Management  Assn.  at  its 
Third  International  Conference  in  Octo- 
ber, 1979,  in  Washington,  D.C.,  a  meeting 
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I  chaired.  Among  the  recommendations 
were  suggestions  for  improvements  to  the 
patent  process,  rapid  translation  of  scien- 
tific information  originally  published  in 
other  languages,  and  other  points.  Many 
wished  that  the  recommendations  had 
been  more  ambitious,  but  there  are  les- 
sons to  be  learned  from  the  scope  and  de- 
velopment of  this  earlier  investigation. 

The  PDMA  community  recognizes  that 
"there  are  times,  places,  and  conditions 
under  which  innovation  flourishes"  and 
that  much  of  this  can  be  managed 
through  sharing  insights.  But  it  is  impor- 
tant to  build  on  the  knowledge  that  is  al- 
ready obtained. 

-Thomas  P.  Hustad 

Kelley  School  of  Business 

Indiana  University 

Bloomington,  Ind. 

HEALTH-CARE  RATIONING 
ISN'T  THE  SAME  AS  TRIAGE 

RE  "GETTING  RATIONAL  about  ra- 
tioning" (SciTech,  Nov.  17):  The  problem 
with  rationing  arises  from  equating  ra- 
tioning with  triage— maximizing  the 
number  of  lives  saved  with  the  resources 


that  are  available.  The  goal  of  ran 
should  be  to  provide  equality:  Yot| 
provide  a  therapy  to  anyone  unle 
can  afford,  in  the  long  term,  to 
the  same  therapy  to  everyone  whol 
it.  If  a  therapy  cannot  be  proviq 
everyone  who  needs  it,  then  it  shot 
be  made  available  to  anyone,  no 
how  much  money  they  have.  This 
the  ethical  dilemma  of  deciding  wh] 
and  does  not  qualify  for  a  particul| 
pensive  therapy  and  avoids  setting , 
on  any  individual  human  life. 

-Lance  KaczoA 
Fort  Wayn\ 

HOW  SPAM  SHIFTS  COSTS 
FROM  SENDER  TO  RECIPIENT 

THOSE  WHO  FOCUS  on  the  content! 
mail  spam  and  telemarketing  calls  I 
the  point  ("Will  the  right  to  pesterl 
up?"  Legal  Affairs,  Nov.  10):  For  adv| 
ing,  the  real  issue  is  cost-shifting, 
faxes  are  illegal  because  a  significant 
is  shifted  to  the  recipient  withouj 
course.  Junk  phone  calls  and  junk  e{ 
also  shift  significant  cost  from  adver 
to  recipient— the  opportunity  cost 


rtflflBH 


How  come  your  departments  only 
communicate  with  each  other 
during  the  coffee  break? 

www.bt.com/globalservices 


i  phone  line  and  the  lime  cost  to 
r  the  call. 

inessWeek  Online  writer  Jane  Black 

I  Bright  mail  as  saying  that  junk  e- 

i  iccounted  for  54%  of  all  e-mail  in 

•  nber,   2003   ("Needed:   A   beefier 

1  3AM   bill,"    BusinessWeek   Online, 

;)).  This  means  that  the  cost  of  oper- 

the  e-mail  infrastructure  is  half 

as  much  as  it  would  be  if  there  were 

am.  The  overwhelming  majority  of 

cost  is  borne  by  recipients,  not 

rs,  of  junk  e-mail.  The  real  issue  is 

eedom  of  speech  but  who  shall  pay 

vertisers'  speech.  It  should  always  be 

Ivertiser,  not  the  recipient. 

-Robert  L.  Brown 
Atlanta 


REFINANCING 

MEAN  A  LOT  FEWER  JOBS 

4  GOODBYE  to  refi  madness"  (News: 
/sis  &  Commentary,  Nov.  10)  in- 
!S  the  mention  of  a  possible  drag  on 
oyment  of  100,000  or  150,000  jobs 
nonth  brought  on  by  an  expected 
enJ  1  billion  year-over-year  drop  in  mort- 
°f    refinancing  and  other  forms  of 


housing-equity  withdrawal.  Studies  I 
have  carried  out  on  the  employment  im- 
pact due  to  changes  in  demand  indicate 

that  tin'  loss  will  be  even  higher. 

I  first  accepted  that  the  expected  drop  of 
$300  billion  would  lead  to  a  $150  billion 
decline  in  consumption.  Using  multipliers 
from  papers  I  presented  at  the  12th  and 
13th  Federal  Forecaster  Conferences,  I  de- 
termined that  12%  of  consumption  goes 
for  imports  and  has  no  impact  on  domes- 
tic employment.  The  spending  of  the  re- 
mainder leads  to  receipt  of  wages  that  will 
be  spent  and  adds  a  further  30%  to  con- 
sumption. Finally,  I  determined  that  every 
$1  million  of  consumption  generates  13.6 
jobs.  In  summary,  the  drop  of  $300  billion 
in  refinancing  causes  a  $171.6  billion  de- 
cline in  consumption,  which  translates 
into  a  loss  of  2.3  million  jobs  or  [closer  to] 
200,000  per  month. 

-Art  Andreassen 
Columbia,  Md. 

THE  WORRIES  OF 

A  DOODLE  DOG  OWNER 

I  READ  WITH  GREAT  dismay  Stephen 
Baker's  "It's  easy  to  tell— and  show— on 


today's  cell  phones"  (Tech  Buying  Guide, 
Nov.  10),  which  leads  with  the  Statement: 
"Heard  of  a  l.abradoodleV"  As  one  of 
these  "fanatic"  Doodle  owners  (mine  was 
bred  in  Australia),  I  wish  to  point  out  that 
it's  pinheads  like  Baker  who  create  runs 
on  the  current  "it"  dogs.  Why,  already  the 
popularity  of  this  special  breed  has  found 
its  way  to  Hollywood!  Now  amateur 
breeders  in  the  U.S.  will  dilute  the  breed 
of  these  perfect  creatures  with  unworthy, 
merely  mortal,  wannabe  dogs  with  inbred 
faults.  I  am,  therefore,  forced  to  urge  Mr. 
Baker  to  admit  that  he  made  up  this 
breed,  that  they  don't  really  exist,  or  place 
a  curse  on  his  and  the  editorial  staffs 
baseball  team  (hence  the  "Doodle" 
curse).  Have  a  nice  day. 

-Jeffrey  L.  Lenow 
Medford,  N.J. 
Editor's  note:  They  do  exist,  and  we  re- 
gret receiving  the  Doodle  curse.  Our  soft- 
ball  team  was  12-6  this  year. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 

SUBSCRIBER  SERVICES 

Web  site  for  address  changes,  renewals,  invoice  payments, 

and  account  status:  http://businessweek.com/service.htm 

(click  "Manage  Your  Account")  For  individual  subscriptions, 

corporate  subscriptions,  and  other  inquiries. 

Phone:  (800)  635-1200  Fax:  (641)  842-6101 

E-mail:  bwcustomerservice@neodata.com 

Latin  America 

Phone:  Int  +44  1444  475  649;  Fax:  Int  +44 1444  445  506 

E-mail:  businessweek.subs@qss-uk.com 

Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 

Web  site:  www.resourcecenter.businessweek.com 

E-mail:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 

Phone:  (212)  512-3148  Fax:  (212)  512-2337 

E-mail:  reprints@busmessweek.com 

Web  site:  reprmts.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use: 

$1.50  per  copy  for  classroom  use) 

Copyright  Clearance  Center  (www.copyright.com) 

Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 

E-mail:  permissions@businessweek.com 


BusinessWeek  online 


www.businessweek.com 

The  lull  text  ol  BusinessWeek,  the  BusinessWeek  Daily  Briefing, 
and  access  to  BusinessWeek  archives  starting  in  1991  are 
available  on  the  World  Wide  Web  at:  www.businessweek.com 
and  on  America  Online  at  Keyword:  BW 


December  8,  2003  I  BusinessWeek    19 


Books 


The  Year's  Best  Business  Book 


The  image  of  a  light  bulb  switching  on 
over  someone's  head  is  synonymous  with 
a  good  thing.  But  these  days,  a  smart 
idea  could  mean  the  birth  of  a  disruptive 
technology— and  possibly  the  end  of  your 
job.  Whether  for  good  or  ill,  ideas  and 
innovation  are  key  themes  in  most  of  the 
top  10  business  books  of  2003  as  selected 
by  BusinessWeek  reviewers. 

In  his  1997  The  Innovators  Dilemma,  Clayton  M. 
Christensen  described  how  innovation  in  the  hands  of  an 
upstart  can  roil  an  entire  industry  and  doom  venerable 
companies.  Now,  however,  Christensen  and  Michael  E. 
Raynor  of  Deloitte  Consulting  have  penned  a  defensive 
strategy  for  the  Establishment.  The  Innovator's  Solution: 
Creating  and  Sustaining  Successful  Growth  (Harvard  Business 
School)  makes  a  case  that  the  big  guys  can  defy  the  odds 
provided  they  offer  disruptive  new  products  of  their  own.  This 
is  less  a  how-to  book  than  a 
how-to -think  book,  noted 
reviewer  Robert  D.  Hof:  The 
authors  offer  approaches  for 
treating  innovations  in  a  new 
way— transforming  ideas  or 
technologies  into  products 
that  completely  change  the 
game,  capturing  customers, 
and  yielding  higher  growth. 
"Its  clear-eyed  advice  comes 
at  just  the  right  moment  for 
an  economy  still  struggling  to 
recover,"  Hof  observed. 

Was  there  ever  a  more 
disruptive  innovator  than 
Henry  Ford?  Douglas 
Brinkley's  Wheels  for  the 
World:  Henry  Ford,  His  Company, 
and  a  Century  of  Progress 
(Viking)  offers  "a 
comprehensive  and  briskly 
paced  account  of  the  man,  the 
mach  ties,  and  the  company 
that  dramatically  influenced 
the  course  of  20th  century 
America,'  reflected  Detroit 
Bureau  Chief  Kathleen 
Kerwin.  Brinkley,  author  of 
many  biographies  and  editor 
of  American  History 
magazine,  devotes  roughly 


500  of  this  books  858  pages  to  the  company's  contradtoi* 
patriarch— the  pacifist  who  waged  war  on  unions,  the  arj- 
Semite  who  treated  African  American  workers  better  thn  c 
many  other  employers.  The  volume  also  chronicles  Herf  i 
Ford  II's  efforts  to  revive  the  carmaker  from  its  mid-cerir 
doldrums  and  describes  such  automotive  successes  andirj 
as  the  Thunderbird,  the  Mustang,  and  the  Edsel.  Talks  ^ 
contemporary  players,  including  current  Ford  Motor  CdEl 
William  C.  Ford  Jr.,  enliven  the  later  chapters. 

Another  pioneer  of  capitalism  is  profiled  in  The  Maver  k< 
His  Machine:  Thomas  Watson,  Sr.,  and  the  Making  of  IBM  (Wiy 
by  USA  Today  reporter  Kevin  Maney  The  author  is  the  f  jit 
gain  access  to  the  voluminous  Watson  papers  in  IBM's 
archives.  Using  these,  said  reviewer  Spencer  E.  Ante,  Map 
has  crafted  "a  timely  and  authoritative  biography"  of  thJ 
industrialist  who  transformed  a  nearly  bankrupt  seller  oj 
scales  and  time  clocks,  Computing-Tabulating-Recordinj' 
into  an  institution  that  changed  the  world.  Key  to  IBM's 
success  was  its  creation  and  acquisition  of  patents  on 
tabulating  systems.  However,  Maney  argues  that  Watson 
greatest  achievement  was  discovering  the  power  of  corp< 
culture— a  culture,  in  this  case,  that  motivated  employe* 
inspired  lifelong  loyalty.  The  Maverick  and  His  Machine 
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Our  Top  10* 

1 

THE  COMPANY  A  Short  History  of  a  Revolutionary 
Idea  by  John  Micklethwait  and  Adrian  Wooldridge 

THE  MAVERICK  AND  HIS  MACHINE  Thomas 
Watson,  Sr,  and  the  Making  of  IBM  by  Kevin  Maney 

GREAT  FORTUNE  The  Epic  of  Rockefeller  Center  by 
Daniel  Okrent 

THE  NEW  FINANCIAL  ORDER  Risk  in  the  21st 
Century  by  Robert  J.  Shiller 

IN  AN  UNCERTAIN  WORLD  Tough  Choices  from 
Wall  Street  to  Washington  by  Robert  E.  Rubin  and 
Jacob  Weisberg 

THE  SMARTEST  GUYS  IN  THE  ROOM  7/ie  Amazing 
Rise  and  Scandalous  Fall  of  Enron  by  Bethany  McLean 
and  Peter  Elkind 

IN  THE  COMPANY  OF  OWNERS  The  Truth  About'Stock' 
Options  (and  Why  Every  Employee  Should  Have  Them) 
by  Joseph  Blasi,  Douglas  Kruse,  and  Aaron  Bernstein 

THE  TWO-INCOME  TRAP  Why  Middle-Class  Mothen 
and  Fathers  Are  Going  Broke  by  Elizabeth  Warren  and 
Amelia  Warren  Tyagi 

THE  INNOVATOR'S  SOLUTION  Creating  and 
Sustaining  Successful  Growth  by  Clayton  M. 
Christensen  and  Michael  E.  Raynor 


WHEELS  FOR  THE  WORLD  Henry  Ford, 
His  Company,  and  a  Century  of  Progress  by 
Douglas  Brinkley 
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Higher  calling. 

The  Samsung  i600  Smartphone 
with  Windows  Mobile™  software. 


i500 
DA  Phone 


16OO  i700 

Smartphone       Pocket  PC  Phone 


POWI  mi  D 


Windows®  functionality  in  a  small,  compact  phone. 

That's  DigitAII  ingenuity. 

The  new  Samsung  i600  is  a  smart  and  small  flip  phone  with  pocket 
versions  of  Microsoft  Outlook,"  Internet  Explorer;  Windows  Media- 
Player  and  MSNT  Messenger.  It's  a  phone.  Its  an  organizer.  Itfe  the  one 
tool  to  keep  you  in  touch.  Manage  your  tasks,  check  your  calendar 
and  surf  the  Internet.  Send  and  receive  text  messages.  Even  sync  it 
all  with  your  computer.  And  do  it  in  65,000  vibrant  colors.  And  like 
our  whole  line  of  Windows  Mobile"  and  Palm  OS*-based  phones. 
it  has  a  much  higher  purpose  than  just  making  calls. 


r  more  information  visit  www.samsungusa.com/wireless 

>  >no3  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  In  a  row.  according  to  Brand  Keys,  a  leading 

Ity  on  brand  loyalty  ©2003  Samsung  Telecommunications  America  Samsung  and  Samsung  Digitall  Everyone's  Invited  are 

itemd  trademarks  ol  Samsung  Electronics  An  ,i  its  related  entitles  The  Palm  Powered  logo  and  Palm  OS  are  registered  trademarks 

sJmSource.  Inc.,  a  subsidiary  of  PlkTI   In    Microsoft,  the  Windows  logo.  Outlook.  Internet  Explorer,  MSN  Messenger.  Windows  Media  Player 

Windows  Mobile  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


<T 


XrUMlVAr-fc***  ■*!**»< 


Your  potential.  Our 


gp 


:rTl?.M UliH*  M44J  TJ-iiitllFir 


a  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use  as  a  pad  and  pen. 

It's  a  Tablet  PC.  Now  you  can  type  in  a  note  or  write  it  down  right  on  the  screen,  then 

fire  it  off,  across  the  room,  across  the  world.  Plus  it  runs  the  full  range  of  Windows  XP 

compatible  applications,  including  the  new  Microsoft  Office  System,  so  they  can  be  at 

your  command  wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 
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lis  the  rise  of  Thomas  Watson  Jr., 
il  [BM  to  create  the  powerful  702 

iter. 

buirky  Victorian  invention  that 
aI  the  world"  is  the  subject  of  The 
ny:  A  Short  History  of  a  Revolutionary 

dodern  Library)  by  John 

■thwait  and  Adrian  Wooldridge, 
(The  Economist.  The  authors  trace 

mergence  of  this  institution  from 
sors  in  ancient  Greece  and  Rome, 

r,h  Britain's  essential  Joint  Stock 

anies  Act  of  1862,  and  on  to 

s  multinational  behemoths.  They 
|ler  speculative  stock  busts  in  early 

entury  Europe,  America's  Robber 
era,  the  rise  of 

lization  Man,  and 

Inc.  They  describe 

rom  centuries  back, 

is  Knglish  jurist  Sir 

rd  Coke,  who  in  1612 

lained  that 
•radons  "have  no 

f  And  they  cover  all 

;rritory  in  little  more 

200  pages  of  often- 

irous  prose.  "If  The 

mny  has  a 

coming,  it  is  that  it  is 

tort,"  said  reviewer  Michael  Arndt. 

.niel  Okrent's  Great  Fortune:  The  Epic 

:kefeller  Center  (Viking)  considers  a 

alist  success  story  from  the  darkest 

of  the  Great  Depression.  The  15- 
ing  complex  in  the  heart  of 
nattan  was  the  pet  project  of  John 
ickefeller  Jr.,  the  mild-mannered 
)f  the  creator  of  Standard  Oil. 
illy,  it  seemed  a  folly:  It  was 
shed  on  the  eve  of  the  1929  stock 
cet  crash  and  was  at  first  derided  by 
itectural  critics.  However,  by  1939 
uutiallv  completed  development 
won  wide  acclaim  and  become  New 
's  biggest  tourist  attraction.  It  also 
ed  a  business  triumph,  as  its  1989 
for  $846  million  attested.  Okrent's 
me  is  peopled  with  many 
Dating  personalities,  and  even 
liar  parts  of  the  tale  are  rendered 

precision  and  style.  "As  narrative 
>ry.  Great  Fortune  is  compelling," 
•hided  reviewer  Anthony  Bianco. 
Drporate  skulduggery  is  the  subject 
ie  Smartest  Guys  in  the  Room:  The 
izing  Rise  and  Scandalous  Fall  of  Enron 
tfolio)  by  Bethany  McLean  and 
•r  Klkind,  both  of  Fortune.  Drawing 

n  hundreds  of  interviews  and  details 
ii  personal  calendars]  performance 

ews,  e-mails,  and  other  documents, 
authors  liken  Knron  Corp.'s 
icious  traders  to  "a  powerful  high 


When  stock 

options 

are  widely 

distributed, 

productivity 

rises 


school  clique  that  terrorizes  even  the 
principal."  But  McLean  and  Klkind 
make  it  clear  that  CEO  Jeffrey  K.  Skilling 
and  Chairman  Kenneth  L  Lay  are 
hardly  exempt  from  blame.  Of  particular 
note  are  the  authors'  explanations  of 
finron's  accounting  sleights  of  hand, 
including  the  "prepays"  that  obscured 
the  company's  true  cash  flow  and  the 
"special  purpose  entities"  used  to  mask 
its  deteriorating  finances.  It's  "the  best 
book  about  the  Enron  debacle  to  date," 
found  reviewer  Wendy  Zellner. 

The  boom  years  were  far  from  all  bad, 
though.  Among  positive  developments 
was  the  extension  of  stock  options  to  a 
broader  pool  of  workers, 
say  authors  Joseph  Blasi, 
Douglas  Kruse,  and 
Aaron  Bernstein,  a 
BusinessWeek  senior 
writer.  In  The  Company  of 
Owners:  The  Truth  About 
Stock  Options  (and  Why 
Every  Employee  Should 
Have  Them)  (Basic  Books) 
argues  that  executive 
option  packages  are 
bloated  and  that  "there's 
little  proof  that 
companies  perform  better  as  a  result." 
On  the  other  hand,  they  say,  when  stock 
options  are  widely  distributed,  a 
company's  productivity  rises  on  average 
by  four  percentage  points,  and  total 
shareholder  returns  go  up  by  two 
percentage  points.  The  authors  base 
these  assertions  on  their  own  in-depth 
research  of  practices  in  Silicon  Valley 
and  on  evidence  from  numerous 
economic  studies  done  on  the  subject 
over  the  past  two  decades. 

In  an  Uncertain  World:  Tough  Choices 
from  Wall  Street  to  Washington  (Random 
House)  recounts  the  life  of  former 
Treasury  Secretary  Robert  Rubin,  from 
his  New  York  childhood  through  Ivy 
League  schooling,  years  at  Goldman, 
Sachs  &  Co.,  and  tenure  in  Washington. 
The  volume  considers  a  number  of 
highly  topical  issues— notably  the 
management  of  global  economic  crises 
and  of  ballooning  federal  budget  deficits. 
Rubin  and  co-author  Jacob  Weisberg  tell 
how  freshly  elected  President  Bill 
Clinton  inherited  "an  unsound  and 
worsening  fiscal  situation."  The 
challenge  was  how  to  halve  the 
government  deficit,  as  Clinton  had 
pledged,  while  implementing  numerous 
costly  programs.  The  authors  describe 
the  policy  discussions  that  made  a 
priority  of  deficit  reduction,  which  bad 
the  effect  of  lowering  interest  rates— a 
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The  unbiased  approach  we  take 
to  rate  stocks  is  quite  complex. 
But  understanding  our  ratings 
is  as  easy  as  A,  B,  C,  D,  F. 


Receive  THREE  FREE  Schwab  Equity  Ratings. 


SCHWAB  EQUITY  RATINGS 


RATING  12 -MONTH  RETURN  OUTLOOK 

{ff  Strongly  outperform 

{•}  Outperform 

fff  Market  perform 

%y  Underperform 

f^  Strongly  underperform 
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Use  Schwab  Equity  Ratings"  for  a  better  way  to  get  clear, 
objective  stock  ratings. 

At  Charles  Schwab,  wc  understand  that  investors  want  stock  ratings 

they  can  trust.  That's  why  we  created  an  equity  rating  approach  that's 

objective  and  easy  to  understand.  We  give  straightforward,  A-through-F 

ratings  based  on  our  diverse  set  of  criteria  to  help  you  decide  which 

stocks  to  buy  and  sell.  What's  more, 

we  rate  the  stocks  of  over  3,000 

U.S. -headquartered  companies  — 

more  than  any  other  major  brokerage 

firm.  And  of  course,  our  ratings  are 

unbiased  and  based  on  facts.  So  if 

you're  looking  for  a  way  to  help  you 

find  quality  stocks,  we  may  have 

exactly  what  you're  looking  for  — 

right  down  to  the  letter. 

TO  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS 

FOR  THREE  STOCKS  OF  YOUR  CHOICE, 

CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 
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Generally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access 
to  Schwab  Equity  Ratings  may  be  contingent  on  the  payment  of  a  service  fee  or  the  amount 
of  assets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally 
updated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news 
before  investing.  Schwab  Equity  Ratings  and  the  general  guidance  do  not  represent  a 
personalized  recommendation  of  a  particular  stock  or  stocks  to  you;  they  do  not  take  into 
account  your  individual  circumstances,  financial  situation  or  needs.  Stocks  can  be  volatile 
and  entail  risk,  and  individual  stocks  may  not  be  suitable  for  you.  ©2003  Charles  Schwab 
&  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-12417).  ADS26077FUL. 
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combination  that  was  key  to  "thel 
sustained,  robust  recovery  of  the  <J(1 
says  Rubin.  The  book  also  weighsi 
current  developments,  including 
President  Bush's  tax  cuts  and  the  ; 
projected  10-year  deficit  of  $5.5  trjiq 
Is  the  middle  class  imperiled?  Infed 
Two-Income  Trap:  Why  Middle-Class  Ml 
and  Fathers  Are  Going  Broke  (Basic  Boll 
Harvard  Law  School  professor  Elizf 
Warren  and  former  McKinsey  &  Co 
sultant  Amelia  Warren  Tyagi  obsenl 
personal  bankruptcies  are  hitting  im 
highs— 1.5  million  people  this  year-fci 
that  90%  of  those  who  now  file  qualto 
middle  class. 
What's  going  | 
too  much  sho 
ping?  No,  say 
duo:  The  cul 
gOOQ  the  decline  of 

education,  wh| 
has  raised  the 
of  housing  in  \ 
school  district 
prompting  pat 
to  overstretch 
mortgages. 
Reviewer  Mich 
Conlin  called  t 
volume  "a  grenade  of  a  book  exquisit 
lobbed  at  the  overconsumption  theor 
Finally,  Yale  University  economis 
Robert  J.  Shiller  offers  a  blueprint  to 
remedy  a  range  of  potential  econom 
ills.  The  New  Financial  Order:  Risk  in  th 
21st  Century  (Princeton)  proposes 
nothing  less  than  "a  redesign  of  the 
world  financial  system,1'  found  revie 
Peter  Coy.  The  book  suggests  that  pe 
today  have  no  defense  against  some 
the  biggest  dangers  they  face:  One 
might,  for  example,  choose  a  profess 
that  is  made  obsolete  by  technologic 
change.  Needed,  says  Shiller,  are  new 
risk-sharing  mechanisms  that  will  sa 
people  from  "gratuitous,  random,  an 
painful  inequality"  while  giving  then 
the  confidence  to  take  chances  that 
could  benefit  society.  Among  his 
solutions  is  "livelihood  insurance,"  o: 
policies  that  pay  off  if  a  bet  on  a 
pioneering  career  fails  to  work  out.  A 
countries  might  strike  risk-sharing  pa 
under  which  nations  that  fare  better 
than  expected  pay  those  that  do  worst 
Bold  ideas,  to  be  sure— and  maybe  jus 
the  thing  to  stimulate  that  gray  mattei 
during  the  New  Year.  II 

-Compiled  by  Hardy  Gre 
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Our  metals  help  acnteve  remarkable  results  Palladium  is  a  critical  component  in  moloi  vehicle  catalytic  converters 
that  help  clean  the  air  we  Oreatne  From  our  strong  foundation  in  Russia  to  our  operations  m  the  UK  and  tne  US. 
Norilsk  Nickel  is  driven  to  achieve  glottal  leadership 


Our  metals  help  achieve  remarkable  results.  Palladium  is  a  critical  component  in  motor  vehicle  catalytic  converters 
that  help  clean  the  air  we  breathe  From  our  strong  foundation  in  Russia  to  our  operations  in  the  UK  and  the  US, 
Norilsk  Nickel  is  driven  to  achieve  global  leadership. 


NORILSK   NICKEL 

A  Global  Leader  in  Metals  Mining 

www  norilsknickel  ru 
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•Optional  Vehicle  shown  with  optional  equipment.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat.  obgaT traffic  laws 
and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398)  or  visit  us  at  lexus.com.  ©2003  Lexus. 


Sometimes,  it's  just  a  matter  of  opening  your  eyes.  Look  beyond  the  sleek,  graceiu 
lines  of  the  RX  330,  (or  example,  and  you'll  quickly  discover  that  it  possesses  some 
refreshingly  uncommon  thinking.  Like  a  lighting  system*  that  enables  your  headlights 
to  pivot  when  you  steer  into  a  turn,  illuminating  more  of  the  road  ahead.  A  power  rear 
door*  that  opens  and  closes  with  the  touch  of  a  button  on  your  key  remote.  And  an 
interior  crafted  with  the  kind  of  amenities  and  level  of  comfort  that  make  even  a  trip 
around  the  block  a  pleasure.  Beauty  runs  more  than  skin  deep  in  the  RX  330.  Makinc 
it  yet  another  eloquent  expression  of  our  pursuit  of  perfection.  THE   RX  3  30 
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Palm's  Creativity  vs. 
Windows'  Compatibilii 


The  Tapwave  zodiac  sure  doesn't  look  like  a  descendent  of  the  PalmPilot.| 
was  designed  from  the  ground  up  as  a  handheld  game  console,  with  a  bi$ 
horizontal  screen  and  a  miniature  thumb -operated  joystick.  It  is,  howeve| 
the  most  extreme  example  of  the  growing  diversity  of  products,  ranging 
from  navigation  systems  to  rugged  laptop  replacements  for 


schools,  that  are  based  on  Palm  software. 

While  Palms  are  evolving  into  new  and 
intriguing  shapes,  handhelds  using  rival 
Microsoft's  Pocket  PC  software  seem  stuck 
in  a  rut.  There  are  dozens  of  strikingly 
similar  Pocket  PCs  that  basically  come  in 
two  flavors:  those  that  double  as  phones  and 
those  that  don't.  The  result  is  that 
consumers  looking  for  the  most  innovative 
products  are  going  to  find  a  lot  more  to 
choose  from  in  the  world  of  Palms.  For 
example,  the  first  Pocket  PCs  with  built-in 
keyboards  are  just  starting  to  appear— two  years  later  than  in 
Palm-based  products. 

These  differences  reflect  divergent  strategies  on  the  part 
of  Microsoft  and  PalmSource,  the  newly  created  software 
arm  of  the  former  Palm.  PalmSource  wants  to  spread  its 
software  widely  while  limiting  direct  competition  among 
licensees.  So  palmOne  (the  product  of  the  merger  of  Palm's 
hardware  unit  with  Handspring)  is  aimed  at  the  core 
organizer  market,  with  its  businesslike  Tungstens, 
consumer-oriented  Zires,  and  the  Treo  600  phone.  Sony,  a 
part  owner  of  PalmSource,  offers  a  Clie  model  that  looks  like 
a  tiny  laptop.  AlphaSmart's  Dana  includes  a  full-size 
keyboard  and  word-processing  software  for  schools,  while 
Garmin  sells  a  unit  with  an  integrated  global-positioning- 
system  receiver  and  built-in  mapping  for  use  with  the 
address  book  and  calendar. 

THERE'S  A  DOWNSIDE  to  all  this  creativity  in  Palmland.  A 
game  created  for  the  zodiac  won't  run  on  any  other  product, 
in  part  because  Tapwave  uses  a  unique,  PC-like  video  adapter 
to  get  maximum  performance  in  action  games.  Garmin 
modified  the  operating  system  itself,  a  step  Microsoft  would 
never  allow,  to  get  better  GPS  performance.  "It's  slightly 
chaotic  in  the  short  run,"  says  PalmSource  CEO  David  Nagel. 
But,  he  adds,  everyone  benefits  when  individual  licensees' 
improvements  are  rolled  into  the  next  version  of  the 
PalmSource  software. 

Microsoft's  goal  is  uniformity.  One  secret  of  the  company's 
success  has  been  making  sure  that,  on  PCs,  Windows  was 
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Windows— wherever  you  found  it.  Throu 
the  requirements  it  imposed  on  products 
wanted  to  carry  the  Windows  logo,  Micro; 
created  a  standard  environment  in  which 
odds  were  very  good  that  any  piece  of 
Windows  software,  whether  from  Microsc 
or  a  third  party,  would  run  on  any  Windo\ 
computer.  To  ensure  similar  uniformity 
among  Pocket  PCs,  Microsoft  has  impose 
strict  controls  on  their  design,  from  the 
processors  used  to  the  size  and  shape  of  th 
display.  One  benefit  is.cheap, 
commoditized  hardware— Pock 
PCs  such  as  the  $229  Dell  Axim 
X3,  can  be  great  values. 

This  approach  is  spot-on  for 
Microsoft's  most  important 
customers:  corporate  technolo^ 
managers.  Although  most 
handhelds  are  still  bought  by 
individuals,  Microsoft  looks 
forward  to  big  enterprises 
purchasing  thousands  of  units. 
That's  when  corporations  will 
build  applications  that  work  on 
all  Pocket  PC  devices,  no  matter  what  brand.  "Palm  has 
created  some  fragmentation  of  their  platform  for  developers 
says  Andy  Haon,  Microsoft's  group  product  manager  for 
mobile  devices.  "It's  very  important  for  us  to  maintain 
compatibility." 

Compatibility  is  a  good  thing,  but  it  can  come  at  the  price 
of  dull  conformity.  Microsoft's  strategy  makes  a  lot  of 
business  sense,  but  I  hope  that,  for  the  sake  of  consumer 
choice,  PalmSource  and  its  licensees  can  keep  the 
experiments  coming.  ■ 


E-mail:  steve_wildstrom@businessweek.cor 
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You  can  travel  a  few  miles  or  a  few  time 
zones  and  still  be  connected  with  only  one 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


The  Folly  of  Slapping 
Quotas  on  China 


America's  trade  deficit  with  China  is  emerging  as  an  issue  in  the 
Presidential  campaign.  The  Bush  Administration  has  slapped  unilateral 
quotas  on  imports  of  Chinese  textile  products,  with  the  threat  of  more  to 
come  in  other  sectors.  Congress  is  buzzing  with  lobbying  efforts  and 
legislative  initiatives  to  address  the  specters  of  unfair  trading  practices  ai 


currency  manipulation  attributed  to  China.  And  China  has 
become  the  target  for  half  of  all  of  the  antidumping  cases 
brought  by  U.S.  companies.  Protectionist  sentiment  is  not 
surprising  in  an  election  year  featuring  a  jobless  economic 
recovery  and  close  votes  in  swing  states  with  large  labor 
constituencies.  But  there  is  no  economic  justification  for 
protectionism.  Even  protectionist  rhetoric  risks  destabilizing 
the  global  capital  flows  on  which  the  U.S.  expansion  depends. 
China  does  indeed  have  a  huge  and  ballooning  trade  surplus 
with  the  U.S.,  but  it  runs  sizable  deficits  with  other  countries, 
and  its  overall  trade  surplus  is  small  and  shrinking.  More 
important,  China  has  flung  open  its  doors  to  foreign  direct 
investment.  Last  year  it  was  the  second-largest  target  for  such 
flows.  And  the  International  Monetary  Fund  recently  said 
there  is  no  evidence  that  the  Chinese  currency  is  substantially 
undervalued.  Indeed,  if  the  currency  were  floated,  it  might 
well  decline  as  Chinese  convert  their  domestic  currency 
holdings  into  dollars. 

CHINA  IS  A  DAUNTING  export  machine.  Its  exports  grew 
eightfold  between  1990  and  2003.  It  is  a  source  of  both  labor- 
intensive  traditional  products  like  textiles,  toys  and  shoes,  and 
an  exporter  of  technology-intensive  products  as  well. 

While  American  textile  workers  may  be  getting  hit,  China's 
export  surge  overall  is  not  displacing  American  workers  but 
alternative  suppliers  around  the  world.  Because  labor  is  four 
times  more  expensive  in  Mexico  than  in  China,  China  has 
overtaken  Mexico  as  America's  second-largest  trading 
partner.  China's  exports  in  the  electronics  industry  have 
driven  out  similar  exports  from  competing  higher-cost  Asian 
economies.  The  real  victims  of  China's  formidable  production 
cost  advantages  are  its  emerging-market  competitors.  And 
American  consumers  have  been  the  beneficiaries.  Since  1997, 
U.S.  consumers  have  saved  about  $100  billion  a  year  in 
import  bills  as  lower-priced  goods,  primarily  from  China, 
have  supplanted  goods  from  other  regions. 

U.S.  businesses  have  been  a  force  behind  China's  export 
performance.  Foreign-owned  companies  and  joint  ventures 
between  Chinese  and  foreign  investors,  many  of  them 
American,  produced  much  of  China's  exports  over  the 
last  decade.  Foreign  companies  currently  account  for  about 
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50%  of  China's  exports  and  about  60%  of  its  imports. 

China's  large  trade  surplus  with  the  U.S.,  heading  towa 
$130  billion  this  year,  obscures  the  fact  that  China  is  also  i 
voracious  importer.  Since  1995,  China's  imports  have  gro\ 
twice  as  fast  as  U.S.  imports.  This  year,  sales  to  China  will 
account  for  nearly  three-quarters  of  the  increase  in  Japan'sl 
exports,  40%  of  the  rise  in  Korea's  exports,  99%  of  the  boo{ 
in  Taiwan's  exports,  and  about  a  quarter  of  the  increase  in 
U.S.  exports.  China  is  America's  fastest-growing  export 
market,  expanding  at  an  annual  rate  of  about  20%.  Americ^ 
companies  sell  $20  billion  worth  of  goods  to  China. 

Finally,  China  is  nurturing  America's  economic  expansic 
by  helping  to  keep  U.S.  interest  rates  low  through  substanti| 

purchases  of  government  debt. 
During  the  past  year  and  a  half, 
China  bought  more  than  $100 
billion  in  U.S.  government 
securities.  China  is  a  primary 
source  of  funding  for  the  U.S.  fisc| 
and  current- account  deficits. 

The  U.S.  current-account  deficil 
is  large  and  rising.  It  is  financed  1 
the  Chinese,  Japanese,  and  other 
central  banks  of  Asia  that  are 
channeling  the  substantial 
domestic  savings  of  their 
populations  into  funding  the 
spendthrift,  debt- ridden  ways  of  Washington. 

The  growth  of  the  world  economy  today  depends  on  a 
simple  logic— the  U.S.  spends,  and  Asia  lends.  Protectionism  | 
threatens  to  upset  this  logic,  as  the  recent  sell-off  in  dollar 
assets  following  the  unilateral  imposition  of  quotas  on 
Chinese  textiles  by  the  Bush  Administration  indicates.  Alan 
Greenspan  recently  warned  that  new  protectionist  initiatives 
in  the  context -of  wide  current- account  imbalances  could 
erode  the  flexibility  of  the  global  economy.  Such  initiatives 
could  roil  currency  markets,  undermine  capital  flows,  and 
strangle  the  nascent  global  expansion.  Are  a  few  votes  in  a 
few  swing  states  really  worth  the  risk?  ■ 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School. 


China  buys 
lots  of  U.S. 
exports 
—and 
mountains 
of  U.S.  debt 
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i.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS. 


Unless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
your  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generation 
of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helping 
your  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  their 
own  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
Health  •  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Blue* 


Medical,  Dental,  Pharmacy  and  Behavioral  Health  products  Irom  Blue  Cross  of  California  (BCC)  and 'or  BC  Life  ft  Health  Insurance  Co.  (BCL&H)  Life  insurance  from  BCLftH  Pharmacy  and  Behavioral  Health 
.nulled  with  Medical  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association    !  2003  BCC 
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hat  Delicious  Smell? 
t's  the  Economy  Cooking 

bust  capital  spending  and  profits,  plus  job  growth,  are  now  being  served 


U.S.  ECONOMY 


Here's  an  economic  recipe  that's  sure  to  be  a 
liday  hit  in  almost  any  household:  Mix  a  generous  portion  of 
siness  profits  with  some  capital  spending  and  new  jobs.  Add  a  big 
Dop  of  aftertax  personal  income,  some  rising  stock  prices,  and  a 
Hop  of  consumer  confidence.  Baste  with  low  interest  rates,  and  the 


It  is  a  tasty  dish  for  the  holiday  season  that  will  be 
>red  well  into  2004. 

rue,  expecting  a  satisfying  feast  from  this  two-year- 
recovery  has  proven  a  disappointment  time  and 
in.  That's  largely  been  the  result  of  noneconomic 
:ks,  from  terrorism  to  corporate  scandals, 
.ut  focus  on  economic  fundamentals  alone,  and  it's 
i  to  see  that  this  recovery  finally  has  legs,  thanks  in 
;e  part  to  a  more  even  split  between  income  gains 
■uing  to  businesses  and  money  going  to  households, 
until  now,  the  income  generated  by  the  ongoing  surge 
•roductivity  has  been  filling  up  corporate  coffers  more 
n  it  has  benefited  the  consumer  sector.  Moreover, 
inesses  seemed  content  to  sit  on  their  cash  instead  of 
ig  it  to  finance  new  computers  and  machinery,  or  to 
;  new  workers.  Not  surprisingly,  the  economy  moved 
i  stop-go  fashion,  and  households  felt  uncertain  about 
ir  future  in  the  jobless  recovery. 
>Iow,  facing  a  solid  pickup  in  demand,  businesses  are 
reasingly  willing  and  able  to  invest  in  new  equipment 
1  to  expand  their  payrolls.  That  became  evident  in  the 
nmer.  The  Commerce  Dept.'s  revisions  to  third- 
arter  real  gross  domestic  product  show  the  economy 
■w  at  an  annual  rate  of  8.2%,  up  from  an  original  tally 
7.2%,  and  corporate  operating  profits  soared. 
Companies  used  part  of  that  money  to  lift  their 
npment  outlays  by  18.4%,  a  pace  not  seen  since  late 
^8  in  the  middle  of  the  capital-spending  boom,  and  to 
^in  hiring  workers.  Businesses  were  also  less  cutthroat 
ten  it  came  to  inventory  drawdowns.  Almost  all  of  the 
ward  revision  to  real  GDP  came  from  a  refiguring  in 
/entories,  which  added  slightly  to  economic  growth 
itead  of  subtracting,  as  Commerce  initially  thought. 
Ilu'  monthly  data  suggest  those  trends  are  continuing 
this  quarter,  with  more  to  come.  In  fact,  2004  promises 
be  a  year  when  everybody  wins:  more  profits  tor 
mpanies  and  more  jobs  and  income  for  consumers. 

il  OUTLOOK  FOR  CONSUMER  spending  could  hardly 
■  in  doubt,  given  the  most  favorable  set  of  supports  in 
ars,  starting  with  healthier  labor  markets.  The 
dining  trend  in  new  claims  tor  unemployment 

BUrance  suggests  job  growth  is  picking  up  from  its 


125,000  pace  in  September  and  October.  New  claims  fell 
to  355,000  in  mid-November,  and  the  four-week  average 
is  down  to  levels  not  seen  since  before  the  recession.  In 
the  past,  new  claims  running  at  a  level  of  about  350,000 
per  week  have  been  consistent  with  monthly  gains  in 
payrolls  of  greater  than  150,000. 

Next  on  the  list  of  pluses  is  the  stock  market.  The 

Standard  &  Poor's  500- 


BRIGHTER  SPIRITS 
AMONG  HOUSEHOLDS 
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stock  index  is  up  more 
than  30%  from  its  March 
low.  Those  gains  will  do 
more  than  just  make 
households  feel  better. 
Consumer  spending  in 
the  very  short  run  has 
become  increasingly 
correlated  with  changes 
in  stock  prices.  So  the 
continued  rise  in  the 
stock  market  will  lift 
future  spending. 
Don't  count  out  mortgage  refinancings  as  a  source  of 
cash,  either.  Although  refis  have  fallen  off  sharply  from 
their  nosebleed  heights  of  last  spring,  they  remain  at 
their  high  levels  of  2001  and  early  2002.  In  early  2004, 
homeowners  will  still  be  able  to  take  advantage  of  low- 
rates,  since  the  Federal  Reserve  is  in  no  rush  to  raise 
short-term  rates  and  low  inflation  is  keeping  bond  yields 
low.  Plus,  consumers  are  increasingly  relying  on  home- 
equity  loans.  The  Consumer  Bankers  Assn.  reports  that 
the  average  credit  line  for  home-equity  loans  is  up  to 
$69,513,  up  26%  from  last  year's  average. 

RISING  CONFIDENCE  is  another  bonus  for  consumers. 
The  Conference  Board's  index  of  consumer  attitudes  rose 
10  points,  to  91.7,  in  November,  the  highest  level  in  more 
than  a  year  (chart).  Households  expressed  increased 
optimism  in  both  their  present  situation  and  in  the 
future,  with  an  improving  assessment  of  the  job  outlook. 

Brighter  consumer  spirits  are  especially  timely  for 
retailers  as  the  holiday  shopping  season  starts  up.  But 
beat  in  mind  that  consumers  will  not  repeat  their  buying 
spree  ot  the  third  quarter,  when  purchases  jumped  at  a 
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6.4%  annual  rate,  the  biggest  gain  in  six  years.  This 
quarter's  growth  is  set  to  slow,  perhaps  sharply. 

However,  that  isn't  a  reflection  of  any  sudden  change 
in  spending  patterns,  but  rather  the  pattern  of  household 
purchases  over  the  summer.  Incentive-powered  car  sales 
in  July  and  August  added  about  two  percentage  points  to 
last  quarter's  overall  spending  pace.  When  the  financing 
deals  expired,  car  sales  crashed  in  September  and 
October.  As  a  result,  total  consumer  purchases  began  this 
quarter  in  a  deep  hole,  and  the  quarterly  average  of  the 
monthly  numbers  will  not  show  much  of  a  gain  from  its 
very  high  third-quarter  level. 

However,  spending  will  strengthen  as  the  quarter 
progresses.  First,  a  new  round  of  auto  incentives  is  set  to 
revive  car  sales.  Second,  the  new  trend  in  holiday 
shopping  is  for  consumers  to  delay  heading  to  the  mall 
until  the  last  possible  minute.  Gifts  that  once  were 
purchased  on  Black  Friday,  the  day  after  Thanksgiving, 
now  won't  be  bought  until  Christmas  Eve.  That  means 
spending  in  the  fourth  quarter  will  finish  up  completely 
opposite  to  the  way  the  third  ended.  And  sales  should 
start  off  2004  well  above  their  fourth- quarter  average. 

EVEN  MORE  IMPORTANT  for  the  early  2004  outlook  are 
the  benefits  from  the  summer's  tax  cut,  which  have 
already  boosted  aftertax  income  in  the  second  half  and 
are  hardly  played  out.  In  the  first  quarter,  early  tax-filers 
will  be  rewarded  with  refund  checks  that  adjust  2003 
taxes  retroactively  for  tax  cuts  that  apply  to  the  first  half 
of  2003.  That  means  aftertax  income  is  due  for  another 


sizable  jump  in  the  first  and  second  quarters. 

What  happens  after  the  tax  refunds  are  cashed? 
Thankfully,  consumers  will  not  have  to  carry  the 
economy's  load  as  they  have  in  the  past.  Businesses  al 
set  to  help  out.  The  jump  in  demand  last  quarter  pus| 
total  operating  profits  up  30%  from  a  year  ago. 

Nonfinancial  corporal 


CORPORATE  PROFITS 

ARE  SOARING 


PE RCENT  CHANGE  FROM  A  YEAR  AGO 
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earnings  jumped  43  / 
Both  gains  are  the  be| 
two  decades  (chart). 
Given  the  boost  frc 
profits  plus  easier 
financial  conditions  iJ 
the  credit  markets  an| 
banks,  and  rising 
demand  both  at  homd 
and  abroad,  the  busir 
sector  is  starting  to  ' 
contribute  heavily  to 
economic  growth.  ThJ 
pluses  will  not  just  be  increased  capital  spending  and| 
inventory  building.  Companies  will  also  add  more 
workers.  Better  job  growth  will  offset  much  of  the  fad! 
stimulus  from  tax  cuts  and  refi  money  by  next  spring. 
Key  missing  components  like  job  creation  have  mat] 
this  recovery  as  palatable  as  cold  stew.  Now,  though, 
the  essential  ingredients  have  been  assembled,  and  t 
economy  is  serving  up  a  satisfying  dish  of  better  profit] 
and  rising  incomes.  Moreover,  consumers  and  busine^ 
will  be  able  to  enjoy  the  leftovers  well  into  2004. 
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SPAIN 
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This  Bull  is  Outrunning  the  Euro  Zone 


BUOYED  BY  A  STRONG  economy, 
Spain's  conservative  People's  Party 
(PP)  will  most  likely  retain  power  in 
next  year's  general  election,  under  the 
leadership  of  the  party's  anointed 
candidate,  Mariano  Rajoy.  Elections 
are  expected  in  March. 

Since  1996,  under  the  PP  and 
Prime  Minister  Jose  Maria  Aznar, 
Spain's  economy  has  blossomed, 
growing  at  an  annual  rate  of  3.4%, 
well  above  the  euro 
zone's  2%,  and  the 
jobless  rate  hit  11.7% 
in  the  third  quarter, 
down  from  a  high  of 
22%.  Now  the 
economy  heads  into 
2004  powered  by 
strong  cor    .mer 
spending  ax  ' 
construction,  the 
result  of  record  low 
interest  rates.  In 
particular,  housing 


OUTPERFORMING 

THE  EURO  ZONE 


PERCENT  CHANGE  FROM  YEAR  AGO 
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affordability  has  soared,  and  home 
construction  has  nearly  doubled  in 
the  past  decade. 

On  Nov.  21,  Spain  reported  third- 
quarter  growth  of  2.4%  from  a  year 
ago.  It  escaped  the  recessions  that 
plagued  Germany,  France,  and  Italy, 
and  in  2003  it  will  post  faster  growth 
than  all  euro  zone  nations  except 
Greece.  Business  confidence, 
especially  among  retailers,  rose 

strongly  at  the  start  of 
the  fourth  quarter, 
and  growth  is 
expected  to  rise  to 
near  3%  in  2004. 
Spain's  sturdy 
growth  has  generated 
higher  inflation  than 
in  the  euro  zone 
generally.  Consumer 
prices  in  October  were 
up  2.7%  from  a  year 
ago,  vs.  2.1%  for  all 
euro  economies. 


Nevertheless,  the  rate  is  easing.  It  i 
down  from  3%  in  September,  partll 
reflecting  the  stronger  euro,  which| 
helping  to  offset  the  impact  of  cost 
oil  and  energy  products. 

Moreover,  with  its  budget  deficit 
near  balance,  Spain  has  more  fisca 
flexibility  than  the  large  euro  zone 
economies.  Aznar's  latest  round  of  | 
cuts  took  effect  back  in  January, 
another  plus  for  consumers.  Rajoyj 
already  revving  up  for  the  elections 
has  pledged  to  use  that  flexibility  tc 
cut  taxes  further  in  coming  years. 

Since  the  PP's  September  choice  | 
Rajoy,  a  Deputy  Prime  Minister  anc 
career  politician,  the  party  has  riser 
in  the  opinion  polls,  while  the 
opposition  Socialist  Workers'  Party  I 
has  been  set  back  by  scandal  and  a  [ 
lack  of  direction.  Rajoy,  48,  is  widell 
expected  to  follow  Aznar's  economij 
game  plan,  including  continued 
measured  efforts  at  reforming  laboil 
financial,  and  energy  markets.  I 
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Analysis  &  Commentar 


THE  ECONOMY 


SLOUCHING 
TOWARD  A 

TRADE  WAR? 


Bush's  dilemma:  How  to  craft  a  trade 
policy  that  satisfies  U.S.  workers 
without  looking  protectionist  abroad 


HE  BUSH  ADMINISTRA- 
tion  doesn't  often  blink, 
but  when  it  does,  the  fi- 
nancial markets  take  no- 
tice. With  world  equity 
and  currency  traders  jit- 
tery over  the  prospects  of  a 
two-front  trade  war  with  China  and  Eu- 
rope after  the  U.S.  imposed  restrictions 
on  some  Chinese  textile  imports,  Wash- 
ington abrupdy  changed  tack.  On  Nov. 
24,  it  signaled  that  it  might  be  willing  to 
comply  with  international  demands  that 
it  drop  illegal  tariffs  on  imported  steel. 
The  switch  in  Washington's  rhetoric  sent 
a  sigh  of  relief  from  Tokyo  to  Wall  Street, 
as  stocks  soared  and  the  dollar  rallied. 

But  hold  the  high-fives.  Trade  trou- 
bles—and the  threat  of  stepped-up  U.S. 
protectionism— are  far  from  over.  Sure, 
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the  economy  is  clearly  on  the  mend:  On 
Nov.  25,  the  Commerce  Dept.  revised  its 
estimate  of  third-quarter  growth  up  to  an 
astounding  8.2%  from  a  previous  7.2%. 
Yet  President  Bush  remains  vulnerable  in 
the  upcoming  campaign  to  Democratic 
attacks  that  his  trade  and  economic  poli- 
cies have  cost  Americans  millions  of  jobs. 

To  counter  those  charges  and  reduce 
political  pressures,  Bush  has  opted  to  em- 
ploy limited  protectionism.  He's  using 
small-bore  measures  aimed  at  protecting 
selected  industries.  The  idea:  to  show  U.S. 
workers  that  he  cares  about  their  plight, 
while  taking  some  steam  out  of  congres- 
sional calls  for  more  sweeping  protec- 
tionist steps.  "We're  looking  for  actions 
that  are  more  symbolic  than  substantive," 
one  Administration  official  says. 

But  pressure-valve  protectionism  re- 


quires a  delicate  touch.  With  Democr 
candidates  already  staking  out  a  hard- 
stance  on  trade,  it  may  not  be  easy 
Bush  to  resist  harsher  actions.  "It  co 
be  a  very  rough  year  for  trade  polic 
says  C.  Fred  Bergsten,  director  of  the  I 
stitute  for  International  Economics 

DISTANT  RUMBLING 

THERE'S  A  LOT  at  stake  if  the  U.S.  and  i 
trading  partners  don't  get  things  rig! 
With  its  current-account  deficit  runnii 
at  a  record  of  nearly  $500  billion,  the  U 
needs  to  attract  more  than  $1.5  billion 
foreign  capital  each  business  day. 
hint  that  the  U.S.  is  resorting  to  broa 
based  protectionism  could  disrupt  tho 
flows,  tanking  stocks,  bonds,  and  the  do 
lar.  The  biggest  threat:  an  all-out  trai 
war  that  clobbers  corporate  confiden 
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and  puts  a  dent  in  the  global  economy. 
The  likelihood  of  friction  ever  getting  that 
bad  is  remote,  but  it  is  not  out  of  the  ques- 
tion. "It  is  imperative  that  creeping  pro- 
tectionism be  thwarted  and  reversed," 
warned  federal  Reserve  Chairman  Alan 
Greenspan  on  Nov.  20  in  Washington. 

The  trouble  is  that  the  Administra- 
tion's modest  trade  measures  could  be 
misinterpreted  by  markets  as  a  lurch  to- 
ward full-fledged  protectionism.  That 
was  certainly  the  case  with  Washington's 
Nov.  18  decision  to  limit  imports  of  Chi- 
nese-made bras,  bathrobes,  and  fabric. 
While  it  covered  less  than  5%  of  China's 
soaring  clothing  exports  to  the  U.S.,  the 
move  fanned  fears  of  more  such  steps  and 
sent  the  dollar  to  a  record  low  vs.  the  euro. 

Many  in  the  markets  just  don't  believe 
in  Bush's  commitment  to  free  trade.  It's 
not  hard  to  see  why,  after  a  series  of  polit- 
ically expedient  steps  by  the  Administra- 
tion, from  the  imposition  of  the  steel  tar- 
iffs in  March,  2002,  to  the  Nov.  24 
preliminary  ruling  by  the  Commerce 
Dept.  that  Chinese  television  manufac- 
turers are  dumping  sets  in  the  U.S. 

CERTAIN  RETALIATION 

BUSH'S  PROFESSED  support  for  free 
trade  will  next  be  tested  on  Dec.  6.  Unless 
he  lifts  the  tariffs  imposed  on  steel  by 
then,  the  European  Union  can  invoke  tar- 
iffs authorized  by  the  World  Trade  Orga- 
nization on  U.S.  goods  from  Harley- 
Davidsons  to  Florida  oranges.  All  are 
targeted,  not  coincidentally,  to  hurt 
Bush's  prospects  in  key  electoral  states. 

The  U.S.  had  intended  to  keep  the  tar- 
iffs in  place  for  three  years  to  give  domes- 
tic steel  producers  time  to  restructure.  But 
in  the  face  of  certain  retaliation  from  the 
EU,  the  Administration  may  be  preparing 
to  throw  in  the  towel.  It  is  likely  to  argue 
that  steel,  after  massive  consolidation,  is 
again  ready  to  take  on  competition.  On 
Nov.  24,  Commerce  Under  Secretary 
Grant  D.  Aldonas  said  in  Brussels  that 
consolidation  "is  not  done  yet,  but  the 
world  environment  is  more  favorable."  To 
remove  the  sting  for  domestic  workers 
and  producers  unhappy  with  the  deci- 


sion, the  Administration  may  detail  a  new 
"manufacturing  strategy"  to  make  it  eas- 
ier for  steelmakers  to  get  additional  anti- 
dumping penalties  on  imports. 

But  even  if  the  U.S.  backs  down,  the 
steel  dispute  won't  be  the  last  word  in 
transatlantic  friction.  Europe  has  warned 


PRO-TARIFF  Steel 
workers  at  ISG 
in  Baltimore  rally 
for  protection 


that  it  will  start  im- 
posing levies  on  U.S. 
goods  next  March  if 
Washington  fails  to 
^^^"  repeal  tax  subsidies 

for  American  exporters  that  were  repeat- 
edly ruled  illegal  by  the  wto.  With  Con- 
gress and  Big  Business  split  over  how  to 
accomplish  that,  Washington  is  unlikely 
to  comply  by  the  March  deadline. 

The  political  pressure  surrounding 
China  trade  is  even  more  acute,  because 
of  a  $130  billion  bilateral  deficit.  "China 
has  become  the  whipping  boy  for  the 
whole  thing,"  says  Wilbur  L.  Ross  Jr., 
chairman  of  both  International  Steel 
Group  and  textile  giant  Burlington  In- 
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protectionism 
put  the  global 
recovery  at  risk? 


EUROPE 

The  White  House  appears  ready 
to  comply  with  a  WTO  ruling  that 
it  remove  tariffs  on  steel  imports. 
But  with  ties  still  strained  over 
Iraq,  Europe  has  warned  it  could 
impose  trade  levies  if  Congress 
retains  tax  subsidies  for  U.S. 
exporters. 


CHINA 

Bush  is  under  increasing 
domestic  pressure  to  shelter  U.S. 
manufacturers  from  Chinese 
competition.  The  White  House 
has  moved  to  limit  imports  of 
Chinese  bras,  bathrobes,  and 
knits.  That  could  be  just  the 
beginning. 


dustries.  That  means  more  pre] 
relief  protectionism.  U.S.  makers  oij 
furniture,  hand  trucks,  and  paint  ha 
ready  applied  for  anti-dumping 
U.S.  clothing  companies  are  sure  td 
additional  quotas  on  surging  Chine^ 
ports  as  well. 

So  far,  China's  responsd 
been  measured.  It  postpoij 
buying  mission  headed  for  j 
ica's  grain-and-soybean  belt  I 
the  U.S.  announced  its  decisil 
limit  some  textile  imports 
China.  But  if  the  U.S.  ratchel 
the  pressure  with  more  prj 
tionist  moves,  Beijing  may  ra 
ate  with  higher  tariffs  of  its'oj 

FANCY  FOOTWORK 

AVOIDING  MAJOR  battles 
^■k       quire  careful  diplomacy.  C 
fi         Premier  Wen  Jiabao  will  meet 
JL       Bush  on  Dec.  9  on  trade  as  w 
on  such  critical  issues  as  North 
rea's    development    of    nu 
weapons.  The  visit  will  unders< 
the  growing  ties  between  Ame 
and  China  and  the  risk  of  h 
relations  with  trade  spats 

Bush  has  other  trade  proble 

too.    Global   trade    negotiati 

among  the  148  nations  of  the  V» 

collapsed  in  September.  And 

Administration  barely  manaj 

to  avoid  a  similar  meltdown 

Nov.  21  meeting  in  Miami  of  the  34  me 

ber  nations  of  the  Western  Hemisphen 

The  Bush  Administration  is  trying 

have  things  both  ways.  It  wants  to  c 

vince  U.S.  workers  that  it's  on  their  si 

while  avoiding  broad  measures  to  b 

them.  And  it's  attempting  to  show  a  fin 

trade  face  even  as  it  indulges  in  profr 

tionist  maneuvers.  Problem  is,  with 

Presidential  campaign  already  under  w; 

the  markets  are  having  a  hard  time  tell 

the  difference  between  Bush's  intentio: 

and  the  real  protectionism  they  fear,      fcotiaai 

By  Paul  Magnusson  and  Rich  Mill  ctrD; 

in  Washington,  with  Dexter  Roberts  \ »%, 

Beijing,  Michael  Arndt  in  Chicago,  an  fense 

Marcia  Vickers  in  New  Yoi  fc. 
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THE  AMERICAS 

The  U.S.  avoided  a  breakdown  in 
Western  Hemisphere  trade  talks 
by  agreeing  to  allow  nations  to 
opt  out  of  commitments  they 
don't  like.  But  that  will  do  little  to 
promote  trade  within  the  region 
or  advance  global  negotiations  at 
the  WTO. 
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iOEING:  CAUGHT  IN 
fS  OWN  TURBULENCE 

scandal  could  cost  the  defense 
Imtractor  critical  Pentagon  business 


<c 


N  HIS  BOOK,  WHICH 
set    for    publication 


HAD  BEEN 
in  March, 
Michael  M.  Sears  outlines  nine  rules 
for  better  management.  Rule  No.  5 
of  Soaring  Through  Turbulence: 
"Protect  your  secrets."  Too  bad 
Sears  couldn't  follow  his  own  advice. 
Nov.  24,  Boeing  Co.  removed  him  as 
ef  financial  officer,  saying  he  had  be- 
ed  unethically.  Sears's  alleged  misdeed: 
*otiating  to  hire  Air  Force  procurement 
icer  Darleen  A.  Druyun  while  she  was  in 
position  to  influence  the  outcome  of  a 
fense  Dept.  contract  to  buy  Boeing  767 
ikers.  Druyun,  hired  by  Boeing  last  Jan  - 
ry  after  leaving  the  Air  Force  in  Novem- 
r,  also  lost  her  job.  Sears  and  Druyun 
•re  also  accused  of  trying  to  cover  their 
icks.  Neither  could  be  reached  for  com- 
•nt.  Said  CK( )  Philip  M.  Condit:  "Boeing 
ist  and  will  live  by  the  highest  standards 
ethical  conduct." 

B)  tiring  his  CFO,  Condit  moved  to  de- 
Cl  mounting  criticism  in  Washington 
er  the  methods  Boeing  has  used  to  win 

crative  defense  contracts.  At  the  same 
ne,  Gondii  grabbed  a  golden  opportu- 


nity to  get  rid  of  a  key  rival.  In  recent 
years,  Sears  and  Condit  had  been  en- 
gaged in  a  power  struggle,  say  company 
insiders.  The  hard-charging  former  Mc- 
Donnell-Douglas exec  was  angling  to  be- 
come chief  operating  officer  and  eventu- 
ally CEO.  Says  a  Boeing  insider:  "Condit 
is  happy  to  get  rid  of  Sears  because  he 
has  been  nipping  at  [Con- 
dit's]  heels." 

But  Condit's  problems  are 
far  from  over.  The  Sears 
scandal  may  fuel  congres- 
sional demands  for  further 
investigations  into  Boeing's 
practices,  say  some  analysts. 
Ultimately,  that  could  cost 
Boeing  badly  needed  govern- 
ment business.  At  the  same 
time,  Sears's  ouster  may  not 
signal  the  end  of  Condit's 
vulnerability.  Condit  has  not 
only  presided  over  several  ethical  lapses 
since  taking  the  reins  in  1996  but  also 
earned  Wall  Street's  ire  for  weak  financial 
performance  and  the  steady  loss  of  share 
to  rival  Airbus.  Asks  Richard  Turgeon,  fund 


CEO  Condit 
has  presided 
over  several 
ethical  lapses 
since  taking 
the  reins 


manager  for  Victory  Capital  Management, 

which  owns  about   two  million   Bo< 
shares:  "At  what  point  does  the  board  say 
enough   is  enough   and   find   somebody 
more  in  tune  with  the  shareholders,  the 
employees,  and  the  airlines?" 

There  are  signs  that  Boeing's  relation- 
ship with  Congress  and  the  Pentagon 
could  worsen  before  it  gets  better.  Senator 
John  McCain  (R-Ariz.),  a  critic  of  the  767 
tanker  deal,  is  asking  Defense  Secretary 
Donald  H.  Rumsfeld  to  delay  the  launch  of 
the  program  pending  the  outcome  of  an 
ongoing  Pentagon  investigation. 

A  POTENTIAL  BOEINGGATE? 

MOREOVER,  CONGRESS  probably  will 
use  the  new  allegations  of  misconduct  to 
probe  deeper  into  the  tanker  deal.  Legisla- 
tors also  may  want  to  know  whether  other 
Boeing  execs  were  aware  of  the  meetings. 
Says  Cai  von  Rumohr,  a  veteran  aerospace 
analyst  for  SG  Cowen  Securities  Corp.: 
"That  could  create  a  potential  Boeinggate 
of  negative  publicity." 

Boeing  won't  necessarily  be  barred 
from  bidding  on  government  contracts— 
or  lose  the  tanker  deal.  But  at  the  least,  the 
company  has  squandered  gobs  of  goodwill 
with  Congress.  Following  the  September 
11  attacks,  a  majority  in  Congress  seemed 
prepared  to  give  the  tanker  deal  the  green 
light  as  a  way  to  help  Boeing  ride  out  the  fi- 
nancial crisis  in  the  airline  industry. 
Boeing,  say  analysts,  may  receive  a  colder 
reception  the  next  time  it  goes  before  Con- 
gress with  hat  in  hand. 

A  fresh  focus  on  Boeing's  ethics  could 
also  invite  more  scrutiny  of  Condit's  per- 
formance. The  62-year-old  CEO  faces 
plenty  of  challenges.  He  must  revive 
Boeing's  fortunes  in  the  commercial- 
plane  business  with  the  launch  of  the  7e7 
airliner    while    keeping    development 
costs  below  $8  billion.  He  must  fix  the 
manufacturing  and  quality- 
control  problems  plaguing 
the  commercial  space  divi- 
sion. And  with  defense  rev- 
enues exceeding  commer- 
cial-plane revenues  for  the 
first  time,  Condit  has  to  re- 
assure the  U.S.  government 
that  it  can  trust  Boeing  as  a 
business     partner.     Notes 
one  Wall   Street   analyst: 
"We  have  a  number  of  is- 
sues here  that  go  beyond 
Mike  Sears." 
Firing  his  CFO  may  buy  Condit  some 
time.  But  it  hasn't  erased  questions  about 
his   troubled   tenure.    If  anything,   the 
episode  may  turn  up  the  heat.  ■ 

-By Stanley  Holmes  in  Seattle 
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COMMENTARY 


BY  MIKE  MCNAMEE 


A  Deafening  Gobble  of 
Congressional  Turkeys 

Partisanship  produces  a  bounty  of  vote-buying  bills 


LAWS  ARE  LIKE  SAUSAGES:  IT  IS  BETTER  NOT 
to  see  them  being  made.  Or  so  Otto  von  Bismarck 
is  thought  to  have  said.  But  as  the  108th  Congress 
winds  down  its  dreary  2003  session,  if  s  revising 
the  Iron  Chancellor's  dictum.  This  time,  in  one 
of  the  ugliest  years  in  Capitol  Hill  memory,  the  sausage 
isn't  even  edible.  Confronted  with  a  string  of  serious 
problems,  from  soaring  prescription  drug  bills  to  a  fragile 
national  energy  grid,  Congress— aided  and  abetted  by  an 

election-minded  White  House— has 
mosdy  dished  up  bills  stuffed  with 
special-interest  pork.  "The  product  is  just 
embarrassingly  bad,"  says  congressional 
scholar  Norman  J.  Ornstein  of  the 
American  Enterprise  Institute. 

Congress  often  has  off  years— but 
2003  marks  a  low  point  for  the 
legislative  branch.  Blame  much  of  the 
morass  on  the  50/50  nation,  a  cleavage 
that  has  intensified  and  evolved  from 
gridlock  to  something  worse.  Rather 
than  just  stopping  policy  innovation— as 
Congress  did  in  the  past— today's  bitter 
partisans  are  fusing  the  bad  ideas  of 
both  sides.  The  melange  is  held  together 
by  costly  giveaways  designed  to  buy 
votes,  resulting  in  budget-busting  bills 
that  lack  any  unifying  logic. 

CASE  IN  POINT:  The  $31  billion-plus 
energy  bill,  which  stalled  in  the  Senate 
but  is  still  on  the  docket  for  next  year. 
The  August  blackout  that  left  50  million 
in  the  dark  across  the  Midwest  and 
Northeast  was  expected  to  send  a  jolt 
through  long-stalled  energy  legislation. 
Instead,  regional  disputes  sank  plans  to 
upgrade  the  grid,  and  there's  little  left 
but  handouts,  including  a  mandate  to 
boost  ethanol  use  that  will  send  billions 
to  corn  farmers.  Or  there's  the  $400 
billion  Medicare  drug-benefit  bill  that 
passed  Nov.  25,  a  clumsy  mix  of  liberal 


social  benefits  and  conservative  refrp 
that  promises  to  make  a  botch  of  bdi 

Why  is  this  Congress  producing  s 
many  turkeys?  In  a  50/50  nation,  ea 
party  figures  its  mandate  is  as  stron 
the  other's— and  politicians  on  both 
see  little  reason  to  compromise.  Tha 
tendency  is  reinforced  by  the  lack  of 
electoral  risk:  Skillful  gerrymande: 
has  produced  safe  districts  for  both 
parties.  For  the  2004  election,  the 
nonpartisan  Rothenberg  Political  Rep> 
says  only  38  of  the  435  House  seats 
play  for  a  party  switch.  "Not  only  is 
Congress  evenly  divided,  but  the  p; 
are  either  uniformly  liberal  or 
conservative,"  says  Michael  Franc,  vi 
president  of  the  right-of-center  Herii 
Foundation. 

WITH  A  RAZOR-THIN  GOP  majority, 
winning  the  few  seats  that  are  at  risk 
can  determine  control  of  Congress— 
committee  chairmanships,  staff  jobs, 
and  countless  perks.  So  House 
Republicans  in  particular  have  decid 
that  bolstering  the  party  base  is  vital 
Legislation  starts  on  the  right,  and  ed 
only  far  enough  to  the  center  to  get  21 
votes.  On  big  bills  like  Medicare  and 
energy,  Republican  leaders  cobbled 
together  bills  in  secret 
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LEFT,  RIGHT,  AND  MUDDLE 

Why  Washington  can't  draft  decent  legislation 


THE  50/50  NATION  Evenly  split  by  party  and  ideology,  the 
electorate  can't  set  any  clear  direction  to  overcome 
partisan  and  regional  divides— so  neither  can  the  capital. 


LONELY  IN  THE  CENTER  To  gain  advantage,  parties  cater  to 
their  fringes  and  scorn  their  centrists.  President  Bush  vowed 
to  change  the  tone  in  Washington— but  as  the  '04  elections 
near,  both  parties  are  focused  on  scoring  political  points. 


YOU  SCRATCH  MY  BACK...  Since  no  compelling  case  can  be 
made  for  the  incoherent  legislation  produced,  lawmakers 
buy  votes  with  goodies  for  favored  interests.  Campaign 
contributions,  not  sensible  policies,  drive  the  process. 
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sessions,  then  presented  d  stry.the 
GOP  rank-and-file  and 
Democrats  with  a  take-it-cpei 
leave-it  package.1 

When  muddled  policies  icalfiii 
attract  insufficient  votes,  scted  tc 
giveaways  usually  win  the  amber 
day.  The  Medicare  bill  buy;  rketers 
support  with  $86  billion  tc  Lien 
encourage  businesses  to  ione 
keep  providing  drug  benefi  Ain<< 
to  retirees,  $14  billion  in  feidua 
subsidies  for  managed-cart  ing 
plans,  and  $9  billion  to 
reverse  a  planned  cut  in 
physician  and  hospital 
reimbursements.  President 
Bush  and  his  GOP  allies 
Senate  Majority  Leader  Bill 
Frist  (R-Tenn.)  and  House 
Speaker  J.  Dennis  Hasten 
(R-Ill.),  pay  only  lip  service 
to  budgetary  discipline— an  i 
give  lobbyists  and 
lawmakers  a  green  light  to 
demand  higher  prices  for 
their  support.  "Republicans 
are  like  machine  politicians 
—spending  wildly  to  buy  off 
everybody,"  fumes  Simon  B 
Rosenberg,  president  of  the 
New  Democrat  Network,  a 
fund-raising  group. 
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imetimes,  even  the  universal  elixir 
enough.  The  energy  bill  lias  been 
poned  to  2004— not  because 
tors  objected  to  its  big  breaks  for 
car  plants  ($7.4  billion)  or 
igen  power  ($2.1  billion),  but 
;-<e  of  a  regional  dispute  over  legal 

of  ection  for  chemical  companies  that 
e  a  gasoline  additive.  And  $78 
hi  in  tax  sweeteners  couldn't 
come  a  partisan  deadlock  over 
to  fix  U.S.  taxation  of  international 
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corporations. 
Most  likely, 
Congress  will 
take  this  fight 
right  to  the 
brink— when  the 

U  European  Union 

rUIl  imposes  tariffs  on 

k    nVPT*  $4  billion  in  U.S. 

-u  .     .  goods  next 

9  billion     spring-before 
^^^^^  either  party  will 

If  ^^^^m  budge. 

Ideologically 
I  awmakers  can  only  pull  together 
11  confronting  a  common  enemy— 
:,  say,  telemarketers.  When  a  district 
rt  struck  down  the  Federal  Trade 
nmission's  popular  Do-Not-Call 

:  istry,  the  House  devised  a  legislative 
ch  within  48  hours.  But  even  the 
ised  measure  is  riddled  with 
pholes  for  charities,  businesses,  and 

i  itical  fund-raisers.  An  anti-spam  bill 
>ected  to  clear  Congress  by  early 
j  cember  is  even  worse:  It  gives 

si  xketers  a  right  to  spam— forcing 
lsumers  to  opt  out  of  receiving  e- 
il,  one  sender  at  a  time— while 

ij  icking  states,  businesses,  and 
lividuals  from  tracking  down  and 
ng  renegade  spammers  who  hide 
hind  fake  addresses. 
Both  parties  share  the  same  goal: 
ost  their  own  records— or  tar  the 
Tier  guys'— in  the  next  election.  But 
i  108th  Congress  hasn't  provided 
icli  satisfaction  for  either  side.  Its 
r,islative  highlights  are  fiercely 
pensive,  adding  hundreds  of 
[lions  to  burgeoning  deficits. 

iivatcly,  many  of  these  bills' 
pporters  concede  that  they  won't 
oduce  the  vaunted  outcome 
omised  to  voters.  If  this  is  the  best 
ingress  can  do  in  a  split  nation,  even 
idlock  would  be  an  improvement. 
i)ing  nothing  is  better— and  a  lot 
icapcr     than  the  bad  ideas  they're 
ishiining  in  law  now.  ■ 

-With  Lorraine  Wocllcrt./ohn  Carey, 
and  Howard  Gleckman  in  Washington 


AIRLINES 


DELTA:  COFFEE,  TEA, 
AND  PAY  CUTS? 

New  CEO  Grinstein  needs  to  win 
concessions  from  pilots.  It's  no  easy  feat 


IN  OCTOBER,  2002,  LEO  F.  MULLIN, 
chairman  and  chief  executive  of 
Delta  Air  Lines  Inc.,  laid  it  out  to 
the  carrier's  pilots:  To  become 
profitable  again,  Delta  would  have 
to  slash  their  wages  by  25%  and 
skip  promised  raises.  Since  then, 
both  of  Delta's  larger  rivals— American 
Airlines  Inc.  and  United  Airlines  Inc.— 
have  lopped  pilot  pay  by  23%  and  30%, 
respectively.  And  Delta?  Its  pilots  make 
even  more  than  in  2002,  thanks  to  a 
4.5%  midyear  pay  hike. 

Now,  after  getting  nowhere  with  the 
airline's  hard-nosed  pilots  and  with  loss- 
es deepening,  Mullin  is  stepping  aside. 
In  a  surprise  move  on  Nov.  24,  Delta  an- 
nounced that  Mullin,  60,  is  retiring.  He 
will  be  succeeded  on  Jan.  1  by  Gerald 
Grinstein,  71,  a  veteran  director  and  for- 
mer chairman.  Mullin  will  remain  chair- 
man until  Apr.  23,  when  director  John  F. 
Smith  Jr.,  65,  the  ex-chairman  and  CEO 
of  General  Motors  Corp.,  will  take  that 
office.  Mullin  says  he  has  wanted  to  re- 
tire for  months.  But  analysts  note  the 
move  comes  just  two  weeks  after  Delta 
warned  of  steep  fourth-quarter  losses. 
Given  Grinstein's  track  record,  his 


chances  of  mending  Delta  are  better  than 
Muffin's.  He  turned  around  Western  Air- 
lines and  then  railroad  Burlington 
Northern  Inc.  after  a  decade  as  a  top  aide 
to  a  Democratic  senator.  In  those  previ- 
ous stints,  Grinstein  developed  a  reputa- 
tion for  schmoozing  with  employees 
while  winning  concessions  from  unions. 
And  in  his  16  years  as  a  Delta  director,  he 
has  also  built  up  considerable  goodwill. 
True  to  form,  Grinstein  already  was  out 
doing  meet-and-greets  with  Delta  em- 
ployees on  Nov.  25.  He  met  with  workers 
at  Atlanta's  Hartsfield  International  .Air- 
port and  at  the  airline's  tech  center.  "He 
is  seen  as  an  honest  person,"  says  flight 
attendant  Andrea  Taylor,  a  union  organ- 
izer and  12-year  Delta  veteran. 
"Whatever  he  promised,  he's  come 
through  on." 

STAGGERING  LOSSES 

BUT  FIXING  THE  NATION'S  No.  3  airline 
will  be  tough.  Delta's  7,500  pilots  are  the 
best-paid  in  the  industry,  with  incomes 
of  up  to  $275,000  a  year.  The  airline  is 
steadily  losing  business  at  its  hometown 
hub  to  low-cost  upstart  Air  li  an  Airu  a\  ^ 
Inc.  Discounters  such  as  Air  lian  and  Jet- 
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Blue  Airways  are  also  grabbing  traffic 
from  Delta  between  the  Northeast  and 
Florida,  despite  Delta's  launch  of  a  low- 
fare  subsidiary  of  its  own,  Song. 

Indeed,  while  almost  every  network 
airline  made  money  in  the  third  quarter, 
Delta  lost  $164  million,  and  it  has 
warned  its  fourth-quarter  loss  will  deep- 
en to  at  least  $365  million.  Over  the  past 
two  years,  Delta  has  lost  a  staggering 
$2.5  billion.  Moreover,  Delta  faces  $1  bil- 
lion in  debt  repayments  in  2004,  on  top 
of  $1  billion  in  pension  and  capital- 
spending  obligations— enough  to  chew 
through  much  of 
its  $2.7  billion 
cash  hoard. 
Standard  & 
Poor's  on  Nov.  24 
put  Delta's  junk- 
rated  debt  on  its 
watch  list  for  a 
possible  down- 
grade. Adds 
William  T.  War- 
lick,  an  analyst 
with  Fitch  Rat- 
ings, which  low- 
ered Delta's  debt 
ratings  on  Nov. 
21:  "Even  if  Delta  gets  a  quick  deal"  with 
its  pilots,  "it  doesn't  mean  they're  out  of 
the  woods." 

Mullin  had  been  demanding  wage 
cuts  after  the  industry  spiraled  into 
record  losses  following  the  September 
11  terrorist  attacks  in  2001.  Since  then, 
Delta  has  laid  off  16,000  employees,  in- 
cluding more  than  1,000  pilots.  But  he 
was  never  able  to  get  Delta's  only 
union,  the  Air  Line  Pilots  Assn.,  to  bend. 
Delta  now  pays  pilots  20%  more  than 
pilots  at  American  and  United  and  40% 
more  than  those  at  discount  airlines. 

POISONED  WELL 

ONE  REASON  PILOTS  have  balked  is 
that  Delta  has  had  plenty  of  cash.  An- 
other is  more  personal:  Last  spring, 
Mullin  infuriated  pilots  by  putting  in  a 
special  pension  plan  for  himself  and 
other  top  execs  as  he  pressed  the  union 
for  givebacks.  Never  mind  that  Mullin 
later  canceled  the  $65  million  pension 
outlay;  the  move  poisoned  the  well. 

Will  Grinstein  have  more  luck  with 
Delta's  pilots?  While  vowing  to  work 
closely  with  the  union,  he  has  made  it 
clear  that  his  "unshakable  imperative" 
is  to  cut  costs.  A  showdown  with  the  pi- 
lots looks  likely— and  as  Grinstein's 
predecessor  would  attest,  that's  a  diffi- 
cult one  to  win.  II 

-By  Michael  Arndt  in  Chicago 
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THE  INTERNET 


POP-UP  ADS  HAD 
BETTER  START  PLEASING 

With  the  means  to  block  them  on  the  rise,  theirl 
last  hope  is  to  entice,  rather  than  irritate 


HEY  COME  IN  CASCADES. 
They  drum,  they  hover, 
they  annoy.  And  when 
you  kill  one,  chances  are 
another  will  appear. 
Skeeters?  No,  pop-up  ad- 
vertisements on  the  Inter- 
net. Advertisers  love  them,  because  they 
can  command  viewers'  attention.  But 
many  Web  surfers  ache  to  swat  them  to 
kingdom  come. 

Now  the  Internet  industry  is  provid- 
ing customers  with  the  tech  tools  to  do 
just  that.  AOL,  EarthLink,  and  Mi- 
crosoft's MSN  are  promoting  powerful 
pop -up  blockers  in  their  latest  Net  offer- 
ings. Search  king  Google  offers  a  free  one, 
too.  Just  like  TV  viewers 
who  blitz  past  commer- 
cials with  personal  digi- 
tal recorders  from  TiVo 
Inc.,  Web  trawlers  are 
gaining  the  power  to 
banish  intrusive  ads— 
and  rattle  a  still-vulner- 
able online  advertising 
industry.  Further,  Mi- 
crosoft Corp.  is  mulling 
bundling  a  pop-up 
blocker  in  its  next  up- 
grade of  Windows  XP, 
which  debuts  in  a  year. 
That  could  decimate 
the  medium. 

For  now,  lost  sales  will  hardly  matter. 
Pop-ups  account  for  only  5%  of  the  esti- 
mated $8.3  billion  in  Internet  ad  revenue 
this  year.  What  is  clear,  though,  is  that 
users  are  asserting  their  clout.  And  as 
their  power  grows,  advertisers  increas- 
ingly will  be  pushed  to  come  up  with  ads 
that  Netizens  accept— and  even  welcome. 
The  move  to  block  pop-ups  puts  the 
titans  of  the  Internet  in  an  awkward 
spot.  To  satisfy  its  customers,  Mi- 
crosoft's MSN  must  offer  pop-up  block- 
ers—even  if  it  means  snuffing  out  the 
very  ads  the  company's  Web  sites  sell. 


Others  benefit.  Google,  for  exar 
blocks  pop-ups— and  cashes  in,  as  : 
advertisers  instead  place  ads  nes 
search  results. 


rriGATi 


Pop-Ups 

Under  Siege 

WHAT'S  NEW  An  avalanche  of 
free  software  programs  to 
block  pop-up  ads 

WHO  GETS  HURT  Portals  and 
publishers  who  sell  pop-ups 
could  lose  ad  sales 

WHO  WINS  Google  and  other 
search  engines,  as  ads 
migrate  to  paid  search 
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FEATHERY  TOUCH 

STILL,   SOME  ADVERTISERS   cling 
pop-ups.  Despite  aggravations,  ad  ex 
say  that  2%  of  them  entice  Web-surf 
to  click— four  times  the  rate  of  tradffi 
al  banner  ads.  Consequently,  compari 
from  J.P.  Morgan  Chase  &  Co.  to  Brit 
Airways  PLC  are  giving  pop-ups  a 
vamp.  Many  favor  pop-unders.  These 
ads  that  appear  only  when  the  browse 
closed.  Another  trend  is  to  go  slow. 
New  York  Times  Online,  for  example,  h 
each  reader  only  or 
every    24    hours    w 
pop-ups  that  jump 
front  of  the  text,  says 
son   Krebs,  vice-pre 
dent      for      sales 
NYTimes.com. 

Orbitz  Inc.,  the  e-tra 
el  site,  is  breathing  li 
into  pop-ups  by  makir  |  ideal 
them  fun.  Working  wit  I  lie  \ 
the  Chicago  ad  firm  Otl  i  Bt 
erwise  Inc.,  the  compar  Bang 
has  devised  a  series  <  Is.  he 
pop-ups  featurin  this 

games  and  puzzles,     sedpr 
started  last  year  with   Kite] 
viewers  pulled  off  it 
which  led  to  ^h 


chicken.  When 
feathers,  it  laid  an  egg- 
Orbitz  site.  Since  then  the  company  haleriin 
come  up  with  more  than  20  games.  Ot 
Halloween,  one  went  to  20  million  Wei  m 
surfers,  enticing  a  staggering  13%  of  then  bio; 
to  click  to  the  Orbitz  site,  says  Mark  Rat  em  a 
tin,  creative  director  at  Otherwise. 

Competitors  are  hurrying  to  followi 
Orbitz'  lead.  Games,  sweepstakes,  cheaj  tape 
trips.  Internet  marketers  have  to  dangle 
all  sorts  of  treats  as  they  pitch  to  a  public  \i 
with  one  finger  on  the  zap  button. 

-By  Stephen  Baker  in  New  Yorkia 
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TICKED-OFF 

TECHIEOberholtz 
is  suing  CSC 


TIGATION 


tEVENGE  OF  THE 
IVERWORKED  NERDS 


hey're  suing  for  overtime  pay— and  the 
utcome  could  change  the  tech  industry 


HEN       GARY       R. 
Oberholtz     signed 
on  as  a  salaried  net- 
work engineer  for 
Computer  Sciences 
Corp.  in  2000,  he 
thought  he'd  found 
]f  ideal  job.  Especially  appealing:  He 
■6  he  was  promised  a  40-hour  work- 
jiek.  But  soon  Oberholtz  was  routinely 
,n  king  48-hour  weeks  and  many  week- 
Ids,  he  says.  When  he  asked  about  over- 
jie,  his  bosses  at  the  El  Segundo  (Calif.)- 
■ed  provider  of  tech  services  told  him  he 
isn't  eligible  under  state  and  federal  em- 
ayment  laws. 

i  Now,  four  months  after  being  laid  off, 
■erholtz  is  suing.  He  joined  a  class  ac- 
>n  filed  on  Nov.  12,  alleging  that  CSC 
idged  paying  overtime  to  some  of  its 
Bployees  by  improperly  classifying 
em  as  exempt  "1  want  to  send  a  mes- 
ge,"  Oberholtz  says.  'If  you're  going  to 
■ke  us  work  all  these  hours,  you  have  to 
pnpensate  us." 
esc,  which  cited  the  pending  litigation 

declining  to  comment,  isn't  the  only  tar- 

•t  of  overworked  teenies.  Last  April,  two 
linen  for  Oracle  Corp.  launched  a  class 


action  seeking  unpaid  overtime  pay.  A 
spokesman  for  the  software  giant  says  it 
believes  it  pays  employees  in  accord  with 
all  prevailing  laws.  Yet  lawyers  for  both 
cases  say  they've  been  fielding  calls  from 
employees  of  other  tech  companies.  If  suc- 
cessful, the  suits  could  touch  off  a  wave  of 
new  charges.  Says  Jill  Springer,  a  human 
resources  consultant  who  has  worked  for 
several  large  Silicon  Valley  companies: 
"These  lawsuits  are  red  flags." 

Lawyers  for  the  plaintiffs  insist  they 
are  on  solid  footing.  They  point  to  the 
hundreds  of  millions  of  dollars  in  back 


Payback  Time 

Workers  are  claiming  millions  in  unpaid  overtime.  Some 
recent  class  actions: 

COMPANY 

PLAINTIFFS 

STATUS 

FARMERS 
INSURANCE 

2,400  claims 
adjusters 

Found  guilty,  fined  $90 
million,  under  appeal 

PACIFIC  BELL 

1,500  engineers 

Settled  for 
$35  million 

RADIO  SHACK 

1.300  store 
managers 

Settled  for 
$29.9  million 

(Company  reports,  cow' 


pay  doled  out  over  the  pasi  two  years  fol 
workers  from  companies  ranging  from 
KadioShack  Corp.  to  Starbucks  Corp.  In 

2001,  a  jury  found  Farmers  Insurance 

Croup  guilty  of  denying  overtime  pay  to 
2,400  claims  adjusters  and  ordered  it  to 
pay  $90  million.  The  case  is  under  ap- 
peal. "This  whole  area  has  the  plaintiffs 
bar  drooling,"  says  Joyce  L  Oliner,  a  part- 
ner with  Shaw  Pittman,  a  Washington. 
D.C.,  law  firm  that  defends  employers  in 
labor  suits. 

"NOT  CREATIVE" 

ONE  REASON  lawyers  find  such  cases 
enticing  is  that  labor  laws  on  overtime  are 
vague.  The  Labor  Dept.  is  working  on 
clarifying  federal  law  and  hopes  to  have  a 
list  of  proposed  changes  finalized  by  ear- 
ly 2004.  In  the  meantime,  lawyers  have 
been  having  a  field  day  alleging  that  com- 
panies withhold  overtime  pay  from  work- 
ers by  misclassifying  them  as  "adminis- 
trators" or  "professionals." 

The  tech  industry,  though,  is  a  special 
case.  A  1992  amendment  to  the  federal 
Fair  Labor  Standards  Act  stipulates  that 
any  computer  professional  who  is  an  an- 
alyst, programmer,  or  software  engineer 
shouldn't  be  paid  overtime.  But  James 
M.  Finberg,  who  represents  the  plaintiffs 
in  the  CSC  case,  says  thousands  of  work- 
ers who've  been  denied  overtime  are 
responsible  for  maintaining  their 
clients'  networks,  not  designing  them. 
"Their  jobs  are  not  creative,"  says 
Finberg,  a  partner  with  Lieff  Cabraser 
Heimann  &  Bernstein  LLP  in  San  Fran- 
cisco. "These  people  perform  mechani- 
cal functions.  The  law  says  they're  enti- 
tled to  overtime." 

The  industry  is  making  changes.  In 
September,  Oracle  quietly  reclassified  its 
California-based  trainers  as  eligible  for 
overtime  pay  under  state  laws.  To  cushion 
the  potential  financial  blow,  the  company 
says  it  cut  base  compensation  10%  and 
told  workers  they  can't  work  extra  hours 
without  asking  permission. 

For  employees  who  con- 
tinue to  work  long  hours, 
overtime  compensation 
will  remain  fertile  ground 
for  lawsuits.  "There's  a  lot 
of  abuse  of  employees 
going  on."  claims  Daniel 
Gabel,  one  of  the  lead 
plaintiff's  in  the  Oracle  case. 
And  many  more  of  his 
cohorts  could  decide  to 
raise  a  stink.  ■ 

-ByArlenc  W'cintraub  in 
Los  Angeles,  with  Jim  Ker- 
stetter  in  San  Mateo.  (  aht. 
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BY  RONALD  GROVER  AND  TOM  LOWRY 


Will  Bronfman  Have  the  Last  Laugh « 

If  piracy  keeps  falling  and  Web  sales  keep  climbing,  Warner  Music  has  a  chancI 


IS  EDGAR  BRONFMAN  JR.'S  LATEST 
big  bet  on  the  music  industry  a 
fool's  play?  The  announcement  on 
Nov.  24  by  the  former  Seagram  Co. 
scion  that  he  and  an  investor  group 
had  agreed  to  buy  Warner  Music  Group 
for  $2.6  billion  left  some  wondering  if 
Bronfman  had  learned  anything  from 
losing  $2  billion  of  his  family's  fortune 
on  earlier  Hollywood  misadventures. 

Beset  by  sweeping  online  piracy  and  a  lack 
of  hot  new  acts,  worldwide  music  sales  this 
year  will  likely  fall  9%,  to  $28  billion,  after 
declining  20%  over  the  past  three  years, 
says  Informa  Media  Group.  Still,  Bronfman 
and  his  backers  are  convinced  that  the 
worst  will  be  over  soon  and  that  they'll  be 
able  to  turn  music  into  a  vital  business 
again.  "We  are  going  to  manage  this 
business  in  an  entirely  new  way,"  says 
Bronfman. 

FOR  ONE  THING,  Bronfman's  company  will 
be  privately  held,  relieving  it  from  the 
relentless  scrutiny  of  having  to  hit  the 
numbers  every  quarter.  That  should  also 
allow  Bronfman  to  force  a  more  painful 
restructuring  than  Time  Warner  was  willing 
to  undertake.  For  Time  Warner,  such  a 
restructuring  would  have  meant  huge 
charges  against  the  media  giant's  earnings 
at  a  time  it  could  ill  afford  such  steps 
following  its  disastrous  merger  with 
America  Online  Inc. 

Bronfman  and  his  team  aren't  talking 
publicly  yet  about  how  they  might  recast 
the  existing  business.  But  they  have 
several  cost-saving  options  open  to  them. 
Warner  Music  Group  CEO  Roger  Ames  has 
already  reduced  head  count  in  four  years  from  7,000  to 
5,000  but  says  "we  still  have  plenty  of  places  to  cut." 
Consolidating  record  labels,  perhaps  Atlantic  and 
Elektra,  could  save  a  few  more  bucks.  So  could  pulling 
out  of  lagging  overseas  markets.  Last,  insiders  say 
Bronfman  believes  that  the  Warner/Chappell  Music  Inc. 
publishing  unit  that  is  included  in  the  deal  will  throw 


BRONFMAN 

Taking  the 
company 
private  will  help 


off  enough  cash  flow  from  its  million  copyrighted  songs  | 
to  provide  a  buffer  while  he  tackles  the  ailing  recorded1 
music  side. 

BUT  THE  BIGGEST  cost  savings  of  all  may  come  if  Bronfmd 
is  willing  to  preside  over  "some  creative  destruction  of  the 
business,"  as  one  investment  banker  puts  it.  The  place  he  n 
start,  say  some  executives,  is  with  bloated  artist  deals,  such : 
those  exemplified  by  Sony  Music  Entertainment  Inc.'s  $100| 
million  long-term  deal  with  Michael  Jackson  or  the  $80 1 
EMI  Group  PLC  paid  Mariah  Carey  for  a  four-record  contrac 
Warner  Music  may  soon  have  to  contend  with  a  costly  deal  < 
its  own:  its  longstanding  partnership  with  Madonna  and  he\ 
Maverick  Records.  Throughout  the  industry,  execs  are 
considering  moving  to  contracts  that  are  tied  more  closely  to 
performance  rather  than  "deals  based  on  I 
what  you  hope  [the  artists]  will  sell,"  saysl 
Danny  Goldberg,  founder  of  independent  | 
label  Artemis  Records.  Adds  longtime 
industry  lawyer  Christian  L.  Castle  of  J 
Gump  Strauss  Hauer  &  Feld  LLP's  Los 
Angeles  office:  "You  can't  sign  folks  to  fivel 
album  deals  when  these  days  they  may  no  j 
have  five  albums  in  them."  But  while  some 
close  to  Bronfman  argue  that  he  must  hea(| 
in  that  direction  to  succeed,  for  now  such : 
shift  is  far  from  certain. 

Even  if  he  trims  costs  in  such  a  bold  way! 
that  alone  won't  do  the  trick.  Bronfman, 
who  in  the  1990s  created  the  world's  larges 
music  company— Universal  Music  Group- 
through  the  acquisition  of  Polygram,  is  alsc 
counting  on  an  end  to  the  industry's  slide. 
Some  faint  signs  of  hope  are  starting  to 
appear:  Piracy  dropped  11%  from  August  tc 
September  as  the  record  industry  began  its  | 
much-publicized  legal  crackdown,  says 
market  researcher  NPD  Group  Inc.  And  wit 
a  slew  of  new  legit  services  from  the  likes  of  Microsoft  Corp. 
and  Sony  Corp.  coming  online  to  compete  with  Apple 
Computer  Inc.'s  popular  iTunes  store,  a  new  revenue  source  is  | 
emerging.  Those  developments  helped  nudge  Bronfman's 
heavyweight  backers,  including  Thomas  H.  Lee  Partners,  Bain  | 
Capital,  and  Providence  Equity  Partners,  into  the  deal. 

It's  a  risky  assumption— and  a  controversial  one.  Plenty  o| 
skeptics  see  no  such  turn  in  the  offing.  Much  will  depend  or 
whether  the  era  of  "free"  is  finally  over.  The  only  certainty: 
No  one  has  more  riding  on  the  music  industry's  comeback 
than  Edgar  Bronfman  Jr.,  his  investors,  and  his  tarnished 
reputation.  II 
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Kevin  Plank,  founder 

Under  Armour ' 

Performance  Apparel 


Under  Armour  has  won  big,  thanKs  10  Tinancw    Trom  u  i,  ana  a  great  1 

high-tech  sports  apparel  that  stays  dry  and  light  even  when  drenched. 

For  financing  that  performs,  visit  CIT.com.  We  see  what  you  see. 
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THE  ALL-NEW  265-HP  NISSAN  MAXIMA.  Happiness  is  a  six-speed  manual  transmission 
chrome-tip  exhaust  and  quick-response,  drive-by-wire  electronic  throttle.  For  more  information,  call  800-NISS 
orvisitNissanUSA.com. 
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NeWS  In  Biz  This  Week 


EDITED  BY  MONICA  ROMAN 


HEADLINER 
ROBERT  LANE 


DIGGING  OUT 
DEERE 

Maybe  Robert  Lane  can 
finally  relax.  Only  months 
after  he  became  chairman 
and  CEO  of  Deere  in  mid- 
2000,  the  nation's  industrial 
and  farm  sectors  hit  a  rough 
patch.  Deere  was  soon  wheel- 
deep  in  the  red  as  it  took 
charges  to  lay  off  workers  and 
close  plants.  Now,  the  cost- 
cutting  and  economic 
rebound  may  be  giving  Deere 
a  lift.  On  Nov.  25,  the  Moline 
(III.)  company  said  it  expects 
profits  for  its  first  quarter, 
ending  on  Jan.  31,  to  leap  at 
least  47%  from  a  year  earlier, 
to  $100  million  to  $150 
million,  on  a  25%  rise  in 
sales.  In  addition,  Deere 
forecast  that  net  income  for 
the  fiscal  year  ending  next 
Oct.  31  will  total  $750  million 
or  more,  up  at  least  17%.  It 
projects  2004  sales  to  rise 
10%  with  help  from  a  weak 
dollar  and  stronger  U.S.  farm 
and  lawn  markets. 

Lane,  54,  is  glad  this  year's 
fourth  quarter  is  behind  him. 
Although  sales  grew  14%,  to 
$3.94  billion,  earnings  rose 
only  4%,  to  $71  million. 
"There's  no  rest  in  sight,"  he 
says,  "because  our  aspirations 
are  so  lofty."  Still,  the  road  is 
getting  smoother. 

-Michael  Arndt 


SUDDEN 
EXITS  AT  HP 

In  a  surprise  move,  rising 
star  Jeff  Clarke  resigned  on 
Nov.  25  as  executive  vice- 
president  of  global 
operations  at  Hewlett-Packard. 
HP  insiders  expected  Clarke, 
former  chief  financial  officer 
of  Compaq  Computer,  to 
soon  succeed  longtime  HP 
CFO  Robert  Way  man  at  the 
$73  billion  computing 
behemoth.  HP  said  Clarke's 
resignation  was  agreed  to 
"mutually."  Clarke  said  he 
had  been  waiting  to  become 
CFO  for  26  months.  But  with 
Wayman  not  set  to  leave 
soon,  according  to  Clarke, 
"that  job  wasn't  available." 
Suzette  Stephens,  HP  vice- 
president  of  global 
communications,  resigned 
the  same  day  as  Clarke.  Top 
HP  managers  were  aware  of  a 
relationship  between  Clarke 
and  Stephens,  sources  say. 
"My  relationship  with 
Suzette  is  a  personal  matter," 
Clarke  says.  Stephens  did  not 
return  phone  calls. 


NO  SECURITY, 
NO  TRUST 

In  the  latest  chapter  in  the 
mutual-fund  industry's 
ongoing  scandal,  New  York 
Attorney  General  Eliot  Spitzer 
on  Nov.  25  announced  felony 
charges  against  three  former 
executives  of  Phoenix-based 
Security  Trust  for  assisting  in 
illegal  late  trades  of  mutual 


funds.  The  Securities  & 
Exchange  Commission  also 
filed  civil  fraud  charges 
against  the  company  and  its 
former  execs.  The  Office  of  the 
Comptroller  of  the  Currency 
will  dissolve  Security  Trust  by 
Mar.  31  while  safeguarding 
pensioners'  interests.  The 
company  said  that  it  "will 
continue  to  cooperate  with  all 
authorities."  A  lawyer  for 
former  CEO  Grant  Seeger  said 
he  "did  nothing  illegal." 


LAY  SHOULD 
HAVE  KNOWN' 

In  a  report  released  on  Nov. 
24,  Enron  bankruptcy 
examiner  Neal  Batson 
criticized  former  Chairman 
Kenneth  Lay  and  President 
Jeffrey  Skilling,  saying  they 
"knew  or  should  have  known 
their  subordinate  officers 
misused  the  [special-purpose 
entity]  transactions  in  a 
manner  that  resulted  in  the 
dissemination  of  materially 
misleading  financial 
information."  The  two  have 
said  that  they  are  innocent. 
So  far,  no  criminal  charges 
have  been  brought  against 
them,  and  the  report  hints  a 
smoking  gun  will  be  hard  to 
find.  "[B]oth  Lay  and  Skilling 
were  infrequent  users  of  e- 
mail,  and  they  also 
apparently  did  not  retain 
many  documents,"  it  said. 


A  BROADCAST 
BONANZA 

Broadcasters  such  as  Viacom 
and  News  Corp.  can  breathe  a 
little  easier— for  now. 
Lawmakers  working  on  next 
year's  federal  spending  bill 
had  planned  to  gut  new 
Federal  Communications 
Commission  rules  allowing 
TV  networks  to  own  local 
stations  covering  up  to  45% 
of  the  nation's  audience,  up 
from  35%.  President  Bush 
had  threatened  to  veto  the 


bill  over  the  issue.  But 
White  House  reached  a 
compromise  on  Nov.  24 
Republican  Hill  leaders 
calling  for  a  local-station 
of  39%.  Both  Viacom  an 
News  Corp.  are  under  th> 
new  limit,  but  they're  no 
the  clear  yet:  Congress  mil 
leave  for  the  holidays  wi 
passing  the  bill. 


ETCETERA... 

»  Intel  is  producing  the 

of  new  powerful  chips  at 

nanometers. 

»  Moody's  projects  glob 

cigarette  sales  will  grow 

than  1%  annually  over  the 

next  three  years. 

» Indie  film  companies 

suit  to  allow  DVDs  to  be  se] 

to  potential  Oscar  voters. 


CLOSING  BELL 


Boston  Scientific 
shares  rose  5.3% 
on  Nov.  24  to  hit  a 
high  of  $35.70,  afte 
a  U.S.  court  refusec 
Johnson  & 
Johnson's  request 
to  bar  Boston 
Scientific^  new 
drug-coated  stent. 
FDA  approval  is 
expected  early  next 
year,  making  it  the 
only  rival  to  J&J  in  a 
$5  billion  market. 
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NeWS  Washington  Outlook 


TED  BY  LEE  WALCZAK 


)oes  Kerry 

till  Have  a  Chance? 


ER  A  LONG  SWOON  MARKED  by  snoozy  stumping,  staff  feuds, 
1  the  inevitable  campaign  shakeup,  Massachusetts  Senator 
n  Kerry  is  trying  to  claw  his  way  back  into  the  Democratic 
:sidential  race.  Kerry  sports  a  new,  earthy  slogan  ("the  real 
d"),  reinforcements  air-dropped  in  from  Senator  Ted 

caucuses,  behind  Dean  and  Rep- 
resentative Dick  Gephardt.  Then  it's  do- 
or-die time  in  New  Hampshire.  Kerry 
must  eke  out  a  victory  there  over  Dean— 


m 

nedy's  headquarters,  and  a  tad  more 
■ession  on  the  hustings.  But 
easingly,  the  Establishment  bigwigs 
I  i  once  saw  Kerry  as  a  safe-and-sane 
•native  to  former  Vermont  Governor 
vard  Dean  are  wondering  if  the  Bay 
a  e  aristocrat  is  destined  to  become  an 

ffy  casualty  of  the  Presidential  race, 
/ith  the  Jan.  27  New  Hampshire 
nary  looming  and  Dean  holding  a 
■imanding  lead  in  the  state,  the  pressure 
B(erry  to  break  out  is  immense.  But  even 

|  lis  home  turf,  there  are  troubles.  In  a 

'.  19-21  poll  by  RKM  Research  & 

:  nmunications,  he  trailed 

>  in  by  9  points  in 

|  ssaehusetts.  What's  the 
•blent?  Kerry's  detached 
Ig-froid  seems  to  pale  in 
I  face  of  Dean's  fiery 
jmlist  orations.  "Dean  is 

ing  a  virtual  coronation  in 

*v  Hampshire,"  says  a 

1  nocratic  strategist.  "If 

\  iVe  second,  you  have  to 

ie  the  guy  down.  Kerry  isn't 

king  Dean  play  defense." 

lib  rally  from  behind,  Kerry 

1  have  to  pull  off  a  difficult 

ancing  act:  Knock  down 

>an— without  driving  away 

decided  voters  or  rallying 

|  governor's  core  of 

alists— while  providing  a 

sitive  message  for  his  own  supporters. 

•11  have  to  convince  voters  that  his  four 

Date  terms  make  him  the  best  candidate 

take  on  President  George  W.  Bush,  even 

High  this  year  the  activists  who 

minate  the  primaries  seem  far  more 

cited  by  the  prospect  of  a  Washington 

tsiders. 

With  time  growing  short,  Kerry  has 

.nit  mom  lor  error.  1  le  needs  to  come  in 

redible  third  in  the  Jan.  I1)  Iowa 


NEW  HAMPSHIRE 

Kerry  plans  more 

press-the-flesh 

events 


while  hoping  that  Wesley  Clark  or  John 
Edwards  causes  the  Vermonter  to  stumble 
on  Feb.  3  when  the  race  turns  to  South 
Carolina  and  other,  more  moderate  states. 
"This  race  is  there  to  be  won,"  Kerry  told 
BusinessWeek.  "I'm  going  to  fight  back." 

Deep  Pockets 

KERRY  HAS  UNLEASHED  an  ad  blitz  in 
Iowa  and  New  Hampshire.  And  he  vows  he 
won't  be  outspent.  By 
forgoing  public  funds,  he's 
poised  to  tap  a  family  fortune 
enriched  by  his  marriage  to 
heiress  Teresa  Heinz. 
Although  Kerry  alternates 
between  being  a  stiff  and  a 
swell  on  the  campaign  trail, 
he's  promising  more  press- 
the-flesh  events,  including 
some  Bill  Clinton-like  24- 
hour  marathons.  Meantime, 
former  New  Hampshire 
Governor  Jeanne  Shaheen's 
decision  to  co-chair  Kerry's 
campaign  will  give  the  senator 
access  to  a  still-potent  organization. 
Kerry  has  to  do  something  he  has 
failed  at  thus  far:  provide  a 
compelling  rationale  for  his  candi- 
dacy. Indeed,  he  has  trouble  coming  across 
as  a  passionate  pol  who  fights  for  Middle 
America.  With  his  attenuated  frame, 
sparkling  starched  shirts,  and  aristocratic 
mien,  he  looks  every  inch  the  Beacon  Hill 
Brahmin.  The  "real  deal"?  That's  the 
nickname  of  former  heavyweight  champ 
K\  under  1  iolyfield,  who  was  a  great  fighter 
in  his  almost  20-year  career  but  never 
managed  to  electrify  the  crowd.  ■ 

-By  Alexandra  Starr  in  Lebanon,  N.H. 


CAPITAL 
WRAPUP 

CLEAN  AIR 
CAVE-IN 

CLEANER  AIR  for  California, 
yes.  For  the  rest  of  the  country  ? 
Hasta  la  vista,  baby.  That's  the 
message  of  a  compromise 
brokered  by  Senator  Dianne 
Feinstein  (D-Calif.)  and  Senate 
Republicans,  who  are  eager  to 
help  GOP  Governor  Arnold 
Schwarzenegger  meet  clean-air 
standards.  At  issue:  California's 
tougher  emissions  rules  for  lawn 
mowers  and  other  small-engine 
machines.  At  the  behest  of 
engine  maker  Briggs  &  Stratton 
Corp.,  Senator  Christopher  Bond 
(R-Mo.)  wanted  to  block  those 
strict  rales.  Schwarzenegger 
lobbied  to  terminate  Bond's 
measure— and  Washington 
Republicans  pitched  in.  The 
compromise  they  made  with 
Feinstein:  Let  California  tighten 
the  pollution  standards  but 
block  the  other  49  states  from 
doing  the  same.  Briggs  & 
Stratton  execs  are  ecstatic. 
Enviros  are  enraged.  The  Clean 
Air  Trust  has  named  Feinstein  a 
"clean  air  villain"  of  the  month. 

OVERTIME  FIGHT 
GOES  INTO  OT 

LABOR  LEADERS  are  mobilizing 
the  rank-and-file  for  a  last-ditch 
effort  to  block  a  Bush  plan 
increasing  employers'  leeway  to 
forgo  overtime  pay  for  more 
workers.  On  Nov.  20,  in  the  face 
of  a  White  House  veto  threat, 
Senators  Arlen  Specter  (R-Pa.) 
and  Tom  Harkin  (D-Iowa)  lost 
their  bid  to  add  language  halting 
the  OT  rule  to  a  spending  bill. 
Now,  the  Labor  Dept.  is  racing 
to  issue  a  final  rule  in  December, 
before  the  stalled  spending  bill 
resurfaces.  But  Specter  and 
Harkin  have  vowed  to  keep 
fighting,  and  AFL-CIO  President 
John  J.  Sweeney  is  mobilizing 
tens  of  thousands  of  activists  to 
ask  Congress  to  block  the  new 
reg  when  lawmakers  reconvene 
in  January. 
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Russia:  Why  Business 
Is  Rushing  into  Politics 


ALTHOUGH  RUSSIAN  TYCOON  Mikhail  B.  Khodorkovsky  landed  in 
jail  in  October  on  charges  of  tax  evasion,  many  observers 
suspect  President  Vladimir  V.  Putin  really  wanted  to  curb  the 
billionaire's  growing  political  influence.  Khodorkovsky,  after 
all,  was  financing  the  Kremlin's  opposition  in  advance  of  the 


Dec.  7  elections  for  the  Parliament,  or 
Duma,  and  lining  up  candidates  who 
would  back  the  interests  of  his  Yukos 
Oil  Co. 

So  has  Khodorkovsky's  incarceration 
chilled  Big  Business  interest  in 
parliamentary  politics?  Absolutely  not. 
More  businessmen  are  vying  to  become 
Duma  deputies  than  ever.  Dmitry  Orlov,  a 
political  scientist  at  the  independent 
Center  for  Political  Technologies  in 
Moscow,  estimates  that  20%  of  the  Duma's 
450  seats— about  90  places— will  be  filled 
by  businessmen.  Executives  who  are 
running  include  Viktor  Rashnikov,  general 
director  of  the  Magnitogorsk  Iron  & 
Steelworks;  Vitali  Vilchik, 
president  of  Avtovaz;  and 
Vyacheslav  Timchenko,  vice- 
president  of  Tyumen  Oil  Co. 

Even  Communists 

AN  ADDITIONAL  180  seats 

could  go  to  business 

lobbyists  likely  to  do  their 

clients'  bidding  on  economic 

legislation.  Execs  and 

lobbyists  are  running  for  the 

pro-Kremlin  United  Russia 

party,  the  right-wing  Union 

of  Right  Forces,  liberal 

Yabloko,  and  even  the 

Communists— a  sign  that 

securing  a  seat  is  more 

important  than  party  platforms.  From 

Lukoil  to  utility  UES,  companies  are 

spending  heavily  on  party  contributions. 

Orlov  estimates  the  total  could  reach  $1.5 

billion.  "Of  course,  business  plays  a  big 

role  in  party  finance,"  says  Vladislav 

Reznik,  a  United  Russia  deputy. 

By  law,  Russian  companies  are  allowed 
to  give  a  political  party  only  $2  million  per 
year,  but  the  rules  aren't  strictly  enforced. 
Indeed,  the  Russian  press  is  full  of  rumors 


CAMPAIGN 

Backing  the 
liberal  Yabloko 
party  in  Moscow 


that  businesses  are  essentially  "buying" 
Duma  seats  by  financing  parties  that  place 
execs  or  their  representatives  on  candidate 
lists.  The  articles  don't  make  allegations 
about  specific  candidates,  but  the  reputed 
price  tag  is  up  to  $2  million  per  seat.  Half 
the  Duma  deputies  are  elected  from 
national  and  regional  party  lists  based  on 
the  party's  popular  vote.  The  other  half 
represent  local  districts. 

Why  are  so  many  execs  hurrying  into 
politics?  Companies  want  to  protect 
themselves  against  legislation  that  could 
raise  their  taxes,  tie  them  in  red  tape,  or 
threaten  their  property  rights.  "Big 
companies  want  to  be  in  the  picture  and 
possibly  influence  the 
process,"  says  Igor  Jurgens, 
vice-president  of  the 
Russian  Union  of 
Industrialists  &  Entre- 
preneurs. What's  especially 
troubling  Corporate  Russia 
is  the  rising  influence  of  an 
antibusiness  faction.  Many 
nationalists  say  the  state 
should  grab  back  profits 
from  the  natural  resources 
"stolen"  by  businessmen 
such  as  Khodorkovsky.  Even  Finance 
Ministry  reformers  believe  Big 
Business  should  pay  higher  taxes— a 
likely  issue  on  the  agenda  after 
Putin's  expected  reelection  in  March. 
With  Khodorkovsky  behind  bars,  some 
observers  predict  Big  Business  in  the  next 
Duma  won't  try  to  take  on  the  Kremlin 
directly,  except  as  a  last  resort.  Instead, 
natural  resource  companies  may  agree  to 
pay  higher  taxes  if  protections  for  their 
property  rights  are  strengthened.  But  it's 
an  open  question  whether  the  Kremlin  and 
business  can  avoid  a  standoff  in  Putin's 
second  term.  II 

-By Jason  Bash  in  Moscow 


GLOBAL 
WRAPUP 

ELECTION  TENSIONS 
IN  THE  PHILIPPINES 

AS  THE  Philippines  gears  i 
presidential  elections  in  Ms| 
2004,  the  political  merry-gt 
round  could  seriously  distrd 
the  government  from  the  ta| 
running  the  country  in  the 
six  months.  President  Glorial 
Macapagal-Arroyo  is  already 
scrambling  to  find  a 
replacement  for  Jose  Isidro 
Camacho,  the  highly  respect] 
Finance  Secretary  who  is 
quitting  her  Cabinet  on  Nov.| 
rather  than  try  to  control  fisc 
spending  in  the  runup  to  the 
polls.  Other  Cabinet  membeil 
are  expected  to  desert  her  to  I 
pursue  their  own  political 
ambitions.  Meanwhile,  Arroj 
who  has  a  PhD  in  economics  I 
and  is  a  staunch  ally  of  the  UJ 
in  the  war  against  terror,  face 
strong  challenge  from  movie  I 
star  Fernando  Poe  Jr.  If  he  win! 
the  country  would  have  a  leac 
with  no  experience  in  either 
politics  or  economics. 


EUROPE  AND  BRITAIN: 
PRICKLY  PARTNERS 

THE  GULF  between  old  Euror 
and  the  sceptered  isle  was  on 
display  during  a  meeting  in 
London  of  French  President 
Jacques  Chirac  and  Prime 
Minister  Tony  Blair  on  Nov.  24.| 
The  gift  of  a  signed  photo  fror 
Blair's  3-year-old  son,  Leo,  wa| 
not  enough  to  stop  Chirac  fror 
griping  that  the  U.S.  and 
British  were  moving  too  slowl 
to  hand  over  power  in  Baghdai] 
to  Iraqis.  At  the  same  time, 
Chancellor  of  the  Exchequer 
Gordon  Brown  blasted  wasteful 
European  Union  regulation  an^ 
vowed  to  resist  EU  efforts  to 
harmonize  taxes.  With  Blair 
and  Euro-skeptic  Brown  lockec 
in  a  power  struggle,  Britain  is 
likely  to  remain  a  prickly 
partner  for  Paris  and  Brussels 
until  at  least  the  next  general 
election. 
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See  software  integrated. 
See  business  automated. 
See  ROI  escalated. 


»*    .* 

^ 

j 

Rationa 

w 


•  ' 


software 


tffiiiU 


*    s-    S-    s 


Rational  software.  Through  market-leading  tools  and  proven  best  practices,  Rational  offers  the 
expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
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Information  Technology  Account  in 


The  Secret  Behind 
Those  Prof  it  Jumps 

Many  companies  are  boosting  earnings  by 
reversing  write-downs  and  not  disclosing  it 


N  OCT.  16,  TRANSWITCH 
Corp.  reported  impres- 
sive numbers  for  its 
third  quarter.  With  net 
income  of  $2.6  million 
on  sales  of  $5.7  million, 
the  Shelton  (Conn.) 
semiconductor  maker's  net  profit  margin 
was  nearly  50%.  In  its  earnings  release, 
CEO  Santanu  Das  noted  TranSwitch's  in- 
creasing design  wins  and  said  its  strategy 
was  "resonating  with  our  customers." 

What  Das  didn't  say  was  that  23%  of 
TranSwitch's  net  income  had  come  from  a 
credit  that  had  little  to  do  with  ongoing 
operations.  The  company  reaped  about 
$600,000  in  pure  profit  from  selling  in- 
ventory it  had  written  down  to  zero  in 
previous  quarters.  While  TranSwitch  says 
it  told  shareholders  about  the  reversal  in  a 
conference  call  later  that  day,  investors 
who  just  read  the  earnings  release  may 
have  gotten  a  much  rosier  picture  of  the 
company's  business.  TranSwitch  denies 
any  attempt  to  mislead.  In  fact,  the  com- 
pany says  that  when  it  detailed  the  bene- 
fit from  the  inventory  sale  in  a  filing  with 
the  Securities  &  Exchange  Commission 
three  weeks  later,  it  went  beyond  what  is 
mandatory  under  current  accounting 
rules.  "My  understanding  is  that  it  is  not 
required  to  be  disclosed,"  says  Chief  Fi- 
nancial Officer  Peter  J.  Tallian.  "However, 
it  is  good  practice  to  give  this  information 
to  investors." 

REASON  TO  BE  SKITTISH 

TRANSWITCH  IS  ONE  of  scores  of  com- 
panies using  a  little-known  accounting 
technique  that  can  make  financial  state- 
ments look  healthier  than  they  otherwise 
would.  The  practice  entails  reversing  big 
charges  that  companies  took  in  the  past 
for  inventory  write-downs  or  other  issues. 


It  is  especially  prevalent  among  technolo- 
gy companies  that  got  hit  the  hardest  in 
the  past  few  years.  A  BusinessWeek  inves- 
tigation of  255  tech  companies  that  took 
special  charges  in  recent  years  reveals 
that  at  least  42  have  gained  some  benefit 
from  reversals.  Of  those  42  companies, 
28,  or  two-thirds,  did  not  disclose  the 
benefit  in  their  earnings  releases.  Besides 


selling  written-off  inventory,  com 
profited  from  reversing  lease  ter 
tions,  tax  liabilities,  severance  cost: 
gation  charges,  equipment-cancel 
fees,  and  other  restructuring  fees, 
biggest  accounting  trick  people 
even   aware   of  is   unwinding   s 
charges,"  says  Howard  Schilit, 
counting  expert  and  director  of  the 
for  Financial  Research  &  Analysis. 

The  increasing  use  of  reversals  c 
at  a  sensitive  time  for  Corporate  Am 
Investors'  faith  in  equities  was  shak 
the  tech  bust  and  accounting  fraud  a 
ron,  WorldCom,  and  others.  Stocks 
rallied  of  late,  but  the  growing  mu 
fund  industry  scandal  has  investor| 
edge  again.  What's  more,  oversea 
vestors  seem  increasingly  skittish  a 
U.S.  equities.  Foreig 
poured  $16.6  billion 
the  U.S.  stock  mark 
the  first  nine  monthl 
2003,  down  from  $ 
billion  in  the  same 
ago  period,  accordin 
the  U.S.  Treasury. 

What  makes  reverl 
troubling  to  some  exp 
is  that  the  accoun 
rules  governing 
leave  room  for  interpn 
tion.  Kevin  McBride,  a 
low  at  Financial  Acco 
ing  Standards  E 
(FASB),  says  comp 
are  not  required  to  rep| 
such  gains  in  earnings 
leases  and  that  they  m 
to  be  disclosed  in  SEC 
ings  only  if  they  are  "n 
terial."  Asked  if  a  2( 
boost  to  net  income  fri 
reversals  qualified,  he  s 
the  call  "will  be  based 

(management's  judgm 
of  materiality."  The  S 
says  that  under  Reg 
tion  S-K,  companies 
required  to  disclose 
quantify    any    revers 
that  are  material  in  fin 
rial  statements  filed  wi 
the  SEC,  though  not 
their  releases.  Howev 
Lynn  E.  Turner,  former  chief  accounta 
at  the  SEC,  says  companies  should  i 
elude  the  information  in  their  earnin 
releases.  "If  that  reverse  has  a  materi 
impact  on  the  companies'  reported  gro.< 
margin  or  net  income,  then  not  to  di 
close  that  would  be  misleading  to  in! 
vestors,"  says  Turner. 

Several  companies  are  erring  on  th 
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Ijtee  service  recognized. 


IBM  WebSphere,  the  market  leader  in  portals,  gathers  information  from  multiple  sources  into  one  personalized 
view,  so  employees,  partners  and  customers  see  what  they  need,  when  they  need  it.  On  demand.  WebSphere 
is  open,  so  it  works  with  current  IT  investments.  Combined  with  Lotus  dynamic  interaction,  everything 
from  customer  loyalty  to  ROI  starts  looking  up.  For  a  portal  InfoKit,  visit  ibm.com/websphere/seeit/portals 
<r"  business  on  demand  software 


Ifn^^Q^.11.0^^!"3.^8  *'bf  lnes1s<l°9°  "nd  easiness  on  demand  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  ,n  the 


Application  Integration.  Middleware  Markets"  (5/03).  .c  2003  Gartner,  Inc.  ^ 2003  IBM  Corporation  All  rights  reserved 


Accounting 


side  of  full  disclosure.  Telecom-equip- 
ment maker  Lucent  Technologies,  which 
suffered  through  its  own  accounting 
scandal  three  years  ago,  discloses  the 
benefits  of  reversals  in  both  its  earnings 
releases  and  SEC  filings.  In  the  quarter 


ending  Mar.  31,  for  instance,  it  reported  a 
gain  of  $131  million  from  unwinding 
several  charges.  Imation  Corp.,  an  Oak- 
dale  (Minn.)  maker  of  storage  devices, 
also  notifies  investors  in  its  releases  as 
well  as  its  SEC  filings.  "From  a  trans- 


parency standpoint,  we  believe  reafl 
should  have  the  ability  to  understanc 
composition  of  our  net  income," 
Controller  Paul  R.  Zeller. 

Even  some  companies  that  thinkl 
SEC  rules  are  so  vague  that  they  arej 


The  Lowdown  on  Reversals 

As  the  economy  has  recovered,  some  companies  have  boosted  earnings  by  reversing  charges  they 
took  during  the  downturn  for  inventory  write-downs,  restructurings,  and  other  issues 


COMPANY 


NET  INCOME 
(LOSS) 


GAIN  FROM 
REVERSAL 


DISCLOSURE 


VISHAY 
INTER- 
TECHNOLOGY 


$6.8  million  in  quarter 
ended  Sept.  30, 2003 


Not  available 


POOR  The  semiconductor  company  did  not  mention  in  its  earnings  release  a  gain  from| 
using  inventory  it  had  written  down-only  disclosing  in  an  SEC  filing  two  weeks  later 
that  it  had  derived  an  unspecified  benefit  from  such  sales. 


TRANSWITCH 


$2.6  million  in  quarter 
ended  Sept.  30, 2003 


$600,000  in 
that  quarter 


PARTIAL  The  company  did  not  mention  the  sale  of  inventory  it  had  written  down  to  zero  | 
in  its  earnings  release,  reporting  the  benefit  in  its  SEC  filing  three  weeks  later. 


NET2PHONE 


($10.8)  million  in  quarter 
ended  July  31, 2003 


$2.8  million  in 
that  quarter 


PARTIAL  The  provider  of  Net  phone  service  did  not  reveal  the  reversals  in  its  earnings  re 
lease.  It  disclosed  the  benefits  in  an  SEC  filing  a  week  later.  Net2Phone  declined  comment 


LUCENT 
TECHNOLOGIES 


($553)  million  in  quarter 
ended  Mar.  31, 2003 


$131  million  in 
that  quarter 


FULL  The  telecom-equipment  maker  explained  the  gains  from  reversing  restructuring 
charges  in  its  earnings  release  and  in  its  SEC  filing. 


CISCO 
SYSTEMS 


$1.9  billion  in  fiscal 
2002 


$525  million 
in  fiscal  2002 


FULL  The  networking  giant  detailed  the  gains  from  selling  inventory  it  had  written  off  in 
its  earnings  releases  and  in  its  SEC  filings. 
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gated  to  disclose  gains  to  investors 
*  t  anyway.  For  example,  chipmaker 
ra  Corp.  spells  out  the  gains  from 
ng  written-off'  inventory  in  both  its 
In*  filings  and  its  earnings  releases.  "It 
ites  more  of  a  trust  factor,"  says  CEO 

—  i  P.  Daane. 

low  many  other  companies  are  bene- 
g  from  reversals  without  disclosing  it 
nvestors?  There  are  plenty  of  possi- 
/  lies.  Besides  the  255  tech  companies, 
18  nontech  companies  have  reported 
lial  charges  in  the  past  four  years,  ac- 
iing  to  a  review  of  financial  records 
ducted  by  Standard  &  Poor's. 

nE  RIGHT  THING  TO  DO 

iN  WHEN  COMPANIES  do  disclose 
.  .-rsals,  it's  sometimes  hard  to  assess 
ir  impact.  That's  because  some  com- 
lies,  including  Intel  Corp.,  do  not 
intify  the  reversal's  size.  In  its  SEC  fil- 
for  the  first  quarter  of  2003,  Intel 
s  the  $111  million  increase  in  its  op- 
ting income  was  due  in  part  to  "un- 
tally  high  levels  of  sales  of  micro- 
_,>cessor  and  chipset  inventory  that  had 
;n  previously  reserved."  But  it  did  not 
•dry  how  much  reserved  inventory 

-  s  sold.  "We  didn't  think  that  identi- 


fying the  specific  dollai 
amount  for  an  individual 
factor  was  meaningful," 
says  Intel  spokesman  Robert 
Manetta. 

Another  example  comes 
from  semiconductor  com- 
pany Vishay  Intertechnolo- 
gy,  led  by  Chairman  and 
CEO  Felix  Zandman.  In  its 
most  recent  SEC  filing, 
Vishay  disclosed  that  selling 
written-down  materials  im- 
proved its  gross  margins. 
But  the  Malvern  (Pa.)  com- 
pany said  the  impact  "can- 
not be  quantified  in  any  specific  report- 
ing period,  however,  because  of  the 
large  number  of  affected  products  and 
the  impracticality  of  tracking  raw  mate- 
rial inventory  usage  on  a  product-by- 
product basis."  In  an  interview,  Vishay 
Controller  William  M.  Clancy  says  that 
the  inventory  "gets  spread  to  so  many 
different  parts  that  it's  really  hard  to 
track  when  it  is  utilized." 

Certainly,  some  reversals  are  neces- 
sary. Companies  downsize  or  shelve  un- 
profitable businesses  during  tough 
times.  When  they  do,  they  are  required 


TRANSWITCH  Das's 
earnings  release 
didn't  note  $600,000 
in  reversal  profits 


to  compose  restructuring 
plans.  Sometimes,  the  expens- 
es turn  out  to  be  higher  or 
lower  than  expected,  and  ad- 
justments must  be  made.  In  its 
SEC  filing  for  the  quarter  end- 
ed Aug.  2,  chipmaker  Analog 
Devices  Inc.  said  that  $2.9  mil- 
lion of  its  $4.4  million  reversal 
was  due  to  lower-than-expect- 
ed  severance  costs.  Analog  ini- 
tially estimated  that  509  em- 
ployees would  receive  pink 
slips,  but  only  439  workers 
were  ultimately  laid  off.  Al- 
though the  reversal  amount 
accounted  for  5.5%  of  net  income,  Ana- 
log says  it  did  not  disclose  the  gain  in  its 
press  release  because  it  was  not  required 
to  by  law.  "We  are  trying  to  focus  on  new 
information,"  says  spokeswoman  Maria 
Tagliaferro. 

After  the  recent  outbreak  of  accounting 
scandals  in  Corporate  America,  compa- 
nies and  regulators  pledged  that  financial 
transparency  would  become  a  top  priori- 
ty. Clearly  and  completely  disclosing  the 
reversals  that  are  now  boosting  profits 
would  be  a  good  place  to  start.  ■ 

-By  Spencer  E.  Ante  in  New  York 
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Glenfiddich 


The   independent   spirit. 
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Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 
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Deck  the  Halls  with 
High-Speed  Access 

A  spike  in  broadband  use  could  help 
e-tailers  clean  up  this  holiday  season 


WO  YEARS  AGO,  ED  MAN- 
ion  would  probably  never 
have  bought  his  fiancee's 
engagement  ring  on  the 
Internet.  But  when  the 
Tucson  real  estate  investor 
went  to  online  jewelry 
merchant  BlueNile.com,  he  found  all  the 
information  about  diamonds  he  would 
ever  need.  Better  yet,  thanks  to  his  high- 
speed Internet  connection,  he  could  de- 
sign his  own  ring  online,  a  task  that 
would  have  been  impossible  with  pokier 
Net  access.  A  cool  $43,000  later,  he  has 
the  answer  to  his  big  question  (Barbara 
Anne  Womble  said  "Yes").  "That  interac- 
tive diamond  finder  is  fabulous,  and 
without  all  the  bells  and  whisdes  on  your 
computer,  you  can't  use  it,"  Manion  says. 


After  years  of  anticipation,  this  holiday 
season  seems  destined  to  go  down  in  the 
books  as  the  First  Broadband  Christmas. 
Thanks  to  sharp  cuts  in  the  price  of  high- 
speed Internet  access,  the  number  of  U.S. 
homes  with  broadband  has  jumped  38% 
from  last  holiday  season  to  22  million,  ac- 
cording to  consulting  firm  IDC. 

That  spells  big  opportunities  for  e-mer- 
chants.  Not  only  are  broadband  customers 
online  for  more  of  the  day  than  their  dial- 
up  brethren,  they  also  spend  as  much  as 
30%  more.  To  reel  in  these  shoppers,  e- 
tailers  ranging  from  Amazon.com  Inc.  to 
shoe  site  Zappos.com  Inc.  are  ugrading 
their  Web  sites  with  videos,  better  pictures, 
more  sophisticated  product  comparisons, 
and  the  ability  to  customize  everything 
from  diamond  rings  to  dress  shirts.  Con- 


sidering a  new  Apple  desktop?  At  Am; 
you  can  watch  a  clip  of  how  easily  it 
with  Apple's  iPod  music  player.  At 
send.com,  you  can  quickly  custom-d 
a  china-blue  dress  shirt  with  French 
and  then  see  it  on  a  computer  model 
your  body  shape  and  hair  color. 

Catering   to   broadband    custo 
who  tend  to  be  more  affluent,  may 
an  afterburner  behind  merchants'  o 
holiday  sales.  Jupiter  Research  is 
casting  a  21%  gain  in  sales  this  yea 
$16.8  billion,  while  other  market 
searchers  are  projecting  similar  incn 
es.  And  those  figures  may  be  too  con 
vative.  Jupiter,  for  example,  is  assu 
that  each  person  will  spend  only 
more  online  this  year,  with  the  rest  of 
increase  coming  from  more  peopL 
the  Net.  However,  broadband  shop 
spend  $862  a  year  online,  vs.  $646 
dial-up  customers,  according  to  S 
borough  Research.  If  this  year's  bro 
band  adopters  act  like  people  who  m 
the  jump  before,  they'll  spend  more 
line  and  pull  the  average  figures  up 
there  was  a  phenomenon  likely  to  ju 
start  e-commerce  this  holiday  seas 
this  would  be  it,"  says  Robert  L.  Coh 
Scarborough's  president. 

That's  one  reason  many  e-tailers  e 
pect  sales  gains  that  outstrip  the  mac 
forecasts.  Amazon.com  says  fourth-qus 
ter  sales  will  rise  between  23%  and  34' 
while  Walmart.com  expects  revenues 
jump  60%.  In  addition,  many  smaller 
tailers  such  as  luggage  retailer  eBags  In 


E-Santas  Rejoice! 

With  35%  of  online  households  using  high-speed  Internet  access,  this  holiday  season  may  mark  the 
first  broadband  Christmas.  More  e-tailers  are  catering  to  revved-up  shoppers.  Here's  how: 


H( 


m 


MORE  CUSTOMIZES  Fast  access 
makes  it  easier  for  consumers  to  sift 
through  hundreds  of  options  and 
customize  products.  Jewelry  site  Blue 
Nile  has  a  service  that  lets  users  match 
a  diamond  with  the  perfect  setting. 


EASIER  COMPARISONS  Speedier 
connections  make  it  easier  to  compare 
prices  and  products  from  many  different 
sites.  Shopping.com  lets  buyers  compare 
scores  of  digital  cameras  and  then  search 
for  the  best  price  at  as  many  as  100  stores. 


SNAPPIER  PRESENTATIONS  With 
broadband,  e-tailers  dish  up  videos  and 
interactive  photos  that  help  customers 
know  more  about  products.  Shoe  site 
Zappos.com  lets  customers  see  footwear 
from  different  angles. 
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How  many  men 

lave  counted  on 

VIAGRA? 


16  million.  And  counting. 


VIAGRA  has  already  helped  about  16  million 
men  worldwide  improve  their  sex  lives.  And 
why  not? 

•  VIAGRA  works  reliably 

•  VIAGRA  has  an  excellent  safety  profile 

•  VIAGRA  is  covered  by  most  health  plans 

Hey  it  all  adds  up.  So  if  you  haven't  already, 
talk  to  your  doctor.  And  ask  if  a  free  sample  is 
right  for  you. 


ro  learn  more,  call  I-888-4VIAGRA.  Or  visit  www.viagra.com 


(sildenafil  citrate) tablets 

join   the   millions. 


1AGRA  is  indicated  for  the  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs, 
ften  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA.  This  combination  could  cause  your  blood  pressure  to 
Irop  to  an  unsafe  or  life-threatening  level.  . 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity  If  you 
ixperience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts  longer  than  4  hours,  seek  immediate 
nedical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  commonly,  bluish 
ision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

'(case  see  patienl  summary  of  information  for  VIAGRA  (25-mg,  r>o  ma  i,)(|  mg)  Lti>h-i-~  >>n  the  following  page 


loin  the  millions. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 

VIAGRA 

(sildenafil  curatejtMtn 
This  summary  contains  important  information  about  VIAGRA 

It  is  not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA  Ask  your  doctor  or 
pharmacist  if  you  do  not  understand  any  of  this  information  or  il  you  want 
to  know  more  about  VIAGRA 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However,  VIAGRA  is  not  tor  everyone.  It  is  intended  tor  use  only 
by  men  who  have  a  condition  called  erectile  dysfunction  VIAGRA  must 
never  be  used  by  men  who  are  taking  medicines  that  contain 
nitrates  of  any  kind,  at  any  time.  This  includes  nitroglycerin.  If 
you  take  VIAGRA  with  any  nitrate  medicine  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  or  lite  threatening 
level. 

What  Is  VIAGRA? 
VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It 
can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated) 
You  will  not  get  an  erection  just  by  taking  this  medicine  VIAGRA  helps  a 
man  with  erectile  dysfunction  gel  an  erection  only  when  he  is  sexually 
excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out  of 
the  penis  back  into  the  body  The  erection  goes  away  If  an  erection  lasts 
for  a  long  time  (more  than  6  hours),  it  can  permanently  damage  your 
penis  You  should  call  a  doctor  immediately  it  you  ever  have  a  prolonged 
erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  till  with  enough  blood  The  man  cannot  have 
an  erection.  This  is  called  erectile  dyslunction  il  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder  Therelore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex.  It  you  have  chest  pains, 
dizziness  or  nausea  during  sex,  stop  having  sex  and  immediately  tell  your 
doctor  you  have  had  this  problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill 
with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection 
goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  it  your  heart 
is  healthy  enough  lor  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates-either  regularly 
or  as  needed-you  should  never  take  VIAGRA.  II  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke  Nitrates  are  found  in 
many  prescription  medicines  that  are  used  to  treat  angina  (chest  pain  due 
to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 

("poppers")  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates, 

or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor  or 

pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction  VIAGRA  is  not  for 

newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA 

VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction  It  is  a  treatment  tor 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  Irom  getting 
sexually  transmitted  diseases,  including  HIV-the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  il  VIAGRA  is  right  lor  you.  VIAGRA  can 
cause  mild,  temporary  lowering  ol  your  blood  pressure.  You  will  need  to 
have  a  thorough  medical  exam  lo  diagnose  your  erectile  dyslunction  and 
to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your  other 
medicines  Your  doctor  should  determine  if  your  heart  is  healthy  enough 
to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an  erection 
that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking  Do  not  start  or  slop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This  includes 
prescription  and  nonprescription  medicines  or  remedies. 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  lor  Everyone). 

•  II  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high 
blood  pressure  or  prostate  problems,  you  should  not  take  a  dose 
of  greater  than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours) 
as  you  take  your  dose  of  alpha-blocker. 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adiusted 
(please  see  Finding  the  Right  Dose  lor  You ) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg)  If  you  do 
not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor 
can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  II  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  lor  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum 
single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  II  you  are  taking 
alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than  25  mg 
of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of  alpha- 
blocker 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning  in 
about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get  an 
erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high-fat 
meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may  take 
a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erection 
when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by  taking 
the  pill. 

Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours. 
Some  of  these  side  effects  are  more  likely  to  occur  with  higher  doses  The 
most  common  side  effects  of  VIAGRA  are  headache,  Hushing  of  the  face, 
and  upset  stomach.  Less  common  side  effects  that  may  occur  are 
temporary  changes  in  color  vision  (such  as  trouble  telling  Ihe  difference 
between  blue  and  green  objects  or  having  a  blue  color  tinge  to  them), 
eyes  being  more  sensitive  lo  light,  or  blurred  vision. 
In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours. 
You  should  call  a  doctor  immediately  if  you  ever  have  an  erection  that 
lasts  more  than  4  hours.  If  not  treated  right  away,  permanent  damage  to 
your  penis  could  occur  (see  How  Sex  Affects  Ihe  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men  had  heart 
problems  before  taking  this  medicine.  It  is  not  possible  to  determine 
whether  these  events  were  directly  related  to  VIAGRA 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet.  If 
you  want  more  inlormation  or  develop  any  side  effects  or  symptoms  you 
are  concerned  about,  call  your  doctor 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  ol  children  Keep  VIAGRA  in  its  original 
container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C  (59- 
86°F)  (see  USP  Controlled  Room  Temperature] 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only 
your  doctor  can  decide  il  it  is  right  lor  you.  This  sheet  is  only  a  summary. 
If  you  have  any  questions  or  want  more  inlormation  about  VIAGRA,  talk 
with  your  doctor  or  pharmacist,  visit  www  viagra.com. 
orcall  1-888-4VIAGRA 
23-5515-00-6    Rev  6  Sept  2002 
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Hue  Nile  project  growth  rates  of 
in  100%.  "January's  story  is  going 
.  'How  did  the  analysts  get  it  so 
gV  "  says  Patrick  M.  Byrne,  CEO  of 
unter  Overstock.com  Inc.,  which 
;ts  to  grow  60%. 

icouraged  by  strong  sales  to  high- 
i  shoppers  earlier  this  year,  e-tail- 
tepped  up  efforts  to  add  services 
ted  to  them  in  time  for  the  holi- 
At  eBags,  CEO  Jon  Nordmark  was 
ng  slowly  toward  adding  video  and 
•  broadband-friendly  features  six 
ths   ago,   thinking   other   tactics 
I  raise  sales  with  less  work.  Now 
-)usily  rolling  out  videos  for  around 
products,  up  from  a  handful  this 
lg.  The   reason:    Shoppers   who 
hed  the  video  in  early  marketing 
were  19%  more  likely  to  buy  the 
i  product  as  customers  who  didn't, 
broadband,  e-tailers  see  the  solu- 
to  the  huge  problem  of  getting  peo- 
:omfortable  buying  products  they 
:  see.  At  Zappos.com,  CEO  Tony 
•h  began  testing  software  in  late 
I  that  lets  consumers  look  at  shoes 
t  the  side,  the  top,  and  even  under- 
h.  This  year,  he  expanded  it  to  cov- 
early  all  300,000  pairs  of  shoes  in 
90s'  warehouse,  though  it  means 
cographing  each  new  style  from  six 
:rent  perspectives.  "It's  labor-inten- 
,  but  customers  love  it,"  Hsieh  says, 
erhaps  no  one  has  a  bigger  job  than 
:  Nile  CEO  Mark  Vadon,  who  is  sell- 
jewelry  that  tops  $300,000.  Blue 
■'s  solution  was  to  introduce  a  dia- 
ld  guide  and  ring-designing  service 
lets  consumers  sort  through  stones 
settings.  With  the  average  customer 
ting  at  200  pages  on  the  site  before 
ing,  Vadon  says  speed  is  a  must.  "I 
't  know  if  even  I  would  shop  our  site 
lout  broadband,"  he  says.  The  ap- 
ach  is  working:  In  the  past  three 
iks,  Blue  Nile  has  sold  diamond 
;s  for  $150,000  and  $166,000. 
b  be  sure,  e-tailers  are  wary  of  mov- 
too  quickly  and  alienating  con- 
lers  who  still  use  dial-up.  Merchants 
careful  to  give  them  alternatives.  For 
mple,  Blue  Nile  has  a  simpler  dia- 
nd  guide  for  slow  connections. 
<Jext  Christmas  will  be  even  more  of 
■■nadband  fiesta.  By  then,  U.S.  broad- 
id  penetration  is  likely  to  hit  31  mil- 
1  households,  says  Goldman  Sachs. 
:  this  year  there  are  enough  broad- 
id  users  to  drive  online  sales,  just  as  a 
[Wing  number  of  e-tailers  enter  the 
raised  land  of  profitability.  I 

l[\   timothy J.  Mullancv  in  New  York, 
h  Wendy  Zcllncr  in  Dallas 


Will  the  Troops 
Salute  Bush  in  '04? 

He  could  face  a  growing  backlash  over 
Iraq  and  veterans  angry  about  budget  cuts 


w 


HEN    ABSENTEE 
ballots    rolled    in 
from  troops  over- 
seas in  November, 
2000,    they    pro- 
vided the  critical 
boost  George  W. 
Bush  needed  to  win  the  White  House. 
Bush   had  courted  the   military  vote, 
helped  by  the  Clinton  Administration's 
record  on  everything  from  gays  in  uni- 
form to  Pentagon  budget  cuts.  And  he's 
still  playing  to  the  troops.  "I'm  proud  to 
be    the    Commander-in-Chief   of   the 


greatest  military,  full  of 
the  finest  people  on  the 
face  of  this  earth,"  he  said 
at  Fort  Carson,  Colo.,  on 
Nov.  24. 

But  if  Bush  expects 
nothing  but  salutes  at  the 
polls  in  2004,  he  may  be 
in  for  a  surprise.  Soldiers, 
their  families,  and  the 
great  horde  of  veterans 
are  beginning  to  question 
their  leader's  policies.  Ap- 
proval for  the  President 
among  military  relatives 
was  a  shockingly  low  36% 
in  a  bipartisan  Battle- 
ground poll  by  Lake, 
Snell,  Perry  &  Associates 
Inc.  and  the  Tarrance 
Group  conducted  on  Sept. 
7-10.  Soldiers  "are  being 
used  as  cannon  fodder," 
declares  Nancy  Lessin,  the 
stepmother  of  a  Marine 
who  was  deployed  to  Iraq 
and  the  co-founder  of  a 
group  called  Military 
Families  Speak  Out. 

More  than  400  casual- 
ties in  Iraq  and  exhaust- 
ing deployments  are  re- 
sponsible for  only  part  of  the  backlash. 
On  the  home  front,  a  budget-strapped 
Pentagon  is  pmching  pennies  on  military 
perks.  And  by  yearend,  it  will  lay  out 
standards  for  shedding  25%  of  base  ca- 
pacity. That  could  shutter  more  than  100 
facilities  and  further  disrupt  thousands 
of  families'  lives.  While  the  final  deci- 
sions won't  come  until  2005,  the  fami- 
lies' anxiety  might  dog  Bush  in  2004. 
Democrats  could  claim  "the  Administra- 
tion has  a  plan  to  close  many,  many  bases 
and  is  not  telling  the  public  until  after  the 
election,"  says  Loren  B.  Thompson,  COO 
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P-touch@ 
Electronic  Labeling 
Systems  can  organize 
any  office.. .even  yours 

Document  management  got  you  down? 
Not  to  worry,  P-touch  Electronic  Labeling 
Systems  print  text,  graphics,  bar  codes,  and 
more  on  durable  laminated  labels  in  dozens 
of  styles,  sizes  and  colors.  Choose  handheld, 
desktop  and  PC/Mac®  compatible  labelers 
to  organize  files  and  folders  and  just  about 
everything  else  in  your  office. 
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Available  at  Staples,  OfficeMax,  Office 
Depot  and  other  fine  retailers 

'•"•'w.brother.com  1-877-4PT0UCH 


At  your  side. 
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of  the  Lexington  Institute,  a  conservative 
think  tank. 

To  many  active-duty  troops,  reserves, 
National  Guard  units,  veterans,  and  their 
families,  the  Bush-Cheney  campaign 
promise  of  2000— "Help  is  on  the 
way"— looks  more  like  help  is  on  the 
wane.  "There  is  a  corrosion  of  trust,"  says 
one  active-duty  Army  officer  who  lives  in 
Virginia.  "I  think  it?s  going  to  turn  on 
Bush  during  the  election." 

A  bonanza  for  antiwar  Democrats?  Not 
necessarily.  The  Dems  can't  capitalize  on 
a  backlash  in  the  barracks  unless  they 
nominate  a  candidate 
these  voters  can  stomach. 
Retired  General  Wesley 
Clark  or  Senator  John 
Kerry  (D-Mass.),  a  deco- 
rated Vietnam  vet,  would 
certainly  be  attractive  to 
military  voters.  But  anti- 
war candidate  Howard 
Dean  might  raise  too 
many  hackles.  Says 
Robert  F.  Thomas,  a  re- 
tired Navy  commander  in 
Arcadia,  Fla.:  "Our  re- 
solve to  stick  with  Presi- 
dent Bush  is  stronger 
than  ever,  considering  the 
alternatives." 


Armies 
Of  the 

Voting 
Booth 

Because  of  its  sheer 
numbers,  the  military 
vote  can  be  crucial 

ACTIVE  DUTY  TROOPS 

1.5* 


A  FEW  GOOD  MEN 

even  IF  HIS  opponent 
doesn't  turn  out  to  be  a  gi- 
ant on  national  security 
matters,  however,  Bush 
could  still  suffer.  In  a 
closely  divided  nation,  a 
small  shift  in  the  military 
vote  could  have  a  tectonic 
political  impact.  The  1.5 
million  troops  on  active 
duty,  1.2  million  reserves 
and  National  Guard,  and 
27  million  veterans  account  for  23%  of 
voters.  With  spouses  and  parents,  the  po- 
tential military  bloc  is  enormous. 

Moreover,  in  2000,  Bush  narrowly 
carried  seven  states  with  a  big  defense 
presence,  including  Florida,  Louisiana, 
and  Missouri.  "If  Eglin  Air  Force  Base 
were  in  Alabama  instead  of  Florida,  Al 
Gore  would  be  in  the  White  House," 
notes  Thompson.  So  Democrats  don't 
need  a  wholesale  mutiny  against  Bush 
come  next  November.  Just  a  few  good 
men  and  women  would  suffice. 

Matthew  J.  Dowd,  pollster  for  the  Bush 
reelection  campaign,  suggests  that  the 
President's  approval  rating  among  military 
families  is  driven  by  ethnicity  and  income. 
And  he  thinks  parochial  issues  such  as  vet- 
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erans'  benefits  won't  swing  the  el 
"The  major  drivers  of  voter  behavi 
dominant  issues  such  as  the  econo 
war  on  terrorism,  Social  Security, 
health  care,"  Dowd  says.  Some  rese 
National  Guard  troops  may  defect,  s 
Air  Force  pilot  stationed  in  Iraq,  b 
adds:  "I  don't  believe  the  vast  major 
military  voters  are  willing  to  entrus 
mocrats  with  our  national  security." 
Still,  GOP  pols  fret.  When  the  1 
House  threatened  to  veto  a  bill  that 
have  let  more  vets  take  both  disabili 
and  pensions,  irate  letters  flooded 
gress.  "It  became  a 
sue  for  all  veterans/' 
Representative  Walti 
Jones  (R-N.C).  "I 
know  how  much  dam 
might  have  done."  A 
tened  Bush  backed  dl 
and  on  Nov.  24  sign 
record  $401.3  billion 
fense  bill  that  expands 
erans'  benefits  and 
pay  for  troops  by  4.159 
But  that  might 
enough  to  overcome  a 
case  of  tin  ear.  On  No 
the  Office  of  Manage 
&  Budget  opposed  res 
ing  $1.3  billion  in  fun 
for  Veterans  Adminis 
tion  hospitals  that 
House  Appropriate 
Committee  had  cut.  "It'! 
if  they're  not  even  aw 
[that]  there's  a  war  on  t 
ror  going  on,"  says  St 
Thomas,  an  American 
gion  spokesman  and  N; 
vet  who  notes  casualties 
Iraq  could  make  dema 
for  va  services  soar. 

Seth  R.  Pollack,  a 
tired  Army  sergeant  w 
served  in  the  Gulf  War  and  in  Bosnia 
and  who  voted  for  President  Bush's 
ther— now  is  president  of  Veterans 
Common  Sense,  a  group  opposing  Bus! 
Iraq  campaign.  He  sees  widespread  d 
gruntlement:  "I  don't  talk  to  a  veter; 
who  isn't  frustrated  with  the  policies 
this  Administration  and  the  Republic 
Party." 

Democrats  will  try  to  exploit  this  opei 
ing,  but  it  will  be  an  uphill  battle.  Most 
the  military  will  remain  rock-ribbed  R 
publican.  Still,  signs  of  discontent  ai 
growing.  And  as  Bush  fights  for  reelectio 
on  the  home  front,  he  can  hardly  affor 
such  restive  troops  II. 

-By  Stan  Crock  in  Washington,  wit 
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We  see  management  a 
little  differently  from  the 
rest  of  the  crowd. 


Not  with  us  it  isn't. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

ClOeBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  www.netiq.com/manageability 


.  right  2003  NetlQ  Corporation.  All  rights  reserved.  NetlQ  and  the  NetlQ  logo  are  registered  trademarks  of  the  NetlQ  Corporation 
All  other  names  and  products  mentioned  herein  may  be  the  registered  trademarks  of  their  respective  companies 
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Work  Smarter, 


Customers  are  an  investment. 
Maximize  your  return. 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise. 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managi 

your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  the    ai 

most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contact 

V 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277 


PeopleSoft 


® 


Customer  Relationship  Management 
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CUSTOMER  RELATIONSHIP  MANAGEMENT 


Marketing  n.  1.  The  activities  involved 
in  identifying,  attracting,  retaining,  and 
fostering  profitable  customers.  2.  The 
utilization  of  new  tools  and  techniques 
to  measurably  obtain  qualified  leads 
and  subsequently  help  secure  sales. 
3.  The  ability  to  provide  an  ROI  on  all 
programs  including  those  intended 
to  improve  the  company's  image,  lead 
generation,  and  sales  support 


Changing  Marketing  From  Art  to  Scienc 

Was  Da  Vinci  an  artist  or  a  scientist?  Few  will  debate  that  he  was 
brilliant  in  both,  blending  unique  left  and  right -brained  talents 
in  creating  works  that  pleased  the  eye  and  challenged  the  mind. 
Marketers  today  are  in  many  ways  taking  a  lesson  from  this  genius 
and  transforming  their  craft  into  science. 

With  the  advantage  of  new  technologies  and  the  wisdom  gained 
from  the  past  20  years,  marketing  is  the  one  area  within  the 
Customer  Relationship  Management  (CRM)  controversy  that  has 
risen  out  of  otherwise  questionable  investments.  Industry  consult- 
ing firm  Gartner  Group  sees  the  marketing  segment  to  be  the  fastest 
growing  part  of  the  CRM  market  with  a  2002-2006  forecasted 
compound  annual  growth  rate  (CAGR)  of  10.5  percent  compared 
with  .9  percent  for  the  overall  CRM  market.  Aberdeen  Group, 
another  industry  watch  firm,  estimates  that  marketing  automation 
revenues  alone  will  reach  $1.4  billion  by  2006. 
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Perhaps  more  than  any  other  function 
within  the  organization,  the  use  of  CRM 
systems  is  fundamentally  changing  how 
companies  are  doing  marketing.  Brewed 
when  CRM  itself  was  just  starting,  the 
marketing  automation  movement  brought 
forward  the  ideas  that  marketing  can  be 
measured  and  managed  in  a  very  scientific 
manner.  Successful  marketing  people  are 
now  those  who  understand  statistics  and 
return  on  investment,  as  well  as  they 
can  work  with  graphic  designers  and 
copywriters.  Laura  Preslan  of  AMR 
Research  observed  that  marketing  has 
become  respected  as  a  core  part  of  many 
businesses.  Where  before  it  was  often 
buried  within  sales  or  operations,  now 
chief  marketing  officers  (CMOs)  appear 
on  management  teams  as  equals  to  the 
other  functional  areas. 

Marketing  PhD: Take  4  P's  and 
don't  call  me  in  the  morning 

Anyone  who  has  attended  an  introductory 
marketing  class  knows  about  the  four  P's: 
product,  price,  promotion  and  place.  These 
are  the  guiding  tenets  of  marketing. 
However,  few  marketing  graduates  are 
armed  with  the  knowledge  about  what  it 
really  takes  to  do  effective  promotions  in 
today's  crowded  and  legislatively  restricted 
market.  Add  the  complexities  of  the 
Internet  as  a  distribution  channel,  a 
bi-directional  communication  link,  and 
a  way  to  reach  people  individually  with 
personalized,  highly  targeted  messages 
quickly  and  cheaply  -  and  now  the  job 
of  marketer  starts  to  get  interesting. 

With  the  proliferation  of  CRM  systems, 
customer  data  is  finally  becoming  avail- 
able. Now  marketers  can  see  clearly  who 
and  what  consumers  are  purchasing  and 
then  apply  statistical  analysis  to  predict 
who  will  purchase  what  next.  Today's 
CRM  systems  can  also  help  predict  the 


value  of  short  and  long-term  customer 
relationships,  as  well  as  identify  customers 
who  are  susceptible  to  attrition.  CRM  has 
been  viewed  as  more  suited  for  customer 
service  and  sales  departments,  however, 

Successful  marketing  people  are 
now  those  who  understand  statis- 
tics and  return  on  investment,  as 
well  as  they  can  work  with  graphic 
designers  and  copywriters. 

many  CRM  thought  leaders  now  recognize 
marketing  departments  as  the  "stewards 
for  the  customer  strategy."  In  this  role, 
marketing  is  responsible  for  actively  under- 
standing and  shaping  the  customer  experi- 
ence in  all  phases  of  the  relationship  -  from 
lead,  to  prospect,  to  customer,  and  some- 
times to  former  customer.  Marco  Emrich, 
President  &  CEO  of  SEDONA  Corporation,  a 
provider  of  CRM  software  for  small  and 
mid-size  businesses,  stated  that,  "In  many 
ways,  the  mission  of  marketing  and  CRM 
are  one  in  the  same  in  that  the  overarching 
goals  are  to  identify,  acquire,  foster  and 
retain  loyal,  profitable  customers." 

Why  Marketing,  Why  Now? 

Economics  -  Bob  Hiss,  CEO  of  marketing 
software  company,  MarketSoft  stated,  "As 
we  come  out  of  a  cost-cutting  and  savings 
phase  of  the  business  cycle,  companies 
are  now  poised  to  drive  expansion  and 
increase  their  ability  to  generate  leads  and 
optimize  relationships  with  existing  cus- 
tomers"  Marcia  Jacobs,  a  director  at  SAP, 
noted  that,  "Marketers  today  must  provide 
ROI  forecasts  as  part  of  their  budget 
requests.  In  the  past,  marketers  did  not 
have  to  do  this  justification;  many  did 
not  want  to  or  lacked  the  right  tools 
to  calculate  ROI."  Dr.  Naras  Eechambadi, 
CEO  and  founder  of  Quaero,  a  marketing 


Dell  Improves  Lead  Generation  60  Percent 

By  switching  from  an  e-mail  service  provider  to  an  in-house  solution  from 
PeopleSoft,  Dell  was  able  to  better  engage  its  global  customer  base  more 
cost-effectively,  from  consumers  to  public  institutions.  Dell  can  also  effec- 
tively track  the  responses  to  their  e-mail  campaigns  allowing  them  to  better 
target  their  marketing  efforts  and  increase  online  sales.  PeopleSoft's  Online 
Marketing  software  has  been  an  important  part  of  Dell's  CRM  strategy;  a 
strategy  that  has  helped  increase  Dell's  e-mail  lead  generation  by  60  percent 
over  the'past  year  and  increased  margins  through  effective  cross-sell  of 
printers  and  other  accessories. 


services  company  said,  "Marketing 
managers  must  worry  about  what  their 
revenue  contributions  are  to  the  top  line." 
Today,  this  is  not  an  option,  and  a  success 
ful  marketing  staff  must  be  as  proficient 


in  spreadsheets  as  they  are  in  graphics 
tools.  Joe  Longoria,  senior  vice  president, 
of  development  and  services  for  Firstwave 
Technologies  further  points  out,  "Marketers 
must  have  the  ability  to  track  and  measure 
the  precise  return  of  all  activities  down  to 
individual  e-mails." 

Hosted  applications  -  Robust  marketing 
applications  have  matured  and  now  are 
affordable  for  all  size  companies.  With 
the  availability  of  ASP  or  hosted  applica- 
tions, marketers  can  have  access  to  such 
tools  at  a  fraction  of  the  cost  and  time. 
Additionally,  the  ASP  implementations 
do  not  compete  with  other  IT  projects, 
reducing  that  dependency  as  well.  Long 
without  a  capital  budget  to  spend,  market- 
ing now  has  the  ability  to  utilize  these 
application  services  as  an  operational 
expense,  which  can  usually  bypass  a  lot 
of  approval  cycles.  Aberdeen  Group  reports 
that  52  percent  of  all  survey  respondents 
indicated  that  they  would  be  considering 
a  hosted  CRM  solution  in  the  future.  Siebel 
System's  recent  acquisition  of  Upshot  is 
further  validation  of  this  trend. 

Consumer  and  Business  Control  - 

Educated  and  intolerant,  consumers  want 
to  control  not  only  what  is  marketed  to 
them,  but  the  'how  and  when'  as  well. 
Yuchun  Lee,  co-founder  and  CEO  of  Unica 
Corporation  and  Dan  Goldstein,  president 
and  founder  of  Privacy  Research  and 
Consulting  noted  in  a  profound  white 
paper,  "Essentially  this  all  points  to  an 
important  shift  in  the  balance  of  power  - 
away  from  the  marketers  and  toward 
consumers,  most  of  whom  want  to  better 
control  when,  how  and  from  whom  they 
receive  marketing  offers." 

Regulatory  Compliance  -  HIPPA, 
Gramm-Leach-Bliley,  Sarbanes-Oxley 
legislation  and  much  more  -  covering  the 
use  and  abuse  of  personal  and  corporate 
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information  have  spurred  dozens  of  new 
laws  aimed  at  controlling  the  gathering 
and  dissemination  of  such  information. 
In  response  to  this,  marketers  need  to  care- 
fully abide  by  the  appropriate  regulations. 
This  means  that  they  need  to  track  and 
manage  virtually  all  of  their  communica- 
tions. Many  tools  are  available  to  assist  in 
this  process.  Despite  limitations  on  who 
and  what  can  be  communicated,  AMR's 
Preslan  observed,  "Information  compliance 
will,  in  fact,  help  marketers  by  segmenting 
opt-in  customers  that  are  predisposed  to 
receiving  company  communications." 

Complex  Segmentation  Requirements  - 

With  the  availability  of  customer  purchase 
information,  marketers  now  have  access 
to  critical  data  that  can  be  combined  with 
demographic  and  historical  information 
that  a  company  has  on  its  customers. 
Marketers  can  determine  more  precise 
segments  and  customer  characteristics 
and  thus  deliver  more  effective  marketing. 
Joe  Davis  of  PeopleSoft  comments,  "In 
the  first  generation  of  CRM,  people  built 
marketing  tools  that  replicated  the  tradi- 
tional channels  and  processes  of  direct 
mail.  Because  they  weren't  using  the  capa- 
bilities we  have  now  to  truly  segment 
customers  properly,  the  marketing  people 
themselves  helped  create  the  problem 
of  SPAM.  But  now,  with  the  technology 
in-hand,  as  well  as  the  requirement  to 
obey  privacy  laws,  marketers  are  able  to 
do  better  planning  and  execute  more 
effective  campaigns." 

Technology  Evolution  -  Today,  marketers 
have  so  many  vehicles  by  which  to 
cost-effectively  get  their  messages  out, 
including  e-mail,  chat  groups,  banner  ads, 
and  cell  phones.  As  a  result,  they're  chal- 
lenged to  manage  and  understand  these 
channels  and  the  various  techniques  in 
using  them,  like  search  marketing  and 
instant  Internet  surveying.  Luckily,  with 
increased  computing  bandwidth,  net- 
working, and  power,  marketing  applica- 
tions are  able  to  gather  and  analyze  huge 
amounts  of  multi-dimensional  data  And 
more  significantly,  over  time,  applications 
have  become  easier  to  use,  no  longe: 


When  information  and  offers  are 
delivered  appropriately  to  the  right 
people  at  the  right  time,  consumers 
will  see  this  as  a  valuable  competi- 
tive advantage. 

requiring  advanced  statistical  knowledge 
to  gain  meaningful  results. 

Marketing  Meets  Tech 

While  the  use  of  technology  isn't  new  to 
marketing,  there  are  new  innovations  that 
have  fundamentally  changed  the  way  mar- 
keting is  done.  Some  of  the  key  applications 
now  in  broad  use  include: 

1)  Analytics  builds  on  more  traditional 
statistical  analysis  to  enable  marketers 
to  segment  customers  based  on  tech- 
niques such  as  affinity  modeling  and 
cluster  analysis. 

2)  Campaign  Management  helps  to  create 
groups  (or  segments)  of  customers 
and/or  prospects  using  analytics  and 
then  tracks  the  costs,  effectiveness  and 
subsequent  ROI  associated  with  cam- 
paigns (or  individual  promotions)  to 
these  segments. 

3)  Direct  Marketing  Tools  can  assist  in 
personalizing  and  tracking  outbound 
efforts  such  as  e-mail  campaigns,  search 
marketing  advertising,  and  direct  mail. 

4)  Marketing  Resource  Management  (MRM) 

are  systems  used  to  collect,  organize,  and 
control  critical  marketing  information. 

5)  Lead  Management  Systems  help  to 
organize  and  track  leads  as  they  come  in 
and  then  go  out  to  various  processes  of 
qualification  and  sales  follow-up. 

Looking  Forward  to 
Right-Time  Marketing 

As  the  technologies  continue  to  mature, 
marketing  will  be  further  able  to  personal- 
ize campaigns  beyond  a  simple  salutation 
to  reflect  the  specific  needs  of  the  individual 
consumer.  By  knowing  the  customer's  indi- 
vidual demographics,  purchase  behavior 
and  preferences,  coupled  with  knowledge 
about  relevant  life  events  such  as  the  birth 
of  a  child,  children  reaching  college  age,  or 
professional  positions  acquired  (or  lost), 
marketers  will  be  able  to  better  segment 
and  target  precise  products  at  the  appropri- 
ate time  -  essentially  marketing  to  the  right 
person,  with  the  right  offer,  at  the  right 
time.  Companies,  such  as  Unica,  call  this 
"right-time  marketing." 


New  technologies  will  also  enable 
delivery  of  precisely  customized  me 
through  channels  including  the  Inte 
e-mail,  direct  mail,  local  advertising 
even  TV.  Marketers  will  continue  to 
what  makes  a  good  customer  -  shoi 
long-term.  Cross-sell  analysis  will  ex 
beyond  "Next  Best  Product"  to  "Next 
Activity  or  Event"  -  that  is,  the  activ 
(sales,  customer  service,  marketing,  e 
that  the  organization  should  do  to  fu 
the  overall  relationship  with  a  partic 
customer  or  prospect. 

Marketing  as  a  Service 

While  one  can  debate  whether  the  tc 
and  measurements  being  exercised  1 
marketing  departments  equate  more 
science  than  art,  it  does  seem  very  cl( 
that  marketing  should  be  perceived 
customers  as  a  service.  When  inform 
tion  and  offers  are  delivered  appropr 
ly  to  the  right  people  at  the  right  tirm 
consumers  will  see  this  as  a  valuable 
competitive  advantage.  They  will  bee 
more  loyal  to  those  companies  using 
discretion  and  planned  marketing  an 
a  result,  those  customers  will  be  mor 
inclined  to  provide  personal  informat 
Can  marketing  nirvana  be  in  sight? 

So  as  we  see  marketing's  focus  change 
from  brand  management  to.customer 
experience  management,  perhaps  we 
finally  understand  how  to  delight  cus 
tomers  using  a  unique  balance  of  scien 
and  art.  Da  Vinci  certainly  did  -just  loo 
at  Mona's  smile. 
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"The  most  sweeping  upgrade  to  the 

AOL  software  and  service  in  years." 

-  The  Wall  Street  Journal,  July  31,  2003 

"The  latest  AOL  software  elegantly  incorporates 

more  custom  sign-on  information  features,  new 

communication  options,  added  security  and 

parental  controls,  and  extra  productivity 

and  convenience  features..." 

-  PC  Magazine,  July  31,  2003 


We're  blushing. 


Introducing  AOL-  9.0  Optimized. ..the  amazing  new  upgrade  from  America  Online.  It  has  exciting 
features  such  as  Adaptive  Spam  Filters,  which  remarkably  learn  which  e-mails  you  want  to  get,  and  which 
ones  you  don't,  as  well  as  built-in  e-mail  anti-virus  software  that  automatically  repairs  most  known  e-mail 
viruses.  So,  what  are  you  waiting  for?  See  what  all  the  hype  is  about  by  signing  up  for  AOL  9.0  Optimized  today. 
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Growth  is  only  just  starting,  but 
the  country's  Brainpower  is  already 
reshaping  Corporate  America 

BY  MAN JEET  KRIPALANI  AND  PETE  ENGARDIO 


PULLING  INTO  GENERAL  ELECTRIC'S 
John  F.  Welch  Technology  Center,  a  uni- 
formed guard  waves  you  through  an  iron 
gate.  Once  inside,  you  leave  the  dusty,  traf- 
fic-clogged streets  of  Bangalore  and  enter  a 
leafy  campus  of  low  buildings  that  gleam  in 
the  sun.  Bright  hallways  lined  with  plants 
and  abstract  art— "it  encourages  creativi- 
ty," explains  a  manager— lead  through  laboratories  where 
physicists,  chemists,  metallurgists,  and  computer  engineers 
huddle  over  gurgling  beakers,  electron  microscopes,  and 
spectrophotometers.  Except  for  the  female  engineers  wear- 
ing saris  and  the  soothing  Hindi  pop  music  wafting 
through  the  open-air  dining  pavilion,  this  could  be  GE's  gi- 
ant research-and-development  facility  in  the  upstate  New 
York  town  of  Niskayuna. 

66  I  BusinessWeek  I  December  8.  2003 


It's  more  like  Niskayuna  than  you  might  think.  The  cen- 
ter's 1,800  engineers— a  quarter  of  them  have  PhDs— are  en- 
gaged in  fundamental  research  for  most  of  GE's  13  divisions. 
In  one  lab,  they  tweak  the  aerodynamic  designs  of  turbine- 
engine  blades.  In  another,  they're  scrutinizing  the  molecular 
structure  of  materials  to  be  used  in  DVDs  for  short-term  use 
in  which  the  movie  is  automatically  erased  after  a  few  days. 
In  another,  technicians  have  rigged  up  a  working  model  of  a 
GE  plastics  plant  in  Spain  and  devised  a  way  to  boost  output 
there  by  20%.  Patents?  Engineers  here  have  filed  for  95  in 
the  U.S.  since  the  center  opened  in  2000. 

Pretty  impressive  for  a  place  that  just  four  years  ago  was 
a  fallow  plot  of  land.  Even  more  impressive,  the  Bangalore 
operation  has  become  vital  to  the  future  of  one  of  America's 
biggest,  most  profitable  companies.  "The  game  here  really 
isn't  about  saving  costs  but  to  speed  innovation  and  gener- 
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ate  growth  for  the  company,"  explains  Bo- 
livian-born Managing  Director  Guillermo 
Wille,  one  of  the  center's  few  non-Indians. 
The  Welch  center  is  at  the  vanguard  of 
one  of  the  biggest  mind-melds  in  history. 
Plenty  of  Americans  know  of  India's  in- 
expensive software  writers  and  have  fig- 
ured out  that  the  nice  clerk  who  booked 
their  air  ticket  is  in  Delhi.  But  these  are 
just  superficial  signs  of  India's  capabili- 
ties. Quietly  but  with  breathtaking  speed, 
India  and  its  millions  of  world-class  en- 
gineering, business,  and  medical  gradu- 
ates are  becoming  enmeshed  in  America's  New  Economy  in 
ways  most  of  us  barely  imagine.  "India  has  always  had  bril- 
liant, educated  people,"  says  tech-trend  forecaster  Paul  Saffo  of 
the  Institute  for  the  Future  in  Menlo  Park,  Calif.  "Now  Indians 


"Tust  like  China 
drove  down  costs  in 
manufacturing  and 
Wal-Mart  in  retail, 
India  will  drive  down 
costs  in  services," 
says  an  Indian  IT  exec 


are  taking  the  lead  in  colonizing  cyberspace  ™[S 
This  techno  take-off  is  wonderful  for  Ii  P]™ 
dia— but  terrifying  for  many  Americans.  1  1*% 
fact,  India's  emergence  is  fast  turning  inl  "J™? 
the  latest  Rorschach  test  on  globalizatioi  "^ 
Many  see  India's  digital  workers  as  bearei  ml w 
of  new  prosperity  to  a  deserving  nation  an 
vital  partners  of  Corporate  America.  Other  \t\yc 
see  them  as  shock  troops  in  the  final  assau 
on  good-paying  jobs.  Howard  Rubin,  exec  ^ 
utive  vice-president  of  Meta  Group  Inc.,  ' ltS! 
Stamford  (Conn.)  information-technolog  ** 
consultant,  notes  that  big  U.S.  companie  Ftoi 
are  shedding  500  to  2,000  IT  staffers  at  a  time.  "These  peopl<  'er  e"s 
won't  get  reabsorbed  into  the  workforce  until  they  get  the  righ  N 
skills,"  he  says.  Even  Indian  execs  see  the  problem.  "What  hap  Kcort 
pened  in  manufacturing  is  happening  in  services,"  says  Azin  "P 


WHERE  INDIA  IS  MAKING  AN  IMPACT 


SOFTWARE 

India  is  now  a  major  base  for 
developing  new  applications  for 
finance,  digital  appliances,  and 
industrial  plants. 


IT  CONSULTING 

Companies  such  as  Wipro, 
Infosys,  and  Tata  are  managing 
U.S.  IT  networks  and  re- 
engineering  business  processes. 


CALL  CENTERS 

Thousands  of  Indians  handle 
customer  service  and  process 
insurance  claims,  loans,  bookings, 
and  credit-card  bills. 


CHIP  DESIGN 

Intel,  Texas  Instruments,  and 
many  U.S.  startups  use  India . 
R&D  hub  for  microprocessors 
multimedia  chips. 


hi 
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WHY  CORPORATE  AMERICA 

IS  BEATING  A  PATH  TO  INDIA 


Growth  prospects  are 
accelerating... 


.GDP  IN  TRILLIONS  OF  U.S.  DOHA 


Data:  Goldman.  Sachs  &  Co. 


...a  growing  pool 
of  tech  graduates. 


, THOUSANDS 


remji,  chairman  of  IT  sup- 
Wipro  Ltd.  "That  raises  a 
(social  issues  for  the  U.S." 
0  wonder  India  is  at  the 
er  of  a  brewing  storm  in 
■rica,  where  politicians  are 
ing  to  view  offshore  out- 
cing  as  the  root  of  the 
;ss  recovery  in  tech  and 
ices.  An  outcry  in  Indiana 
ntly  prompted  the  state  to 
:el  a  $15  million  IT  contract 
i  India's  Tata  Consulting, 
telecom  workers'  union  is 
in  arms,  and  Congress  is 
)ing  whether  the  security  of 
acial  and  medical  records  is 
isk.  As  hiring  explodes  in 
a,  the  jobless  rate  among 
software  engineers  has 
e  than  doubled,  to  4.6%,  in 
e  years.  The  rate  is  6.7%  for 
trical  engineers  and  7.7% 
network  administrators.  In 
the  Bureau  of  Labor  Statis- 
reports  that  234,000  IT 
essionals  are  unemployed, 
he  biggest  cause  of  job 
es,  of  course,  has  been  the 
economic  downturn.  Still, 
•e's  little  denying  that  the 
hore  shift  is  a  factor.  By  some  estimates,  there  are  more  IT 
ineers  in  Bangalore  (150,000)  than  in  Silicon  Valley 
),000).  Meta  figures  at  least  one-third  of  new  IT  develop- 
it  work  for  big  U.S.  companies  is  done  overseas,  with  India 
biggest  site.  And  India  could  start  grabbing  jobs  from  oth- 
iectors.  A.T.  Kearney  Inc.  predicts  that  500,000  financial- 
rices  jobs  will  go  offshore  by  2008.  Indiana  notwithstand- 
,  U.S.  governments  are  increasingly  using  India  to  manage 
rything  from  accounting  to  their  food-stamp  programs, 
•n  the  U.S.  Postal  Service  is  taking  work  there.  Auto  engi- 
•ring  and  drug  research  could  be  next. 

lore  Science  in  Schools 

:H  LUMINARY  Andrew  S.  Grove,  CEO  of  Intel  Corp.,  warns 
t  "it's  a  very  valid  question"  to  ask  whether  America  could 
ntually  lose  its  overwhelming  dominance  in  IT,  just  as  it  did 
electronics  manufacturing.  Plunging  global  telecom  costs, 
'er  engineering  wages  abroad,  and  new  interactive-design 
twine  are  driving  revolutionary  change,  Grove  said  at  a  soft- 
re  conference  in  October.  "From  a  technical  and  productivity 
Ddpoint,  the  engineer  sitting  6,000  miles  away  might  as  well 


...fed  by  booming  exports 
of  IT-related  services... 
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...and  a  swelling 
workforce 
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be  in  the  next  cubicle  and  on  tin- 
local  area  network."  To  maintain 
America's  edge,  he  said,  Wash- 
ington and  U.S.  industry  must 
double  software  productivity 
through  more  R&I)  investment 
and  science  education. 

But  there's  also  a  far  more 
positive  view— that  harnessing 
Indian  brainpower  will  gready 
boost  American  tech  and  servic- 
es leadership  by  filling  a  big  pro- 
jected shortfall  in  skilled  labor  as 
baby  boomers  retire.  That's  es- 
pecially possible  with  smarter 
U.S.  policy  (page  76).  Compa- 
nies from  GE  Medical  Systems  to 
Cummins  to  Microsoft  to  enter- 
prise-software firm  PeopleSoft 
that  are  hiring  in  India  say  they 
aren't  laying  off  any  U.S.  engi- 
neers. Instead,  by  augmenting 
their  U.S.  R&D  teams  with  the 
260,000  engineers  pumped  out 
by  Indian  schools  each  year, 
they  can  afford  to  throw  many 
more  brains  at  a  task  and  speed 
up  product  launches,  develop 
more  prototypes,  and  upgrade 
quality.  A  top  electrical  or  chem- 
ical engineering  grad  from  Indi- 
an Institutes  of  Technology  (HTs)  earns  about  $10,000  a  year— 
roughly  one-eighth  of  U.S.  starting  pay.  Says  Rajat  Gupta,  an 
IIT-Delhi  grad  and  senior  partner  at  consulting  firm  McKinsey 
&  Co.:  "Offshoring  work  will  spur  innovation,  job  creation,  and 
dramatic  increases  in  productivity  that  will  be  passed  on  to  the 
consumer." 

Whether  you  regard  the  trend  as  disruptive  or  benefical,  one 
thing  is  clear.  Corporate  America  no  longer  feels  it  can  afford  to 
ignore  India.  "There's  just  no  place  left  to  squeeze"  costs  in  the 
U.S.,  says  Chris  Disher,  a  Booz  Allen  Hamilton  Inc.  outsourcing 
specialist.  "That's  why  every  CEO  is  looking  at  India,  and  every 
board  is  asking  about  it."  neoIT,  a  consultant  advising  U.S. 
clients  on  how  to  set  up  shop  in  India,  says  it  has  been  deluged 
by  big  companies  that  have  been  slow  to  move  offshore.  "  It  is 
getting  to  a  state  where  companies  are  literally  desperate,"  says 
Bangalore-based  neoIT  managing  partner  Avinash  Vashistha. 
As  a  result  of  this  shift,  few  aspects  of  U.S.  business  remain 
untouched.  The  hidden  hands  of  skilled  Indians  are  present  in 
the  interactive  Web  sites  of  companies  such  as  Lehman  Broth- 
ers and  Boeing,  display  ads  in  your  Yellow  Pages,  and  the  elec- 
tronic circuitry  powering  your  Apple  Computer  iPod.  While 
Wall  Street  sleeps,  Indian  analysts  digest  the  latest  financial  dis- 


Data:  CLSA  Emerging  Markets.  Statistical  Outline  of  India 


^ND WHERE  ITSCOINGNEXT 


CI AL  ANALYSIS 

h  for  Wall  Street  will 
■  U.S.  investment  banks, 
?es,  and  accounting 
>en  big  offices. 


INDUSTRIAL  ENGINEERING 

India  does  vital  R&D  for  GE  Medical. 
GM,  engine  maker  Cummins,  Ford, 
and  other  manufacturers  plan  big 
engineering  hubs. 


ANALYTICS 

U.S.  companies  are  hiring  Indian 
math  experts  to  devise  models 
for  risk  analysis,  consumer 
behavior,  and  industrial  processes. 


DRUG  RESEARCH 

As  U.S.  R&D  costs  soar,  India  is 
expected  to  be  a  center  for 
biotechnology  and  clinical  testing. 
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COVERSTORYINDIA 


GELABIN 
BANGALORE 


WHO'S  BULKING  UP 

Some  of  the  biggest  U.S.  players  in  India 


COMPANY 

>URPOSE                                          INDIA  STAFF 

GE  Capital  Services 

Back-office  work 

16,000 

GE's  John  Welch  Tech  Center 

Product  R&D 

1,800 

IBM  Global  Services 

IT  services,  software 

10,000* 

Oracle 

Software,  services 

6,000" 

EDS 

IT  services 

3,500f 

Texas  Instruments 

Chip  design 

900 

Intel 

Chip  design,  software 

1,700 

J.P.  Morgan  Chase 


*By  2005     "Unspecified     |By2004 


Back-office,  analysis      1,200 


Data:  Company  reports.  Nasscom,  Evalueserve 


closures  of  U.S.  companies  and  file  reports  in  time  for  the  next 
trading  day.  Indian  staff  troll  the  private  medical  and  financial 
records  of  U.S.  consumers  to  help  determine  if  they  are  good 
risks  for  insurance  policies,  mortgages,  or  credit  cards  from 
American  Express  Co.  and  J.P.  Morgan  Chase  &  Co. 

By  2008,  forecasts  McKinsey,  IT  services  and  back-office 
work  in  India  will  swell  fivefold,  to  a  $57  billion  annual  export 
.industry  employing  4  million  people  and  accounting  for  7%  of 
India's  gross  domestic  product.  That  growth  is  inspiring  more 
of  the  best  and  brightest  to  stay  home  rather  than  migrate.  "We 
work  in  world-class  companies,  we're  growing,  and  it's  excit- 
ing," says  Aj  mndraj  Sengupta,  24,  an  IIT  grad  and  young  star  at 
GE's  Welch  Centre,  where  he  has  filed  for  two  patents.  "The  op- 
portunities exj  st  here  in  India." 

If  India  can  urn  into  a  fast-growth  economy,  it  will  be  the 
first  developing  nation  that  used  its  brainpower,  not  natural  re- 
st ces  or  the  raw  muscle  of  factory  labor,  as  the  catalyst.  And 
thi;,  luge  country  desperately  needs  China-style  growth.  For  all 
its  R&D  labs,  India  remains  visibly  Third  World.  IT  service  ex- 
ports employ  less  than  1%  of  the  workforce.  Per-capita  income 
is  just  $460,  and  300  million  Indians  subsist  on  $1  a  day  or  less. 
Lethargic  courts  can  take  20  years  to  resolve  contract  disputes. 
And  what  pass  for  highways  in  Bombay  are  choked,  crumbling 
roads  lined  with  slums,  garbage  heaps,  and  homeless  migrants 
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$10,000  a  year 


farmer  in  Kansas, 
Iyer  fills  in  the 
farmer's  82-page 
return.  "He  needs 
to  amortize  these," 
she  types  next  to  an 
entry  for  new  ma- 
chinery and  a  barn. 
A  U.S.  CPA  reviews 
and  signs  the  fin- 
ished return.  Next 
year,  up  to  200,000 
U.S.  returns  will  be 
done  in  India,  says 


BS 

WL 
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sleeping  on  bare  pavement.  More  than  a  third  of  India's 
lion  citizens  are  illiterate,  and  just  60%  of  homes  have  ele 
ity.  Most  bureaucracies  are  bloated,  corrupt,  and  dysfuncti 
The  government's  10%  budget  deficit  is  alarming.  Tensio 
tween  Hindus  and  Muslims  always  seem  poised  to  explode 
the  risk  of  war  with  nuclear-armed  Pakistan  is  ever-presei 
So  it's  little  wonder  that,  compared  to  China  with  its  mo 
infrastructure  and  disciplined  workforce,  India  is  far  behii 
exports  and  as  a  magnet  for  foreign  investment.  While  C 
began  reforming  in  1979,  India  only  started  to  emerge 
self-imposed  economic  isolation  after  a  harrowing  financia 
sis  in  1991.  China  has  seen  annual  growth  often  exceeding 
far  better  than  India's  decade-long  average  of  6%. 

In  the  Valley's  Marrow 

STILL,  THIS  DEEP  SOURCE  of  low-COSt,  high-IQ, 
English-speaking  brainpower  may  soon  have  a  more 
far-reaching  impact  on  the  U.S.  than  China.  Manu- 
facturing—China's strength— accounts  for  just  14% 
of  U.S.  output  and  11%  of  jobs.  India's  forte  is  servic- 
es—which make  up  60%  of  the  U.S.  economy  and 
employ  two-thirds  of  its  workers.  And  Indian  knowl- 
edge workers  are  making  their  way  up  the  New  Econ- 
omy food  chain,  mastering  tasks  requiring  analysis, 
marketing  acumen,  and  creativity. 

This  means  India  is  penetrating  America's  eco- 
nomic core.  The  900  engineers  at  Texas  Instruments 
Inc.'s  Bangalore  chip-design  operation  boast  225 
patents.  Intel  Inc.'s  Bangalore  campus  is  leading 
worldwide  research  for  the  company's  32-bit  micro- 
processors for  servers  and  wireless  chips.  "These  are 
corporate  crown  jewels,"  says  Intel  India  President 
Ketan  Sampat.  India  is  even  getting  hard-wired  into 
Silicon  Valley.  Venture  capitalists  say  anywhere  from 
one-third  to  three-quarters  of  the  software,  chip,  and 
e-commerce  startups  they  now  back  have  Indian  R&D 
teams  from  the  get-go.  "We  can  barely  imagine  in- 
vesting in  a  company  without  at  least  asking  what 
their  plans  are  for  India,"  says  Sequoia  Capital  part- 
ner Michael  Moritz,  who  nurtured  Google,  Flextron- 
ics, and  Agile  Software.  "India  has  seeped  into  the 
marrow  of  the  Valley  [page  74]." 

It's  seeping  into  the  marrow  of  Main  Street.  This 
year,  the  tax  returns  of  some  20,000  Americans  were 
prepared  by  $500-a-month  CPAs  such  as  Sandhya 
Iyer,  24,  in  the  Bombay  office  of  Bangalore's  Mpha- 
siS.  After  reading  scanned  seed  and  fertilizer  invoic- 
es, soybean  sales  receipts,  W2  forms,  and  investment 
.  records    from    a 

A  top  electrical- 
engineering 
grad  from  one 
of  the  six  Indian 
Institutes  of 
Technology 
fetches  about 


Inc.  in  Riverwoods,  111.,  a  supplier  of  accounting  software, 
i  s  not  only  Big  Four  firms  that  are  outsourcing.  "We  are 
g  lots  of  firms  with  30  to  200  CPAs— even  single  practi- 
rs,"  says  CCH  Sales  Vice-President  Mike  Sabbatis. 
c  gains  in  efficiency  could  be  tremendous.  Indeed,  India  is 
rating  a  sweeping  reengineering  of  Corporate  America, 
lanies  are  shifting  bill  payment,  human  resources,  and  oth- 
lctions  to  new,  paperless  centers  in  India.  To  be  sure,  many 


(rations  have  run  into  myriad  headaches,  ranging  from  poor 
nunications  to  inconsistent  quality.  Dell  Inc.  recendy  said  it 

^  iving  computer  support  for  corporate  clients  back  to  the  U.S. 

1  a  raft  of  studies  by  Deloitte  Research,  Gartner,  Booz  Allen, 
)ther  consultants  find  that  companies  shifting  work  to  India 


*<wo 


million  a  year  by 
performing 
some  700  tasks 
in  India 


have  cut  costs  by  40%  to  60%. 

Companies  can  offer  customer 

support  and  use  pricey  com- 
puter gear  24/7  U.S.  banks  can 
process  mortgage  applications 
in  three  hours  rather  than 
three  days.  Predicts  Nandan 
M.  Nilekani,  managing  direc- 
tor of  Bangalore-based  Infosys 
Technologies  Ltd.:  "Just  like 
China  drove  down  costs  in 
manufacturing  and  Wal-Mart 
in  retail,"  he  says,  "India  will 
drive  down  costs  in  services." 
But  deflation  will  also  mean 
plenty  of  short-term  pain  for 
U.S.  companies  and  workers 
who  never  imagined  they'd  Q£  Capital 
face  foreign  rivals.  Consider  r 

America's  $240  billion  IT-  SaVCS  IH)  tO  $340 
services  industry.  Indian  play- 
ers led  by  Infosys,  Tata,  and 
Wipro  got  their  big  breaks 
during  the  Y2K  scare,  when 
U.S.  outfits  needed  all  the  soft- 
ware help  they  could  get.  Indi- 
ans still  have  less  than  3%  of 
the  market.  But  by  undercut-  hhhhhmimi 
ting  giants  such  as  Accenture, 

IBM,  and  Electronic  Data  Systems  by  a  third  or  more  for  software 
and  consulting,  they've  altered  the  industry's  pricing.  "The  Indi- 
an labor  card  is  unbeatable,"  says  Chief  Technology  Officer  John 
Parkinson  of  consultant  Cap  Gemini  Ernst  &  Young.  "We  don't 
know  how  to  use  technology  to  make  up  the  difference." 

Wrenching  Change 

MANY  U.S.  WHITE-COLLAR  workers  are  also  in  for  wrenching 
change.  A  study  by  McKinsey  Global  Institute,  which  believes 
offshore  outsourcing  is  good,  also  notes  that  only  36%  of  Amer- 
icans displaced  in  the  previous  two  decades  found  jobs  at  the 
same  or  higher  pay.  The  incomes  of  a  quarter  of  them  dropped 
30%  or  more.  Given  the  higher  demands  of  employers,  who 
want  technicians  adept  at  innovation  and  management,  it  could 
take  years  before  today's  IT  workers  land  solidly  on  their  feet. 

India's  IT  workers,  in  contrast,  sense  an  enormous  opporru- 
nity.  The  country  has  long  possessed  some  basics  of  a  strong 
market-driven  economy:  private  corporations,  democratic 
government,  Western  accounting  standards,  an  active  stock 
market,  widespread  English  use,  and  schools  strong  in  com- 
puter science  and  math.  But  its  bureaucracy  suffocated  indus- 
try with  onerous  controls  and  taxes,  and  the  best  scientific  and 
business  minds  went  to  the  U.S.,  where  the  1.8  million  Indian 
expatriates  rank  among  the  most  successful  immigrant  groups. 

Now,  many  talented  Indians  feel  a  sense  of  optimism  India 
hasn't  experienced  in  decades.  "IT  is  driving  India's  boom,  and 
we  in  the  younger  generation  can  really  deliver  the  country  from 
poverty,"  says  Pdiythm  Tyagi,  22,  a  master's  degree  student  at  the 
new  Indian  Institute  of  Information  Technology  in  Bangalore. 
The  campus  is  completely  wired  for  Wi-Fi  and  boasts  classrooms 
with  videoconferencing  to  beam  sessions  to  300  other  colleges. 

That  confidence  is  finally  spurring  the  government  to  tackle 
many  of  the  problems  diat  have  plagued  India  for  so  long.  Since 
2001,  Delhi  has  been  furiously  building  a  network  of  high- 
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ways.  Modern  airports  are  next.  Deregulation  of  the  power  sector 
should  lead  to  new  capacity.  Free  education  for  girls  to  age  14  is 
a  national  priority.  "One  by  one,  the  government  is  solving  the 
bottlenecks,"  says  Deepak  Parekh,  a  financier  who  heads  the  qua- 
si-governmental Infrastructure  Development  Finance  Co. 


Future  Vision 


INDIA  ALSO  IS  WORKING  to  assure  that  it  will  be  able  to  meet 
future  demand  for  knowledge  workers  at  home  and  abroad.  In- 
dia produces  3.1  million  college  graduates  a  year,  but  that's  ex- 
pected to  double  by  2010.  The  number  of  engineering  colleges 
is  slated  to  grow  50%,  to  nearly  1,600,  in  four  years.  Of  course, 
not  all  are  good  enough  to  produce  the  world-class  grads  of 
elite  schools  like  the  HTs,  which  accepted  just  3,500  of  178,000 
applicants  last  year.  So  there's  a  growing  movement  to  boost 
faculty  salaries  and  reach  more  students  nationwide  through 
broadcasts.  India's  rich  diaspora  population  is  chipping  in,  too. 
Prominent  Indian  Americans  helped  found  the  new  Indian 


WHERE  CHINA  IS 
WAY  AHEAD... 

...WHERE  INDIA  HAS 
THE  EDGE 

GROWTH  GDP  has  risen  an  average  of  8%  for 
the  past  decade,  compared  with  India's  6%. 

INFRASTRUCTURE  Highways,  ports,  power 
sector,  and  industrial  parks  are  far  superior. 

FOREIGN  INVESTMENT  China  lures  $50 
billion-plus  a  year.  India  gets  $4  billion. 

EXPORTS  $266  billion  reported  in  2002  was 
more  than  four  times  India's  total. 

LANGUAGE  English  gives  India  a  big  edge  in 
IT  services  and  back-office  work. 

CAPITAL  MARKETS  Private  firms  have  readier 
access  to  funding.  China  favors  state  sector. 

LEGAL  SYSTEM  Contract  law  and  copyright 
protection  are  more  developed  than  in  China. 

DEMOGRAPHICS  Some  53%  of  India's  popu- 
lation is  under  age  25,  vs.  45%  in  China. 

School  of  Business,  a  tie-up  with  Wharton  School  and  No 
western  University's  Kellogg  Graduate  School  of  Manage 
that  lured  most  of  its  faculty  from  the  U.S.  Meanwhile,  the 
IIT  campuses  are  tapping  alumni  for  donations  and  resea 
links  with  Stanford,  Purdue,  and  other  top  science  universit 
"Our  mission  is  to  become  one  of  the  leading  science  inst 
tions  in  the  world,"  says  director  Ashok  Mishra  of  IIT-Boml 
which  has  raised  $16  million  from  alumni  in  the  past  five  ye; 
If  India  manages  growth  well,  its  huge  population  co 
prove  an  asset.  By  2020, 47%  of  Indians  will  be  between  15  £ 
59,  compared  with  35%  now.  The  working-age  populations 
the  U.S.  and  China  are  projected  to  shrink.  So  India  is  destir 
to  have  the  world's  largest  population  of  workers  and  c( 
sumers.  That's  a  big  reason  why  Goldman,  Sachs  &  Co.  thii 
India  will  be  able  to  sustain  7.5%  annual  growth  after  2005- 
Skeptics  fear  U.S.  companies  are  going  too  far,  too  fast  in  Hi 
ing  up  with  this  giant.  But  having  watched  the  success  of  the  lil 
of  GE  Capital  International  Services,  many  execs  feel  they  have 
choice.  Inside  GECIS'  Bangalore  center— one  of  four  in  Indk 

Gauri  Puri,  a  28-year-old  dentist, 
studying  an  insurance  claim  for 
root-canal  operation  to  see  if  it's  cc 
ered  in  a  certain  U.S.  patient's  den 
plan.  Two  floors  above,  members  o 
550-strong  analytics  team  are 
mersed  in  spreadsheets  filled  wii 
boggling  array  of  data  as  they  devi 
statistical  models  to  help  GE  sal 
staff  understand  the  nee 
strengths,  and  weaknesses  of  cul 
tomers  and  rivals.  Other  staff  prepaf 
data  for  GE  annual  reports,  write  e 
terprise  resource-planning  softw; 
and  process  $35  billion  worth 
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roducing  the  new  Microsoft"  Office  System. 

time  to  make  those  ever-growing  piles  of  information 
intimidating  and  more  impactful.  It's  all  possible 
?n  you  can  share,  update,  and  track  changes  on  team 
jects  from  your  own  personal  site  on  the  corporate 
anet.  Now  brilliance  is  but  a  few  keystrokes  away. 
r  up  for  great  moments  at  microsoft.com/greatmoments 


Microsoft' 


Office 


global  invoices.  Says  GE  Capital  India  President  Pramod  Bhasin: 
"We  are  mission-critical  to  GE."  The  700  business  processes 
done  in  India  save  the  company  $340  million  a  year,  he  says. 

Indian  finance  whizzes  are  a  godsend  to  Wall  Street,  too,  where 
brokerages  are  under  pressure  to  produce  more  independent  re- 
search. Many  are  turning  to  outfits  such  as  OfficeTiger  in  the 
southern  city  of  Madras.  The  company  employs  1,200  people 
who  write  research  reports  and  do  financial  analysis  for  eight 


BRAINPOWER 


Wall  Street  firms.  Morgan  Stanley,  J.P.  Morgan,  Goldman 
and  other  big  investment  banks  are  hiring  their  own 
analysts  and  back-office  staff.  Many  are  piling  into  Mindsp 
sparkling  new  140-acre  city-within-a-city  abutting  Bomba; 
ban  squalor.  Some  3  million  square  feet  are  already  leaj 
Western  finance  firms.  By  yearend,  Morgan  Stanley  will  fi 
eral  floors  of  a  new  building. 

For  Silicon  Valley  startups,  Indian  engineers  let  them  si 


INDIA  AND  SILICON  VALLEY: 
NOW  THE  R&D  FLOWS  BOTH  WAYS 


The  ravages  of  the  dot-com  bust 
are  still  evident  at  Andale  Inc.'s 
Mountain  View  (Calif.) 
headquarters.  Half  the  office 
space  sits  abandoned,  one 
corner  of  it  heaped  with  discarded  cubicle 
dividers  and  file  cabinets.  But  looks  are 
deceptive.  The  four-year-old  startup,  which 
offers  software  and  research  tools  for  online 
auction  buyers  and  sellers,  has  seen  its 
workforce  nearly  quadruple  in  the  past 
year-with  most  of  those  jobs  in  Bangalore. 

Andale's  155  workers  in  India,  where 
employing  a  top  software  programmer  runs 
a  small  fraction  of  the  cost  in  the  U.S.,  have 
been  the  key  to  the  company's  survival,  says 
Chief  Executive  Munjal  Shah,  who  grew  up  in 
Silicon  Valley.  In  fact,  Indian  talent  is  adding 
vitality  throughout  Silicon  Valley,  where  it's 
getting  hard  to  find  an  info-tech  startup  that 
doesn't  have  some  research  and  develop- 
ment in  such  places  as  Bangalore,  Bombay, 
or  Hyderabad.  Says  Shah:  "The  next  trillion 
dollars  of  wealth  will  come  from  companies 
that  straddle  the  U.S.  and  India." 

The  chief  architects  of  this  rising 
business  model  are  the  30,000-odd  Indian 
IT  professionals  who  live  and  work  in  the 
Valley.  Indian  engineers  have  become 
fixtures  in  the  labs  of  America's  top  chip  and 
software  companies.  Indian  emigres  have 
also  excelled  as  managers,  entrepreneurs, 
and  venture  capitalists.  As  of  2000,  Indians 
were  among  the  founders  or  top  execs  of  at 
least  972  companies,  says  AnnaLee 
Saxenian,  who  studies  immigrant  business 
networks  at  the  University  of  California  at 
Berkeley. 

Until  recently,  that  brainpower  mostly 
went  in  one  direction,  benefiting  the  Valley 
more  than  India.  Now,  this  ambitious 
diaspora  is  generating  a  flurry  of  chip, 
software,  and  e-commerce  startups  in  both 
nations,  mobilizing  billions  in  venture 
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capital.  The  economics  are  so  compelling 
that  some  venture  capitalists  demand 
Indian  R&D  be  included  in  business  plans 
from  Day  One.  Says  Robin  Vasan,  a  partner 
at  Mayfield  in  Menlo  Park:  "This  is  the  way 
they  need  to  do  business." 

The  phenomenon  is  due  in  no  small  part 
to  the  professional  and  social  networks 
Indians  have  set  up  in  the  Valley,  such  as  The 
Indus  Entrepreneurs  (TiE),  in  Santa  Clara:  It 
now  has  42  chapters  in  nine  countries. 
Prominent  Indians  such  as  TiE  founder  and 
serial  entrepreneur  Kanwal  Rekhi,  venture 
capitalist  Vinod  Khosla,  entrepreneur  Kanwal 
Rekhi,  and  former  Intel  Corp.  executive  Vin 
Dham  serve  as  startup  mentors  and  angel 
investors.  In  early  November,  Bombay-born 
Ash  Lilani,  senior  vice-president  at  Silicon 
Valley  Bank,  led  20  Valley  VCs  on  their  first 
trip  to  India  to  scout  opportunities.  Of  the 
bank's  5,000  Valley  clients,  10%  have  some 
development  work  in  India,  but  that's 
expected  to  rise  to  25%  in  two  years. 

Such  opportunities  for  the  Valley's 


Indians  flow  both  ways 
Hundreds  have  returne 
to  India  since  2000  to 
start  businesses  or  hel 
expand  R&D  labs  forth 
likes  of  Oracle,  Cisco 
Systems,  and  Intel.  The 
downturn— and 
Washington's  decision  fr 
issue  fewer  temporary 
work  visas-accelerate 
the  trend.  At  a  Nov.  6 
tech  job  fair  in  Santa 
Clara,  hundreds  of 
engineers  lined  up, 
resumes  in  hand,  for 
Indian  openings  offered 
by  companies  from 
Microsoft  Corp.  to 
Juniper  Networks  Inc. 
"The  real  development  and  design  jobs  are 
in  India,"  says  Indian-born  job-seeker  Jay 
Venkat,  24,  a  University  of  Alabama 
electrical  engineering  grad. 

The  deeper,  more  symbiotic  relationship 
developing  between  the  Valley  and  India 
goes  far  beyond  the  "body  shopping"  of  the 
1990s,  when  U.S.  companies  mainly  wanted 
low-wage  software-code  writers.  Now  the 
brain  drain  from  India  is  turning  into  what 
Saxenian  calls  "brain  circulation," 
nourishing  the  tech  scenes  in  both  nations. 
Some  Valley  companies  even  credit  India 
with  saving  them  from  oblivion.  Web-hosting 
software  outfit  Ensim  Corp.  in  Sunnyvale 
relied  on  its  100-engineer  team  in  Bangalore 
to  keep  designing  lower-cost  new  products 
right  through  the  downturn.  "This  company 
would  not  survive  a  day  if  not  for  the 
operation  in  India,"  says  CEO  Kanwal  Rekhi. 
Before  long,  India  may  prove  as  crucial  to 
the  Valley's  success  as  silicon  itself. 

-By  Robert  D.  Hot  in  Santa  Clara,  Calif., 
with  Manjeet  Kripalani  in  Bombay 
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R&D  budgets.  PortalPlayer  Inc.,  a  Santa  Clara  (Calif.)  maker  of 
multimedia  chips  and  embedded  software  for  portable  devices 
such  as  music  players,  has  hired  100  engineers  in  India  and  the 
U.S.  who  update  each  other  daily  at  9  a.m.  and  10  p.m.  J.A. 
Chowdary,  CEO  of  PortalPlayer's  Hyderabad  subsidiary 
Pinexe,  says  the  company  has  shaved  up  to  six  months  off  the 
development  cycle— and  cut  R&D  costs  by  40%.  Impressed, 
venture  capitalists  have  pumped  $82  million  into  PortalPlayer. 

More  Bang  for  the  Buck 

OLD  ECONOMY  COMPANIES  are  benefiting,  too.  Engine  mak- 
er Cummins  plans  to  use  its  new  R&D  center  in  Pune  to  de- 
velop the  sophisticated  computer  models  needed  to  design  up- 
grades and  prototypes  electronically.  Says  International 
Vice-President  Steven  M.  Chapman:  "We'll  be  able  to  intro- 
duce five  or  six  new  engines  a  year  instead  of  two"  on  the  same 
$250  million  R&D  budget— without  a  single  U.S.  layoff. 

The  nagging  fear  in  the  U.S.,  though,  is  that  such  assurances 
will  ring  hollow  over  time.  In  other  industries,  the  shift  of 
low-cost  production  work  to  East  Asia  was  followed  by  engi- 
neering. Now,  South 
Korea  and  Taiwan 
are  global  leaders  in 
notebook  PCs,  wire- 
less phones,  memory 
chips,  and  digital 
displays.  As  compa- 
nies rely  more  on  IT 
engineers  in  India 
and  elsewhere,  the 
argument  goes,  the 
U.S.  could  cede  con- 
trol of  other  core 
technologies.  "If  we 
continue  to  offshore 
high-skilled  profes- 
sional jobs,  the  U.S. 
risks  surrendering 
its  leading  role  in 
innovation,"  warns 
■a^HHHMHM  John  W.  Steadman, 

incoming  U.S.  presi- 
dent of  Institute  of  Electrical  &  Electronics  Engineers  Inc.  That 
could  also  happen  if  many  foreigners— who  account  for  60%  of 
U.S.  science  grads  and  who  have  been  key  to  U.S.  tech  suc- 
cess—no longer  go  to  America  to  launch  their  best  ideas. 

Throughout  U.S.  history,  workers  have  been  pushed  off 
farms,  textile  mills,  and  steel  plants.  In  the  end,  the  workforce 
has  managed  to  move  up  to  better-paying,  higher- quality 
jobs.  That  could  well  happen  again.  There  will  still  be  a  crying 
need  for  U.S.  engineers,  for  example.  But  what's  called  for  are 
engineers  who  can  work  closely  with  customers,  manage  re- 
search teams,  and  creatively  improve  business  processes.  Dis- 
placed technicians  who  lack  such  skills  will  need  retraining; 
those  entering  school  will  need  broader  educations. 

Adapting  to  the  India  effect  will  be  traumatic,  but  there's  no 
sign  Corporate  America  is  turning  back  Yet  the  India  challenge 
also  presents  an  enormous  opportunity  for  the  U.S.  If  America 
can  handle  the  transition  right,  the  end  result  could  be  a  brain 
gain  that  accelerates  productivity  and  innovation.  India  and  the 
U.S.,  nations  that  barely  interacted  15  years  ago,  could  turn  out 
to  be  the  ideal  economic  partners  for  the  new  century. 

-With  Steve  Hamm  in  New  York 
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Information- 
technology  services 
could  soon 
account  for  7%  of 
India's  GDP 


COMMENTARY 

BY  MICHAEL  J.  MANDEL 

Meeting  the 
Asian  Challenge 

How  America  can  boost  innovation 


the 


THE  U.S.  HAS  ALWAYS  WORRI 
about  falling  behind  in  scien 
and  technology.  In  October, 
1957,  when  the  Soviet  Union 
launched  Sputnik,  the  first 
satellite,  into  orbit,  Americans  were 
stunned.  With  the  Soviets'  supposedly 
better-trained  and  educated  scientists 
and  engineers,  it  seemed  just  a  matter  o 
time  until  that  country  surpassed  the 
U.S.  both  militarily  and  economically. 

In  the  1980s,  the  designated  bogeyman  was  Japan,  which  [' 
excelled  in  manufacturing  while  devoting  2.5%  of  Its  gross 
domestic  product  to  nondefense  research  and  development. 
The  U.S.,  spending  only  1.8%  of  GDP  on  civilian  R&D,  seeme  1° 
sure  to  become  a  technological  laggard. 

Of  course,  the  predictions  of  imminent  doom  never  came 
true.  The  scientific  and  engineering  strengths  of  the  Soviet 
Union  and  Japan  were  offset  by  abysmal  weakness  in 
governance  and  finance.  Meanwhile,  the  U.S.  responded 
effectively  to  both  challenges,  beefing  up  the  resources 
devoted  to  innovation  and  education  and  reinforcing  its 
position  as  the  leading  technological  and  economic  power. 

NOW  IT'S  TIME  for  another  round  of  paranoia,  with  India 
and  China  playing  the  villains.  China  is  running  massive 
manufacturing  trade  surpluses  with  the  U.S.  Meanwhile, 
India  seems  to  be  absorbing  big  chunks  of  the  U.S.  info-tech  U,W 
job  market,  as  politicians  and  corporate  leaders  warn  darkly 
of  endless  supplies  of  inexpensive  Indian  engineers  taking 
help-desk  and  programming  jobs  once  held  by  U.S.  workers. 
What's  more,  as  U.S.  companies  open  research  centers  in 
India,  there  are  fears  of  a  "giant  sucking  sound"— to  use  a 
phrase  H.  Ross  Perot  once  applied  to  Mexico— as  even  high- 
end  IT  jobs  leave  the  U.S. 

Before  abandoning  ourselves  to  Perot's  nightmare,  let's  do 
a  reality  check.  First,  any  upgrade  of  the  Indian  and  Chinese 
economies  is  an  unalloyed  good  for  the  over  2  billion  people    ; 
living  in  those  countries.  These  are  poor  nations  finally 
climbing  the  ladder  of  economic  development. 

Second,  there's  no  evidence  of  a  major  flight  of  educated 
jobs  from  the  U.S.  The  Bureau  of  Labor  Statistics  reports  that 
employment  of  college-educated  workers  has  increased  by 
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8  in  the  past  year,  despite  a  stagnant  overall  job  market, 
info-tech  hiring  has  finally  turned  up,  with  employment 
)mputer  and  mathematical  occupations  growing  by 

000  since  June. 

till,  the  U.S.  can't  be  complacent.  As  India  and  China 

nd  the  economic  ladder,  the  U.S.  must  do  all  it  can  to 

ter  its  strength  in  innovation.  That's  how  the  country  can 

te  well-paying  new  jobs.  Even  if  some  research  is  done  in 

a,  Russia,  or  Japan,  U.S.  scientific  and  financial  leadership 

ensure  the  strength  of  the  domestic  economy. 

hus,  the  U.S.  needs  to  focus  on  improving  the  four  key 

iponents  of  innovation:  R&D  spending,  education, 

nee  for  invention,  and  the  national 

ingness  to  take  risks.  Here's  what  should 

tone  in  each  of  these  areas. 

oost  government  spending  on  R&D. 

ing  $10  billion  or  more  to  government 

lian  R&D  spending—  a  roughly  20% 

:— should  seem  like  a  no-brainer.  After  all, 

)  is  the  starting  point  for  all  technological 

Dvation.  In  particular,  basic  research  and 

y-stage  applied  research  is  quite  properly 

province  of  government. 

lut  federal  spending  on  R&D  has  not  kept 

e  with  the  economy's  growth.  Figures 

n  the  National  Science  Foundation  show 

1  government  R&D  outlays  fell  from  0.96% 
IDP  in  1992  to  0.67%  in  2000  before 
Biting  back  up  again  over  the  past  few 
rs.  But  even  the  latest  rebound  in  federal 
)  spending  has  been  concentrated  almost 
irely  m  the  areas  of  defense  and  health.  In 
,  federal  spending  on  civilian  nonhealth 
is  such  as  energy  has  risen  much  slower 
n  GDP  over  the  past  It)  soars. 
kdd  funding  for  graduate  science  and 
ineering  students.  It's  impossible  to  do 

dge  research  w  ithoul  PhDs  in 

Mice  and  engineering     and  that's  a 
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Government  R&D  spending 
is  still  lagging... 
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problem.  Since  1997, the 
number  of  science  and 
engineering  doctorates 
going  to  U.S.  citizens  or 
permanent  residents  has 
dropped  by  16%.  That 
includes  a  25%  decline  in 
math  and  computer- 
science  PhDs. 

That  makes  it  essential 
to  increase  direct 
scholarship  support  for 
graduate  science  and 
engineering  students. 
In  addition,  enlarging 
R&D  funding  would  open 
up  additional  science 
and  engineering  jobs  and 
make  the  degree  more 
attractive. 

■  Encourage  vibrant 
financial  markets.  Other 
countries  have  fine 
technology  and  smart 
workers,  but  the  biggest 
competitive  advantage  for  the  U.S.  in  the  1990s  was  its 
financial  markets.  Venture  capital,  high-yield  bonds,  and 
initial  public  offerings  provided  market  financing  for 
innovative  tech  companies  on  an  unsurpassed  scale,  which 
helped  create  enormous  numbers  of  new  jobs  in  the  U.S. 

Still,  continuing  reports  of  corruption  threaten  to 
undermine  the  U.S.  financial  edge.  That  means  if  s  necessary 
to  aggressively  prosecute  corrupt  individuals  and  companies 
while  adopting  a  philosophy  of  transparency  that  gives 
investors  the  information  they  need  to  make  good  decisions. 

The  U.S.  shouldn't  cripple  the  flexibility  of  its  financial 
system  with  too  much  regulation,  though.  The  U.S.  IT 
industry  prospered  in  the  '90s  by 
using  stock  options  to  attract  top  talent  from 
all  over  the  world;  they  came  because  of  the 
chance  to  win  big  if  their  company  went 
public.  Thus,  if  s  counterproductive  to  make 
it  harder  for  innovative  companies  and 
startups  to  use  stock  options  to  compensate 
their  employees. 

■  Strengthen  anew  our  willingness  to  take 
risks.  The  financial  bust,  the  2001  terrorist 
attacks,  and  the  struggles  in  Iraq  combined  to 
wound  U.S.  optimism.  Rather  than  embracing 
innovation,  Americans  seem  to  be  concerned 
with  adopting  protectionist  measures  and 
trying  to  hold  on  to  existing  jobs. 

Rather  than  worrying  about  IT  positions 
going  offshore,  the  U.S.  should  focus  on 
generating  new  jobs— in  new  industries— 
at  home.  In  the  end,  an  open  economy,  a 
commitment  to  invest  in  innovation  and 
education,  and  a  willingness  to  take  risk.^ 
will  lead  to  success  for  Americans  and  for  the 
U.S.  economy.  Together,  those  factors  turned 
the  "jobless  economy'"  of  the  early  1990s 
into  a  boom  with  a  4%  unemployment  rate. 
They  will  work  today  as  well.  H 
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COMMENTARY 


BY  MANJEET  KRIPALANI 


India  Is  Raising  Its  Sights  at  Last 

New  roads,  schools,  and  free-market  reforms  are  charging  up  the  economy 


CAN  INDIA'S  ECONOMY  REALLY 
take  off?  That's  the  most 
important  question  to  ask  as 
the  West  wakes  up  to  the  power 
of  Bangalore's  human  capital. 
Plenty  of  skeptics  say  no.  Their  position: 
India  can  crank  out  all  the  software  it 
wants,  but  that  won't  relieve  the  misery  of 
hundreds  of  millions  of  farmers,  factory, 

hands  and  unemployed— the  vast 
disenfranchised  class  of  the  country. 
The  skeptics  sure  can  proffer  plenty 
of  stats.  Here's  one:  India's  service 
exports  are  expected  to  generate  24 
million  jobs  by  2020.  But  200  million 
young  people  will  be  entering  the 
workforce  during  the  same  period. 
Looks  like  an  unbridgeable  gap. 
Huge,  complex,  and  poor,  far  more 
dependent  on  the  vagaries  of  the 
monsoon  than  on  investment  from 
Microsoft  Corp.:  That's  India's 
destiny,  they  say. 

But  it  isn't.  To  find  out  why,  take  a 
drive  along  the  new  Bombay-Pune  highway.  It  shoots  out  of  the 
city's  crowded  northern  mouth  and  snakes  around  and  through 
the  steep  hills  of  the  Western  Ghats.  Flowering  bougainvillea 
line  the  median.  Once  the  road  leaves  Bombay  it  can  take  a  car 
as  litde  as  50  minutes  to  reach  Pune— compared  with  three 
hours  three  years  ago.  Because  of  the  highway,  Pune  can  ship 
its  goods  efficiendy  and  link  up  with  the  outside  world.  As  a 
result,  it's  one  of  India's  new  boom  towns  and  is  exporting 
globally  both  software  and  manufactured  goods  such  as  auto 
parts.  Similar  highways  are  creating  smaller  boomlets  in 
forgotten  pockets  of  the  country,  where  the  poor  for  the  first 
time  aspire  to  a  better  life. 

NO  HIGHWAY.  NO  WEALTH.  A  new  road,  a  new  chance.  Three 
years  ago,  no  one  thought  India,  with  its  inefficiency,  rigid 
bureaucracy,  and  corruption,  could  build  such  projects.  But  it 
did,  pushed  by  Prime  Minister  Atal  Bihari  Vajpayee.  And  it's 
building  more:  roads,  airports,  schools,  hospitals.  Twelve  years 
after  an  acute  financial  crisis  forced  India  onto  the  path  of 
reform,  the  country  finally  seems  ready  to  build  a  robust 
economy,  inspired  by  the  example  of  Bangalore's  global 
software  success.  "It  may  feel  like  the  temperature  has  only 
risen  a  couple  of  degrees  so  far,  but  this  heralds  the  end  of 
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India's  economic  Ice  Age,"  says  Vivek  Paul,  vice-chairman 
Wipro  Ltd.,  India's  largest  software-services  company. 

If  India  does  take  off,  it  will  be  because  of  its  chaotic,  rob 
democracy,  not  in  spite  of  it  True,  the  system  has  at  times 
condoned  corruption  in  politics  and  business.  But  decades 
democracy  and  affirmative  action  have  also  allowed 
participation  of  the  poorest  in  the  system  and  have  brought 
them  to  national  power  after  centuries  of  repression.  For  tb 
poor,  the  most  potent  cure  for  poverty  is  education.  That  is 
resulting  in  a  surge  in  school  spending  in  the  villages.  Youn 
Indians  today  get  five  more  years  of  schooling,  on  average, 
their  parents,  and  there  is  nearly  universal  primary  educatio 

Even  some  of  India's  past  folli 
are  turning  into  sources  of  stren 
Socialism  and  import-substitutio 
for  instance,  held  the  economy  b 
But  they  also  produced  generatio 
of  entrepreneurs  who  had  to 
develop  indigenous  products,  fro 
shampoos  to  satellites,  with  their 
own  resources.  That  self-reliance 
benefiting  India  now:  In  the  past 
two  years,  six  companies  have  wo: 
prestigious  Deming  quality  awari 
and  their  excellence  has  triggered 
surge  in  export  orders. 

If  s  not  just  business  that  has 
learned  a  few  lessons.  New  Delhi 
has  abandoned  its  attempts  to 
micromanage  the  economy.  It  has 
steadily  lowered  interest  rates,  eas 
up  forex  restrictions,  and  freed 
banks  from  their  obligation  to  len 
to  agriculture  and  favored  state 
companies.  That  has  made  the 
rupee  virtually  convertible,  with 
Indian  business  largely  free  to  inve 
r)|lXS  where  it  chooses,  while  credit  has 

£^^^^^^^  become  so  affordable  that  it  has 

resulted  in  a  consumer  boom. 
India's  transformation  is  still  a  work  in  progress.  The 
problems  of  illiteracy,  poor  infrastructure,  and  bad  governme 
persist.  But  something  else  is  there,  too:  self-confidence.  By 
2015, 55%  of  Indians  will  be  under  the  age  of  20,  and  this 
generation  will  have  grown  up  in  an  economy  where  roads  lik< 
the  Pune  highway  are  the  rule,  not  the  exception.  Unlike  the 
generation  before  them,  young  Indians  are  no  longer  obsessed 
with  India's  poverty,  but  with  its  future.  They  give  India  a 
fighting  chance.  ■ 


India's 
chaotic, 
robust 
democracy 
is  a  huge 
economic 
lus 
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Uncertain  times  call  for  financial  stability.  The  AIG 
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When  Flawless 
Isn't  Enough 

The  Big  Three  are  catching  up  in  quality, 
but  they  have  miles  to  go  on  the  wow  factor 


■ 


QUICK:  CAN  YOU  NAME 
THE  most  reliable  midsize 
sedan  in  America?  Would 
you  believe  it's  the  Buick 
Regal,  made  by  General 
Motors  Corp.?  Thaf  s  what 
Consumer  Reports'  latest 
reliability  rankings  found.  The  over- 
looked Regal  beat  out  the  venerable  Toy- 
ota Camry  and  Honda  Accord.  Thaf  s  be- 
cause GM,  like  its  Detroit  rivals,  has  been 
steadily  improving  its  quality  for  years 
and  is  narrowing  the  gap  with  the  best  of 
the  Japanese  in  both  initial  quality  and 
long-term  dependability  surveys. 

So  you  would  expect  that  the  Regal's 
sterling  quality  made  it  one  of  the  con- 
sumer bible's  18  recommended  family 
sedans,  right?  Not  so.  CR's  assessment 
blundy  sums  up  the  model's— and  De- 
troit's—problem: "The  aging  Regal  is  an 
acceptable  car,  but  nothing  special  com- 
pared with  its  newer,  more  advanced 
competition.  Drawbacks  include  ungain- 
ly handling ...  and  front  seats  that  be- 
come less  comfortable  the  longer  you  sit 
in  them." 

The  Regal's  plight  says  a  lot  about 
why    Detroit's    quality    improvements 


aren't  translating  into  stronger  sales. 
Quality  no  longer  means  what  it  used  to. 
Just  as  the  Big  Three  are  gaining  in  their 
effort  to  eliminate  mysterious  squeaks 
and  transmissions  that  go  kaput,  the 
competition  is  upgrading  even  faster.  In 
fact,  the  industry's  overall  success  at 
building  low-defect  cars  has  trained 
consumers  to  take  bulletproof  quality  for 
granted,  says  Aurobind  Satpathy,  head  of 
McKinsey  &  Co.'s  Detroit  practice. 
"Consumers  have  changed  their  minds 
about  what  defines  quality— a  shift  that 
is  making  the  uphill  climb  for  U.S.  auto 
makers  even  more  steep,"  he  concluded 
in  a  recent  report. 

Take  J.D.  Power  &  Associates  Inc.'s  ini- 
tial quality  survey  (chart,  page  94),  re- 
leased each  May.  Every  one  of  the  Big 
Three  has  been  steadily  improving.  Yet  all 
three  still  rank  below  average.  Part  of  the 
reason  is  that  Power's  influential  initial 
rankings  now  go  far  beyond  measuring 
plain  old-fashioned  faulty  parts,  such  as  a 
radio  on  the  fritz,  loose  parts  that  rattle, 
and  lemon  engines.  "Quality,  previously, 
was  freedom  from  defects,"  says  Ford  Mo- 
tor Co.  President  Nicholas  Scheele.  "It  has 
expanded  to  embrace  a  raft  of  subtleties." 


Increasingly,  today's  complaints  btisl 
elude  things  a  carmaker  builds  flawles  sales.  De 
but  that  aren't  quite  what  (a  consur  etceptit 
wants.  Perhaps  it's  a  sports  car  whose  i  rtty  th 
isn't  cushy  enough.  Maybe  if  s  a  mon  » 
saving,  but  fault-free,  plastic  dashbo;  Kara 
that  consumers  consider  cheesy.  Or  a 
hide  with  so  much  wind  noise  if  s  hare 
carry  on  a  conversation.  Defects  can 
things  "that  aren't  broken  but  are  just 
hard  to  use,"  says  Powef  s  auto-qual 
guru  Joe  Ivers.  Power's  survey  is  nov 
poll  of  how  well  consumers  like  their  m  LUST 
cars.  "They  don't  reflect  technical  failui  no  fix 
but  failures  to  satisfy  the  consume  tic  can 
Ivers  says.  "The  term  'quality5  has  becoi  te  mi 
a  palette  onto  which  people  paint  th<  notsai 
own  problems."  tis  aw: 

Still,  whether  you  blame  quality  f'sav 


ps  bun 

,Bli 

Mai 


Woir 


Fewer  Defects     ■ 
Aren't  Boosting 
Satisfaction 

Detroit  can  build  high-quality 
cars,  but  consumers  are 
demanding  more.  Here  are 
three  vehicles  with  few  defects— 
and  lots  of  customer  complaints: 


«  BUICK  REGAL 

Consumer  Reports 
lauded  this  car  for 
reliability  but  didn't 
recommend  it.  The 
magazine  criticized 
its  "ungainly  handling" 

and  "front  seats 
that  become  less 
comfortable  the  longer 
you  sit  in  them." 
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dissatisfaction  translates  into  slid- 
Bles.  Detroit  loves  to  disparage  the 
perceptible"  statistical  differences 
uility  that  keep  them  from  topping 
jus  outside  surveys.  But  their 
;sts  aren't  enough  to  convince  con- 
;rs  burned  by  past  problems.  Wit- 
the  Big  Three's  steadily  shrinking 
ket  share:  under  62%  today,  vs.  just 
80%  in  1975. 

NISHED  IMAGE 

.EAST  DETROIT  has  a  good  idea  of 
t  to  fix.  For  the  past  few  years,  do- 
tic  carmakers  have  been  pouring  re- 
ccs  into  designing  cars  with  sexier 
riors  and  more  refined  interiors.  "De- 
is aware  of  it  and  has  all  hands  on 
:,"  says  McKinsey's  Satpathy. 


1MER  H2 

ik  consumers 
:w  that  this 
road  giant  is  the 
e  gas-guzzlers 
jgh  it  carries  no 
lileage  sticker.  Yet 
5,  buyers 
ied  about 
(fuel 
ition. 


As  for  actual  flaws,  CR  studies  show 
that  domestic  defect  rates  have  fallen 
more  than  80%  since  1980.  Ford 
chalked  up  16  vehicles  on  the  magazine's 
coveted  "recommended"  list,  plus  four 
more  at  affiliate  Mazda.  GM  tallied 
13  recommendations,  and  even  Chrysler 
had  three  recommended  vehicles,  tying 
Hyundai.  Reliability  rankings  are  based 
on  CR's  annual  survey  of  675,000  con- 
sumers' experiences  in  the  preceding  12 
months  with  vehicles  covering  the  past 
eight  model  years.  Recommendations 
are  based  on  reliability  reports,  crash- 
test  results,  and  CR's  own  tests  of  vehicle 
performance. 

Yet,  since  so  many  bug-ridden  cars  are 
still  on  the  roads— and  still  infuriating 
consumers— it  will  take  years  of  top- 


«  BMW7-SERIES 


Europeans  are  also 
vulnerable  in  satisfaction 
surveys.  Bimmer's 
flagship  luxury  sedan 
got  blasted  by  buyers 
over  its  iDrive  system, 
a  computer  screen 
managing  audio, 
mapping,  and 
environment  controls. 


Buick  Regal: 
The  most 
reliable 
sedan, but 
"nothing 
special" 


notch  quality  for  Detroit 
to  clean  up  its  image.  In 
terms  of  the  reliability 
of  models  sold  in  the 
past  three  years,  CR 
shows  that  90%  of  Toy- 
ota models  it  rated  have 
better-than-average  reli- 
ability, vs.  35%  for 
Chrysler,  25%  for  GM, 
and  just  7%  for  Ford. 
That's  crucial,  because 
quality  translates  to  a 
pricing  premium,  high- 
er resale  value,  and  cus- 
tomer loyalty,  and  it  re- 
duces a  carmaker's 
warranty  costs.  Merrill 
Lynch  &  Co.  analyst  John  A.  Casesa  says 
quality  is  Japan's  main  advantage  as  it 
enters  new  lucrative  niches— for  mini- 
vans,  SUVs,  and  pickups— where  domes- 
tic models  are  still  fighting  to  attain  top 
reliability  ratings. 

Impressions  of  rotten  quality  that 
have  accumulated  over  decades  will  take 
years  to  alter.  "It's  like  turning  around 
an  oil  tanker,"  says  Chrysler  Group  mar- 
keting chief  Joseph  Eberhard.  "If  you've 
had  two  bad  [Chrysler]  transmissions, 
you're  not  likely  to  give  us  another 
chance.  I  can't  blame  you."  The  only  so- 
lutions, he  says,  may  be  dealers  who 
publicize  new  quality  data,  good  word  of 
mouth  from  new  owners,  and  realistic 
marketing. 

Yet  it's  harder  than  ever  to  get  the  word 
out,  as  expectations  today  start  with 
nearly  fault-free  vehicles.  Then  there's 
customer  goofiness  to  deal  with.  Did 
Hummer  H2  buyers  really  not  know  that 
the  jumbo  SUV  is  a  gas  hog?  The  6,400- 
lb.  hulk  gets  an  estimated  10-13  mpg,  but 
it's  so  heavy  that  it's  exempt  from 
mileage  reporting  requirements.  Even  SO, 
in  Power's  2003  initial  quality  survey, 
Hummer  owners,  annoyed  by  having  to 
constantly  refill  its  relatively  small  32-gal- 
lon  tank,  downgraded  the  SUV  for  "ex- 
cessive fuel  consumption,"  I\  ers  says. 
Detroit  feels  especially  helpless  when 
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new-car  owners  complain  about  any  fac- 
tor that  the  buyer  easily  could  have  de- 
tected before  driving  off  the  lot.  People 
will  buy  the  car,  drive  it  home,  and  then 
"complain  about  the  amount  of  trunk 
space,"  Ford's  Scheele  recounts  in 
amazement. 

The  Big  Three  aren't  the  only  ones 
struggling  with  these  heightened  ex- 
pectations. European  carmakers  led  the 
pack  in  Power's  initial  quality  rankings 
five  years  ago  but  today  are  tied  with 
Detroit,  behind  Japan.  CR  recommends 
just  one  Volkswagen  and  not  a  single 
Mercedes.  German  auto  makers  take 
their  lumps  for  high-tech  innovations, 
such  as  hard-to-work  navigation  sys- 
tems. For  example,  owners  of  BMW's 
$70,000-plus  7-series  sedans,  intro- 
duced last  year,  were  decidedly  unhap- 
py with  its  mind-boggling  iDrive  sys- 
tem that  used  a  video  screen  and 
control  knob  to  manage  many  of  the 
car's  features.  BMW  modified  iDrive  for 
this  year's  new  5-series  and  the  2004 
7-series. 

TOYOTA'S  NIGHTMARE 

EVEN  THE  PEERLESS  Japanese  have 
some  problems  satisfying  the  new  qual- 
ity ideals.  Toyota  Motor  Corp.'s  quality  is 
close  to  perfection,  but  its  styling  often 
elicits  yawns.  The  stodgy  image  turns  off 
many  younger  car  buyers.  The  industry 
joke:  Toyota  wakes  up  to  discover  it  has 
turned  into  Buick. 

As  for  Korean  cars,  they're  vastly  bet- 
ter than  a  decade  ago.  But  they're  still 
haunted  by  their  old  rattletrap  image.  To 
counter  that,  Hyundai  in  1998  turned  to 
an  unprecedented  10-year,  100,000-mile 


BETTER  INITIAL  Ql 

For  new  cars,  U.S.  auto  makers  have 
narrowed  the  quality  gap  with  foreign 
brands,  but  they're  still  not  in  the  top  tier: 

DEFECTS  PER  100  VEHICLES 
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Data:  J.D.  Power  &  Associates  Initial  Quality  Study 

warranty  to  reassure  customers. 
Chrysler,  dogged  by  its  own  past  quality 
problems,  took  a  similar  tack,  adopting  a 
seven-year,  70,000-mile  warranty  in 
July,  2002. 

In  the  short  term,  Detroit  has  helped  its 
image  by  "manufacturing  to  the  test." 
Like  schools  structuring  their  sixth-grade 
curriculum  to  prepare  for  the  questions 
on  an  upcoming  regional  test,  carmakers 
can  try  to  fix  problems  that  they  know 
Power  will  ask  buyers  about.  Of  late,  De- 
troit has  renewed  the  emphasis  on  flaw- 
less paint  jobs  and  narrow,  even  gaps  be- 
tween body  panels. 

Saturn's  hallmark  dent-resistant  plas- 
tic body  panels,  for  instance,  fall  short  on 


Before  You  Buy,  Think  Long-Term 


New  car  quality  is 
all  pretty  high,  so 
initial  quality 
surveys  tend  to 
reflect  taste  as 
much  as  real 
defects.  To  avoid 
surprises,  also  be 
sure  to  check  out 
long-term 
reliability  studies 
and  to  inspect  the 
car  carefully. 


■  READING  UP.  Consumer  Reports'  latest  reliability  data  are 
in  New  Car  Preview  2004,  on  newsstands  now.  Or  check  the 
annual  listing  in  the  magazine  published  each  April.  The  CR 
Web  site  (consumerreports.org)  allows  subscribers  to  cross- 
check reliability,  reviews,  ratings,  and  recommendations.  J.D. 
Power  &  Associates  (jdpower.com)  offers  data  on  initial, 
medium,  and  long-term  reliability.  Check  out  owners'  reviews, 
too,  such  as  those  at  Edmunds.com's  Town  Hall  (edmunds.com) 
and  Kelley  Blue  Book  (kbb.com). 

■  TEST  DRIVING:  Make  sure  you  know  what  you're  getting. 
Spend  time  in  the  showroom.  Don't  let  the  salesperson  rush  you. 
Sit  in  the  back  seats,  not  just  the  front.  Check  the  feel  and 
position  of  all  the  controls.  Is  the  trunk  big  enough?  Are  there 
enough  cup  holders?  Take  an  unhurried  test-drive  on  bumpy 
pavement,  in  stop-and-go  traffic,  and  on  the  freeway.  Test  braking 
and  acceleration.  Is  the  placement  of  controls  distracting?  Check 
whether  wind  noise  makes  the  radio  inaudible.  Can  you  can  have 
a  conversation  without  raising  your  voice? 
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the  "gap  test."  Because  the  plasice 
pands  in  hot  weather,  the  carmakemii 
allow  wider  spaces  between  pie 
making  Saturns  look  somewhat  slW 
in  cooler  weather.  GM  Vice-Cha;tni 
Robert  A.  Lutz  is  close  to  switching 
urn  to  traditional  steel  panels,  parif! 
manufacturing  reasons  but  also  t<H 
the  quality  complaints,  even  at  the  ij 
offending  some  Saturn  loyalists 

One  way  the  Big  Three  can  ganj 
initial  quality  surveys,  and  also  win  u 
term  fans,  is  by  designing  vehicles 
high-class  looks  and  a  luxurious 
Chrysler  is  cracking  down  on  the  i: 
gibles— what  it  calls  "consumer  ,tc 
points"— where    design    chief   T; 
Creed  admits  the  company  had 
"sloppy."  Creed  says  he  insists  on  ir 
ors  that  match  the  "flawless  execui 
of  Audi's  A6  sedan,  even  when  man 
turing  managers  and  outside  supf 
have  told  him:  "You  can't  do  that." 
means  demanding  well-stitched  le 
seats,  with  fewer  wrinkles  and  di 
foam  padding,  for  the  2005  Jeep  G 
Cherokee  Limited  luxury  SUV  that 
arrive  next  fall.  Chrysler  even 
pains  to  tidy  up  the  engine  compartr 
of  new  cars  with  fancy  engine  covers 
fewer  visible   tangles   of  tubing 
wires.  Says  Chrysler  Chief  Executive 
eter  Zetsche:  "We've  changed  the  m 
set  of  our  employees  to  recognize 
'relatively  good'  is  not  good  enough. 

Best  of  all,  Motown  is  learning  ho 
serve  up  new  models  that  will  please 
pi  eldest  of  consumers.  Each  of  the 
Three  has  recruited  European  desigr 
to  spiff  up  interior  amenities  and  crt 
more  exciting  exterior  styling.  "Wait 
til  you  see  the  Chevy  Cobalt  at  the 
troit  auto  show"  in  January,  says  G 
Lutz.  "You'll  think  it  was  made 
Volkswagen  or  Audi.  All  of  the  proble 
will  be  eradicated." 

Ford  designers  began  focusing  heai 
on  interiors  a  few  years  back,  and  now 
inside  of  the  new  F-150  full-size  pickuj 
drawing  reviewers'  accolades.  And 
time  when  wowing  consumers  with  st 
ish  steel  skins  helps  create  a  high-cl 
image,  outsiders  are  praising  the  cr 
lines  of  Cadillac's  CTS  entry-luxury  sed 
and  Chevrolet's  sleek,  muscular  S 
roadster-cum-pickup. 

Recapturing  a  distinctive  sense  of  at 
style  could  prove  to  be  a  competitive  a 
vantage.  Still,  it's  going  to  take  a  lot  mc 
where  that  came  from.  To  get  out  in  fro 
in  the  quality  race,  the  Big  Three  will  ha 
to  beat  the  imports  at  their  own  game. 
-By  Kathleen  Kerw 
in  Detrc 
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The  waggly  bee  dance  and 
the  responsive  enterprise. 


Can  you  see  it? 


: 


Ming  Tsai,  business  strategist,  retail  industry 


Upon  arriving  back  at  the  hive,  a  bee  with  pollen-coated  legs  does  a  waggly 
dance  for  his  fellow  bees.  The  thorax  motions  are  actually  a  map  drawn  in 
the  air,  entomologists  have  suggested,  indicating  both  the  direction  and  the 
distance  of  the  pollen  source. 

This  is  the  kind  of  "sense-and-respond"  behavior  that  defines  on  demand 
business  —  the  kind  that  most  companies  can  only  dream  about. 

A  sense-and-respond  retail  environment,  for  instance,  would  know  every  time 
its  best  customers  entered  the  store.  It  would  be  able  to  respond  to  what  each 
valued  customer  was  shopping  for  that  day  and  suggest  appropriate  cross- 
sells  and  up-sells.  Products  would  be  in  stock,  promotions  would  be  relevant, 
sales  associates  would  be  experts,  checkout  would  be  instantaneous. 

This  is  on  demand  business,  waggling  to  show  you  where  the  money  is. 


On  demand  business 

starts  with  on  demand  thinking. 


Real  people  with  real  insights  and  the  resources  to  deliver  on  them.  Partners, 
listeners,  problem  solvers.  Doers.  People  to  help  you  evolve  your  thinking, 
your  business  and  your  culture.  It  won't  happen  overnight.  It  will,  however, 
create  real  change  in  your  company.  On  demand  business.  Get  there  with 
on  demand  people.  Please  call  800  IBM  7080  (ask  for  thinking)  or  visit 
ibm.com/services/thinking 


le  IBM  logo  are  trademarks  or  registered  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  1  2003  IBM  Corp  All  rights  reserved. 


Aetna's  Painful 

Recovery 

Jack  Rowe  fixed  the  insurer's  finances— 
but  are  his  methods  good  for  health  care? 


AT  ITS  LOW  POINT  IN 
the  1990s,  Aetna  Inc. 
had  become  a  national 
symbol  of  everything 
that  was  wrong  with 
managed  care.  At  one 
stage,  the  insurer  took 
to  issuing  defensive  press  releases,  such 
as  one  to  reiterate  that  it  did  not  require 
mastectomies  to  be  performed  as  outpa- 
tient procedures.  Then  doctors  nation- 
wide, claiming  unfair  billing  practices 
and  patient-care  interference,  began  to  hit 
Aetna  and  several  other  insurers  with  a 
series  of  class  actions  in  late  1999.  "Aetna 
is  playing  doctor  with  our  patients,"  read 
one  newspaper  ad  taken  out  by  the  Con- 
necticut State  Medical  Society. 

Financially,  the  insurer  was  just  as  un- 
healthy, seemingly  bent  on  increasing 
membership  at  any  cost.  It  embarked  on  a 
series  of  overpriced  and  poorly  digested 
acquisitions,  such  as  an  $8.9  billion 
merger  with  U.S.  Healthcare  in  1996  and 
the  $1  billion  purchase  of  Prudential 
HealthCare  in  1999.  Aetna's  problems 
culminated  in  a  net  loss  of  $279.6  million 
in  2001.  "Aetna  came  close  to  blowing  it- 
self up,"  recalls  analyst  Patrick  Hojlo  of 
Credit  Suisse  First  Boston. 

John  W.  "Jack"  Rowe,  59,  knows  all 
about  the  old  Aetna.  A  renowned  geriatri- 
cian, Rowe  considered  suing  the  compa- 
ny and  several  other  health  plans  when  he 


ran  Mount  Sinai  NYU  Health,  one  of  the 
country's  largest  private  hospital  systems. 
Instead,  Rowe  became  chairman  and 
CEO  of  Aetna  three  years  ago  with  a 
dream  of  helping  transform  the  U.S. 
health-care  system.  As  he  puts  it:  "We 
needed  to  extend  the  capacity  of  physi- 
cians to  provide  high-quality,  cost-effec- 
tive care."  Earlier  this  year,  Aetna  broke 
with  rivals  to  settle  the  doctors'  massive 
class  action  for  $170  million.  It  has  also 
been  a  pioneer  in  grouping  doctors  by 
quality  and  placing  more  health-care  de- 
cisions firmly  in  the  hands  of  patients. 

DRASTIC  MEASURES 

BUT,  IN  THE  world  of  health  insurance, 
how  you  define  success  depends  on 
whether  you're  a  shareholder  or  a  cus- 
tomer. Along  with  President  Ronald  A 
Williams,  who  is  widely  regarded  as  one 
of  the  top  minds  in  the  industry,  Rowe 
has  posted  seven  consecutive  quarters  of 
profit  growth.  Aetna's  stock  price  is  up 
173%  since  May,  2001,  to  $63.40.  But  to 
fix  Aetna,  Rowe  has  hiked  annual  rates  by 
more  than  16%  and  slashed  its  customer 
base  from  21  million  members  when  he 
came  on  board  to  13  million  today.  He 
also  cut  15,000  jobs.  The  company  aban- 
doned Rhode  Island  and  jettisoned  al- 
most half  the  counties  nationwide  in 
which  it  offered  Medicare  products.  Sales 
this  year,  projected  by  analysts  to  be  $17.8 
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Aetna's 

Progress 

Vital  signs  of 
the  insurer's 
turnaround 


ACCOUNTABILITY:  CEO 

Rowe  says  unrestrained 
choice  has  contributed 
to  rising  costs 


billion,  will  be  lower  than  the  $19.9  led  ^ 
lion  recorded  in  2002— although  pre :  proj^ 
will  be  up.  With  historic  legislation  j  '^ 
passed  extending  drug  benefits  to  seni  rof Nev 
and  giving  health  plans  more  financial  a),^ 
centive  to  cover  Medicare  patients,  Ae  iy$  SOlt 
expects  to  lead  the  chafe  ...-,. 


Rise  in  Aetna's 

insurance  premiums, 

2000-03 


Drop  in 

Aetna's  membership, 

2000-03 


Rise  in 
Aetna's  stock  price, 
May  2001-Present 


56%    -38%    173% 
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Data:  Aetna  Inc.;  Bloomberg  financial  markets 


back  in  now  that  reimbui  owe^ 
ment  rates  will  cover  costs  in-.aJ 

For  an  illustration  of  hor 
hard  it  is  to  transform  cde 
sumer  health  care,  look  re 
further  than  Aetna's  meint 
morphosis  from  Americ  ? 
largest  and  one  of  its  mi  s, 


iled  health  insurers  to  a  smaller, 

j  profitable  innovator.  As  Daniel  T. 

owan,  president  of  rival  HIP  Health 

of  New  York,  says:  "In  some  ways, 

I  a  has  turned  the  corner,  but  there's 

ys  some  concern  when  you  do  it  by 

pi D.g  membership." 

>\\  e  argues  that  the  best  way  to  fix  the 

\'.m— and  Aetna— is  to  punish  lesser 

hurts  in  the  medical  community 

t  forcing  Americana  to  wake  up  to 

realities  of  health  costs.  "It's  unre- 

ned  choice  in  the  American  health 

system  thai  has  contributed  to  rising 
C  says  Rovvc,  who  laments  low  de 


ductibles  and  copayments  that  protect 
"the  individual  from  any  insight  into  the 
actual  cost." 

A  network  of  intriguing  but  sometimes 
controversial  new  offerings  reflects 
Rowe's  world  view.  The  rapidly  expand- 
ing Aetna  HealthFund  line  was  the  first 
from  a  national  carrier  to  combine  the  el- 
ements of  a  traditional  preferred  provider 
organization  plan  with  an  employer- 
funded  account  for  routine  health  care 
that  can  be  rolled  over.  The  fund,  which 
will  have  150,000  members  in  January, 
puts  people  on  the  hook  for  their  own 
health-care  decisions  and  costs.  At  em- 


One  path  to 

financial 

stability: 

Shed 

unprofitable 

members 


ploycrs'  behest,  Aetna  has  also  increa  led 
both  the  deductibles  and  the  co-payments 
in  its  traditional  service  plans.  In  this, 
Aetna  is  not  alone.  According  to  a  study 
co-sponsored  by  the  Kaiser  Family  Foun- 
dation, annual  worker  premiums  rose 
this  year  to  $508  for  individuals  and 
$2,412  for  a  family  of  four,  up  from  $334 
and  $1,619  in  2000.  And  prescription- 
drug  co-payments  rose  as  much  as  71%  in 
the  same  period.  Aetna,  to  protect  its  own 
bottom  line  against  rising  costs,  is  phas- 
ing out  coverage  for  retirees  by  200.5. 

Rowe  is  putting  his  medical  colleagues 
on  the  hook,  too.  Aetna  is  again  risking 
physicians'  wrath  by  rolling  out  an  elite 
"Aexcel"  network  of  what  it  considers  to  be 
the  top-performing  and  most  efficient 
medical  specialists  in  a  region,  usually  giv- 
ing members  a  discount  to  use  it.  The 

concept  will  be 
launched      in 
Seattle,   Dallas, 
and     Jack- 
sonville, Fla., 
early  next  vear. 
Robert  S.  Gal- 
vin,  director  of 
global      health 
care  at  General 
Electric  Co.  and 
a    leader    in 
pushing  for  per- 
formance meas- 
ures in  medicine,  calls  the  move  coura- 
geous. "In  managed  care,  everybody  hated 
them,"  jokes  Galvin.  "In  this,  only  30%  or 
40%  [of  doctors]  may  hate  them."  That 
said,  GE  just  gave  Aetna  its  business  in 
Connecticut  because  of  such  innovations. 
As  Galvin  puts  it:  "Instead  of  hunkering 
down,  they're  boldly  creating  a  vision." 

That  vision  starts  with  an  acknowl- 
edgement that  old-style  managed  care 
doesn't  work  Since  coming  into  existence 
30  years  ago,  health-maintenance  organ- 
izations have  been  too  rigid  and  too  lim- 
ited for  the  tastes  of  most  Americans. 
Care  is  rationed.  Basic  services  often  have 
to  be  pre-authorized.  Bureaucracy  can  be 
rampant.  For  Linda  Peeno.  a  doctor  who 
served  as  medical  director  for  insurers  be- 
fore becoming  an  activist,  the  process  is 
dehumanizing,  dangerous,  and  some- 
times lethal.  "You  begin  to  act  like  you're 
handling  warranties  at  Circuit  City,"  says 
Peeno.  "You're  removed  from  the  bedside 
and  just  passing  files  around." 

One  of  the  worst  offenders  during  the 
1990s  was  Aetna.  After  a  spate  of  poor  re- 
sults and  high-profile  flubs,  CEO  Richard 
L.  Huber  was  replaced  in  early  2000  by 
board  member  William  H.  Donaldson, 
now  chairman  of  the  Securities  &  1\- 
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change  Commission.  Along  with  vowing 
an  end  to  some  of  Aetna's  more  egregious 
policies  and  selling  its  financial  and  inter- 
national services  arm  to  ING  Group  for 
$7.7  billion  in  2000,  Donaldson  recruited 
Rowe.  The  academic  was  surprised  but 
excited,  noting  the  need  for  "a  next  phase 
for  health  insurance  in  America." 

Wall  Street,  of  course,  was  less  con- 
cerned about  the  next  phase  of  health 
care  than  the  next  quarter  for  Aetna.  It 
soon  became  clear  that,  because  of  poor 
pricing  and  runaway  costs,  the  company 
was  heading  toward  a  net  loss  of  $48.2 
million  in  the  first  quarter  of  2000.  Anx- 
ious to  get  on  with  his  revolution,  Rowe 
brought  in  William  C.  Popik  from  CIGNA 
HealthCare  as  the  new  chief  medical  offi- 
cer and  Wei-Tih  Cheng  from  Memorial 
Sloan-Kettering  Cancer  Center  as  chief 
information  officer.  His  biggest  move, 
though,  was  to  hire  Williams,  a  senior  ex- 
ecutive of  Wellpoint  Health  Networks 
Inc.,  as  head  of  Aetna's  health  operations. 

BOTTOM  LINE  BOOSTER 

UNDER  WILLIAMS,  54,  Aetna  began 
making  aggressive  moves  to  boost  its  bot- 
tom line.  He  overhauled  everything  from 
benefit  structures  to  how  salespeople 
were  compensated,  making  them  more 
directly  accountable  for  profits.  Williams 
built  an  executive  management  informa- 
tion system  that  made  it  easier  to  mine 
data  and  reduced  the  time  it  took  to  settle 
accounts  from  20  days  to  seven.  While  he 
shared  Rowe's  zest  for  new  products,  he 
helped  the  company  get  rid  of  money-los- 
ing accounts  by  exiting  markets,  culling 
clients,  or  hiking  rates  to  the  point  that 
clients  walked  away.  "Our  strategy  was  to 
charge  customers  the  fair  cost  of  the  cov- 
erage they  purchased,"  says  Williams.  To 
avoid  the  risk  that  clients  with  higher 
medical  costs  would  stay  on,  Aetna 
dropped  entire  counties  or  product  lines. 

One  of  the  most  difficult  and  contro- 
versial exits  was  in  Medicare.  Like  many 
insurers,  Aetna's  client  roster  includes 
Medicare  patients  covered  under  so- 
called  Medicare + Choice  plans.  Because 
Medicare  pays  doctors  and  hospitals  a  set 
rate,  insurers  have  found  it  tough  to  cov- 
er costs  in  certain  markets.  And,  Rowe 
notes,  it's  almost  impossible  to  offer  extra 
services  without  higher  payment.  "If 
they're  only  going  to  give  us  a  rate  that's 
the  same  or  even  less  than  what  they  pay 
under  Medicare,  how  do  I  make  money?" 
asks  Rowe.  Under  the  new  bill,  which 
provides  $12  billion  to  lure  insurers  back 
into  Medicare,  the  company  expects  to 
pick  up  more  business. 

For  Rowe  and  other  insurance  leaders, 
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it's  challenging  to  practice  both  good 
medicine  and  good  business.  While  Aetna 
may  have  used  its  huge  amount  of  data  to 
exit  markets,  the  insurer  also  uses  it  to  cut 
costs,  improve  health,  and  reduce  medical 
mistakes.  One  example  is  MedQuery,  a 
new  program  in  which  Aetna  monitors 
the  prescription  drug  use  of  members 
and,  among  other  things,  alerts  doctors  to 
possible  problem  interactions.-The  logic: 
Aetna  is  the  only  one  that  knows  the  myr- 
iad of  treatments  each  person  may  take, 
because  it  handles  all  the  bills. 

Deciding  who  is  fit  to  be  in  an  elite 
physician  network  is  another  matter  al- 
together. Aetna  uses  its  own  quality  and 
cost-effectiveness  measures  to  channel 
more  business  to  top  specialists  through 
Aexcel.  Rowe  anticipates  the  network  will 
save  Aetna  money  because  the  best  doc- 
tors tend  to  be  the  most  efficient.  With 
medical  mistakes  costing  up  to  98,000 
lives  in  hospitals  alone  each  year,  accord- 
ing to  the  Institute  of  Medicine  of  the  Na- 
tional Academies,  he  also  wants  to  disa- 
buse people  of  the  notion  that  quality  is 
consistent  between  doctors.  The  question 


Strong  Medicine 

Under  CEO  Rowe,  Aetna  has  taken  bold 
and  often  controversial  moves  to  fix  itself: 


SETTLED  MASSIVE  class  action  with 
doctors,  ahead  of  the  industry 


EXITED  ALMOST  half  of  the  markets  in 
which  it  accepted  Medicare 


ELIMINATED  15,000  jobs 


DESIGNED  ELITE  specialist  network  to 
give  top-quality  doctors  more  business 


CREATED  PRODUCTS  that  give 
consumers  more  direct  control  over 
health  care 


HIRED  a  team  of  top-notch  managers, 
including  President  Ronald  Williams 


Aetna  is 
using  its 
>ase 
to  reduce 
medical 
mistakes 


is  how  Aetn 
cides  who  is 
sidered  high-i 
ty.      "A      lol 
QataDaSe       measures    of 
ciency   are   i 
ures  of  costs 
not  linked  t( 
tient  output, 
Suzanne  F.  De 
co,  executive  c 
tor  of  The  Lea 
Group,  an  em 
er  coalition  pushing  for  quality  cart 
Critics  also  worry  about  how  ce 
information  might  be  used,  such 
Aetna's  initiative  to  collect  racial  ahc 
nic  data.  Members  volunteer  the  i 
mation,  which  is  kept  private  and  us 
target  maladies  unique  to  each  g 
Given  the  high  incidence  of  cervical 
cer  among  Vietnamese  women,  for  e: 
pie,  Rowe  feels  if  s  important  to  pa 
more  frequent  pap  smears  in  that  gr 
The  belief  is  that  spending  more  r 
ey  now  will  help  patients  and  sav 
health-care  costs  down  the  road.  Aei 
disease-management  programs,  foi 
ample,  identify  members  with  condit 
that  could  benefit  from  regular  care 
lifestyle  changes.  Kenneth  Mollin 
who  has  coronary  artery  disease 
plays  drums  in  a  steel  band,  even 
arranged  his  drum  kit  after  being  cc 
seled  by  Aetna  nurses.  "They  said  it's 
good  for  me  to  have  my  hands  up  in 
air,"  says  Mollineau,  who  gets  regular 
tritional  counseling  and  follow-up  ca 
After  years  of  being  the  bad  guy,  tl 
initiatives  are  helping  Aetna  win  h 
fans.  Rowe  says  it  has  already  ad 
250,000    new   members    for  Janu 
Thanks  to  better  cost  controls  and  un< 
writing,  Aetna  is  now  a  lot  more  com 
itive  on  price.  It's  even  pursuing  the  oi 
ignored  small-group  market.  John  St 
ley,  chief  financial  officer  of  Continei 
Motors  Group  Co.,  a  car  dealership  ba 
in  Countryside,  111.,  says  Aetna  was 
most  competitive  among  the  few  pi 
willing  to  take  on  his  420-emplo 
company.  His  people  no  longer  gr 
about  payment  denials  or  doctors  dr 
ping  out.  "Aetna  felt  it  could  throw 
weight  around,"  says  Stanley.  "Now, 
have  a  lot  more  value  for  the  money." 
Rowe  has  shown  he  knows  how 
keep  shareholders  happy.  And  clearly  h 
making  progress  in  his  relations  w 
some  patients  and  doctors.  What's  not 
clear  is  whether  repairing  Aetna  will  | 
him  any  closer  to  his  dream  of  fixi 
health  care  in  America.  ■ 

-By  Diane  Brady  in  New  Yc 


THE  SYMBOL  OF  AMERICA'S  OPEN  DOORS 
NEEDS  A  LITTLE  HELP  REOPENING  HER  OWN. 


Countless  American  families  can  trace  their 
earliest  moment  in  this  country  to  a  day  that 
began  with  a  welcome  from  Lady  Liberty. 
Unfortunately,  two  years  ago  she  was  closed 
to  the  public  due  to  safety  concerns. 
Money  is  needed  to  pay  for  security 
upgrades  to  get  her  doors  reopened. 
American  Express  cares  because  we 
have  our  own  family  history  with 
the  statue.  From  being  one 


of  the  first  American  companies  to  donate  to  her  pedestal  fund  in  1886. 

to  playing  a  major  role  in  her  renovation  a  century  later,  we  consider 

caring  for  her  to  be  a  unique  part  of  our  heritage.  That's  why  every  time 

you  use  your  American  Express"  Card  from  now  through  January 

2004,  we'll  make  a  donation  to  The  Statue  of  Liberty  -  Ellis 

Island  Foundation.  You  can  also  go  to  statueofliberty.org 

to  charge  a  donation  or  to  donate  Membership  Rewards 

points.  It's  our  way  of  helping  to  get  her  doors  reopened  a 

lot  faster  for  generations  of  American 

families  to  come. 


HELP  REOPEN  LADY  LIBERTY 
statueofliberty.org 
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Finance  Wall  Street 


IPOs:  Look 
Out  Below 

Sure,  the  number  of  offerings  has 
risen— but  a  lot  of  them  have  crashed 


:i 


OR  YEARS,  INVESTORS 
lucky  enough  or  plugged-in 
enough  to  get  allocations  of 
initial  public  offerings  had  a 
license  to  print  money.  At  the 
height  of  the  nasdaq  market 
boom,  the  " first-day  pop"  be- 
came notorious  as  issues  such  as  VA  Lin- 
ux Systems  soared  as  much  as  700% 
overnight.  Investment  bankers  made  for- 
tunes as  they  handed  out  favors  to  their 
friends,  leaving  retail  investors  who 
couldn't  get  shares  fuming,  and  compa- 
nies angry  that  so  much  of  their  money 
was  being  left  on  the  table. 

No  longer.  After  the  scandals— and  re- 
forms—of the  past  two  years,  the  IPO 
market  is  a  very  different  place.  These 
days,  the  first-day  jump  averages  12%, 
barely  a  fifth  of  the  typical  68%  pop  back 
in  the  heady  times  of  1999.  More  than 
40%  of  the  21  IPOs  launched  in  the  four 
weeks  through  Nov.  25  are  now  trading 
below  their  offering  prices,  as  opposed  to 
the  28%  that  typically  suffered  such  a  fate 
over  the  past  decade.  And  those  are  just 
the  deals  that  made  it  to  market.  More 
than  half  of  the  listings  planned  this  year 
have  been  delayed  or  withdrawn,  com- 
pared with  a  21%  annual  dropout  rate 
over  the  past  decade,  accord- 
ing to  Thomson  Financial 
Corp. 

Getting  to  a  fairer  and  more 
sober  IPO  market  is  proving  to 
be  a  painful  process  for  in- 
vestors, corporate  executives, 
and  investment  bankers.  So  far 
this  year,  shareholders  have 
lost  nearly  $1  billion  on  issues 
that  tanked.  Their  companies 
may  have  to  wait  as  much  as  a 
year  to   rebuild   enough   in- 


Investors 

now  are 

setting 

much 

higher 

standards 


vestor  confidence  to  raise  more  money 
through  follow-on  offerings,  say  bankers. 
And  if  the  line  of  wrecks  continues  to 
grow,  Wall  Street  may  face  an  even  hard- 
er sell  for  the  roughly  60  companies  that 
have  already  filed  to  go  public  and  are 
hoping  to  raise  about  $60  billion.  "If  we 
see  a  string  of  IPOs  that  do  not  succeed, 
the  window  will  shut,"  says  Stuart  J.M. 
Collinson,  a  partner  at  Forward  Ventures, 
a  venture-capital  firm  in  San  Diego  that 
funds  biotech  startups. 

BETTER  BEHAVIOR 

THAT'S  A  RISK  THAT  many  of  the  partici- 
pants are  prepared  to  run  if  it  means  that 
the  market  is  gaining  credibility  by  not 
bidding  new  issues  up  to  the  sky.  Says  Ali- 
son L.  May,  CEO  of  RedEnvelope  Inc.:  "It 
never  made  sense  to  me  that  a  successful 
IPO  was  something  that  would  go  out  at 
$15  and  the  next  day  the  stock  was  at  $45, 
as  in  the  go-go  years.  That  money  should 
have  gone  to  the  company.  I  don't  think 
the  public  completely  understands  this 
yet."  Shares  of  RedEnvelope  are  down  14% 
from  their  Sept.  25  offering  price  of  $14. 
Even  some  of  the  biggest  losers  in  the  af- 
termarket  say  they're  relieved  they  got 
their  deals  done.  "The  IPO  gives  us  re- 
sources," says  John  F.  Thero, 
CFO  of  Acusphere,  a  startup 
trying  to  develop  drugs  to  fight 
heart  disease  that  went  public 
on  Oct.  8  after  a  three-year 
wait  and  is  now  trading  at  50% 
below  its  offering  price.- 

Some  of  the  post-offering 
sag  in  prices  is  the  product  of 
recent  reforms.  Tighter  rules 
in  the  wake  of  the  Wall  Street 
scandals  mean  that  invest- 
ment banks  are  now  prevent- 


ed from  supporting  new  issues  as  t 


"icing. 
bikers  i 


once  did.  For  example,  analysts  are 
longer  allowed  to  appear  in  road  show 
which  bankers  give  would-be  IPO  bu)  P 
the  hard  sell,  making  it  tougher  to  gei  tf 
ate  buzz  about  all  but  the  most  outsta  L 
ing  deals.  Nor  can  analysts  do  reports  L  . 
the  IPOs  their  banks  have  backed  until  ,„  , 
days  after  an  IPO,  so  they  can  t  give  ^ 
tering  stocks  a  bullish  nudge  any  lonj 
And  on  Nov.  24,  the  NASD,  the  prim  [ 
regulator  of  the  NASDAQ  Stock  MarL 
where  many  IPOs  list  for  trading,  pjt 
posed  another  round  of  rules  designee  n 
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bankers  more  accountable  for  their 
nicing. 

nkers  may  be  behaving  better  be- 
■  of  the  new  scrutiny.  Still  they 
t  discriminating  enough  for  skepti- 
ivcstors  who  long  complained  that 
lany  immature  companies  were  be- 
rought  to  market.  The  main  charac- 
IC  of  companies  trading  below  their 
ipriccs,  says  Kathleen  S.  Smith,  re- 
•h  analyst  ;>t  Il'o  research  outfit  Re- 
duce Capital  Corp.,  is  "that  they 
t  earning  any  money"  Money  losers 
rig  the  recent  CTOp  of  IPOS  include 


Acusphere  and  Advancis 
Pharmaceutical       Corp., 

which  makes  drugs  to  fight 
infectious  diseases  such  as 
pneumonia. 

None  of  these  factors 
would  matter  so  much  in  a 
strong  bull  market.  But  with 
the  stock  market  headed  to- 
ward its  first  winning  year 
since  1999,  many  investors— 
particularly  pension  funds 
and  mutual  funds— are  re- 
luctant to  take  a  flier  on  new 
issues  that  could  drag  down 
their  returns.  Says  George  J. 
Milstein,  a  banker  at  San 
Francisco  investment  bank 
Pacific  Growth  Equities  Inc.: 
"They  want  to  make  sure 
they  end  the  year  with  posi- 
tive performance."  That's  ev- 
ident from  the  way  institu- 
tional investors  are  acting. 
Instead  of  bidding  for  upstart 
companies,  they  have,  for  in- 
stance, been  buying  convert- 
ible bonds— loans  that  in- 
vestors can  convert  to  shares 
at  predetermined  prices  in 
the  future— and  follow-on  is- 
sues of  stock  from  companies 
already  trading.  "IPOs  are 
competing  for  the  same  dol- 
lar with  follow-ons  offered  by 
companies  with  existing 
products  and  existing  mar- 
kets," says  Christopher  J. 
Raymond,  biotech  analyst  at 
Robert  W.  Baird  &  Co. 


Fall 

From 

Grace 

A  third  of  this 
year's  57  IPOs 

have  fallen  below 
their  offering 

price.  Big  losers: 


FALL  IN  STOCK  PRICE 
THROUGH  NOV.  24 

Acusphere 

-50% 


interVideo 

-30% 

NitroMed 

-25% 

CancerVax 

-22% 

Advancis 
Pharmaceutical 

-21% 

IntegratedAlarm 
Services 

-18% 


EXPECTATIONS  GAME 

BIG  INVESTORS'  preference 
for  surer  bets  puts  the  new- 
bies  at  a  big  disadvantage. 
Fledgling  companies  overall 
have  raised  $9  billion  in  IPOs 
this  year,  while  companies 
that  are  already  public  issued 
$68  billion  in  stock  and  $88 
billion  in  convertibles,  says  Thomson. 

The  competition  is  likely  to  get  even 
stiffer  next  year  as  heavyweights  and  blue 
chips  start  to  tap  the  IPO  market.  In  the 
opening  months  of  2004,  online  search 
outfit  Google  Inc.  is  expected  to  launch  a 
blockbuster  IPO  to  raise  as  much  as  $2 
billion,  giving  it  a  valuation  of  $18  billion 
to  $20  billion.  And  on  Nov.  18,  General 
Electric  Co.  announced  that  it  expects  to 
offer  about  30%  of  its  life  and  mortgage 
insurance  unit,  worth  at  least  $3  billion, 
early  next  year. 

Already,  the  companies  that  have  suc- 


RedEnvelope 

% 


-14 

Pharmion 

-11% 


Data:  iPOHome  com.  Thomson  Financial 


ceeded  in  going  public  art- 
being  held  to  far  higher  stan- 
dards. If  they  fall  short  of 
what  the  market  expects, 
traders  dump  their  shares  in 
a  nanosecond.  Consider 
AMIS  Holdings  Inc.,  a  37- 
year-old  speciality  semicon- 
ductor company  that  raised 
$600  million  on  Sept.  23  in 
what  was  promoted  as  one  of 
the  biggest  tech  IPOs  of  the 
year.  Starting  on  Oct.  29, 
speculators  fled  and  the 
stock  plunged  from  $21.80 
to  $18.65  in  three  weeks. 
Reason:  The  company  had 
reported  earnings  below  the 
estimates  it  gave  to  investors 
in  pre-launch  road  shows, 
according  to  Beverly  Twing, 
an  investor-relations  con- 
sultant to  AMIS.  Investors 
"didn't  see  the  pop  they 
wanted,  so  they  bailed,"  says 
Twing. 

Even  companies  that  start 
out  as  big  winners  can't  as- 
sume that  investors  will  stay 
loyal.  DVD-software  maker 
InterVideo  Inc.'s  stock  price 
doubled  to  28  within  six 
weeks  of  its  July  17  offering. 
But  it  plunged  to  11  on  Nov. 
6  after  the  company  reported 
revenues  of  $14.4  million— a 
record,  but  a  mere  $100,000 
short  of  analysts'  forecasts. 
"We  understand  if s  all  about 
expectations,"  says  Randall 
"Randy"  Bambrough,  Inter- 
Video's  chief  financial  officer. 
"Painfully  so,  I  guess." 

Some  optimists  think  a 
handful  of  companies  from 
the  current  crop  of  IPOs  will 
eventually  shine  through  as 
new  market  leaders.  Says 
William  R.  Hambrecht, 
chairman  and  CEO  of  online 
IPO  auction  firm  WR  Hambrecht  +  Co.:  "I 
think  we're  going  back  to  the  class  of 
1986,"  which  featured  Oracle,  Microsoft, 
and  Adobe  Systems.  "That  was  the  wave 
of  underwri tings  that  came  after  the  bub- 
ble of  1983  and  1984  had  been  punc- 
tured." If  he's  right,  the  IPO  market  will  fi- 
nally be  performing  the  function  it 
should  have  been  all  along:  raising  capi- 
tal for  promising  companies  on  fair  terms 
for  all  the  players.  ■ 

-By  Emily  Thornton  and  David  Henry 

in  New  York,  with  Arlene  Weintraub 

in  Los  Angeles 
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COMMENTARY 


BY  GARY  WEISS 


Don't  Force  the  Shorts  To  Get  Dressel 

"Naked  shorting"  helps  to  curb  hype  and  crime  associated  with  microcap  sto< 


AT  A  TIME  WHEN  THE  STOCK 
market  is  in  a  state  of  chronic 
schizophrenia,  with  a  year's 
worth  of  gains  being  chipped 
away,  one  corner  of  the  market 
has  withstood  the  recent  travails  far 
better  than  any  other:  small-cap  stocks. 
The  Russell  2000  Index  of  such  stocks  is 
up  37%  so  far  this  year— double  the  gain 
in  the  Standard  &  Poor's  500-stock 

index.  And  in  October,  trading  volume  in  the  very  smallest 
stocks,  which  are  listed  on  the  OTC  Bulletin  Board,  climbed 
400%  over  a  year  ago.  Good  news— but  only  up  to  a  point. 
Regulators  have  long  warned  that  such  stocks  are  notoriously 
prone  to  manipulation  and  hype. 

And  that  is  where  short-sellers  perform  a  valuable  role. 
Shorts  wager  on  stock  price  declines  by  borrowing  stocks  and 
then  selling  them,  in  the  hope  of  buying  them  back  at  a  lower 
price.  So,  with  microcaps  becoming  frothy,  you'd  think  that 
the  Securities  &  Exchange  Commission 
would  be  encouraging  the  practice. 
Instead  it  has  done  the  exact  opposite.  On 
Oct.  29,  in  a  move  that  received  little 
attention  outside  the  securities  industry, 
the  SEC  caved  in  to  a  vociferous  campaign 
by  microcap  companies  and  proposed  a 
rule  that  would  curtail  the  primary  form 
of  short-selling  that  can  deflate  the  hype 
of  small  stocks. 

THE  NEW  RULE  is  designed  to  stamp  out 
what  is  known  as  "naked"  short-selling. 
It  works  like  this:  Ordinarily,  traders  must 
borrow  a  stock,  or  determine  that  it  can 
be  borrowed,  before  they  sell  it  short.  But  some  professional 
investors  and  hedge  funds  take  advantage  of  loopholes  in  the 
rules  to  sell  shares  without  making  any  attempt  to  borrow  the 
stock.  The  new  rule  would  effectively  ban  such  short-selling. 

Critics  of  shorting  say  this  move  is  a  good  idea.  They 
maintain  that  thinly  traded  microcap  stocks  are  vulnerable  to 
aggressive  short-selling.  Gayle  Essary,  CEO  of  Investrends 
Inc.,  a  research  service  that  focuses  on  small  companies,  says 
naked  shorting  "screws  shareholders.  They  put  $3,000  into  a 
stock  they  think  is  going  to  cure  cancer  or  something,  and 
before  you  know  it  their  stock  is  worth  $300." 

But  there  is  another  side  to  the  story.  Short-sellers  argue 
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that  the  SEC  action  would  eliminate  the  only  market  force 
against  overhyped— or  even  fraudulent— small- cap  and 
microcap  stocks.  And  that,  they  maintain,  would  be  as 
devastating  for  ordinary  investors  as  it  would  be- 
financially— for  the  short-sellers.  "It  would  crush  the  whol 
business  of  market-making  and  short- selling  and  enhanctj 
hundredfold  the  crime  level  in  these  stocks,"  asserts  one 
York  short-seller  who— like  all  shorts  interviewed  for  this 
article— requested  anonymity. 

THERE'S  NO  DOUBT  that  shorts  often  drive  down  the  pri(j 
of  thinly  traded  stocks.  The  problem  is  that  such  stocks  of 
became  tempting  to  shorts  only  because  they  are  richly  pr 
as  a  result  of  manipulation.  A  good  example  of  that  took  pi 
in  the  mid-1990s,  when  several  microcap  brokerage  firms," 
including  Hanover  Sterling  &  Co.,  collapsed  after  shares  i 
had  promoted  to  sky-high  levels  were  attacked  by  aggress| 
shorts.  Hanover  brokers  and  managers  were  subsequently 
imprisoned  for  stock  fraud. 

Shorts  argue  that  if  naked-shorting  had  not  taken  place! 
during  the  microcap  crime  wave  of  the  1990s,  such  stocks  [ 
would  have  climbed  even  higher  before  they  crashed.  In  i 
past,  the  SEC  was  loath  to  act  against  naked  shorting,  but  i 
now  has  succumbed  to  organized  pressure— including  a 

letter-writing  campaign  encourag^ 
by  more  than  100  microcap 
companies,  organized  as  the  Natic 
Assn.  Against  Naked  Short-Selling 
(NAANSS). 

The  arguments  used  by  the 
organized  opponents  of  naked 
shorting,  lamenting  the  supposed 
depredations  of  short-sellers,  are  s 
repetitious  that  the  SEC  has 
categorized  their  comment  letters- 
which  are  piling  up  at  the  agency- 
"  Letter  Types  A,  B,  C  and  D." 

So  who  is  behind  this 
campaign?  Calls  to  the  NAANSS 
were  answered  at  a  firm  called 
Investor  Communications 
International,  whose  clients  inclu< 
companies  attacked  by  shorts.  Th<  i 
anger  is  understandable.  The 
market  is  a  ruthless  place,  but  it's 
supposed  to  be.  The  SEC  should  le 
^H/V^  LO  I*C1         it  work— and  not  cave  in  to  this 

campaign  to  suppress  the  only  fon 
that  can  curb  hype  in  the  resurgen 
microcap  market.  ■ 


Just  who's 
behind  the 
campaign 
to  get  the 

to  rein 
in  shorts? 
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Pulte  Is  As  Busy 
As  Its  Customers 

The  builder  of  active-adult  communities 
is  boosting  productivity  as  it  expands 


IT'S  8:15  ON  A  SUNNY  FRIDAY 
morning  in  Surprise,  Ariz.,  and 
neighbors  Elaine  Cooper  and  Judy 
Ryan  have  just  wrapped  up  a  one- 
hour  water-aerobics  session— their 
third  this  week.  Later,  Cooper 
plans  a  round  of  golf,  while  Ryan 
will  take  a  two-hour  collage  class.  "If  you 
can't  find  anything  to  do  here,  you  don't 
want  to  do  anything,"  says  Cooper,  69. 
"I'm  busier  now  than  I  was  when  I  was 
working." 

Welcome  to  Sun  City  Grand,  an  8,096- 
home  development  just  outside  Phoenix 
that  sports  golf  courses,  fitness  facilities, 
and  hobby  and  craft  centers.  It  is  one  of 


Pulte  Homes  Inc.'s  19  so- 
called  active-adult  com- 
munities—new housing 
for  empty  nesters  who 
want    more    from    their 
golden  years   than  just 
bingo  and  shuffleboard. 
Now  the   nation's   larg- 
est publicly  held  home- 
builder,  ranked  No.  19  on  the  BW50  list,  is 
betting  that  an  appeal  to  affluent  retirees 
such  as  Ryan  and  Cooper  will  keep  its 
profits  vigorous,  too. 

Like  other  homebuilders,  Bloomfield 
Hills  (Mich.)-based  Pulte  has  enjoyed 
phenomenal  growth,  thanks  to  the  roar- 


SUN  CITY  GRAND  ing  economy| 

"I'm  busier  now  1990s    and 

than  I  was  when  bottom   moj 

I  was  working"  mtes   Puk 

saysone  res.dent  shareg    trac 

about  95,  als<j 
because  of  a  $1.7  billion  deal  two 
ago  to  buy  Del  Webb  Corp.,  the 
player  in  the  active-adult  segmer 
result?  Last  year,  sales  jumped  34 
$7.5  billion,  while  profits  surged  5| 
$453.6  million.  And  U.S.  single- 
home  starts  remain  surprisingly  rl 
jumping  a  seasonally  adjusted  5. 
October  from  September.  It's  no  w\ 
then,  that  Merrill  Lynch  &  Co.  ,a 
Joseph    Sroka    sees    Pulte's    ear 
climbing  to  $604.8  million  this  ye^ 
$730.4  million  in  2004. 

A  COOLING  MARKET 

BUT  MORTGAGE  RATES  will  um 
edly  rise  as  the  economy  improve 
the  housing  market  will  cool.  In 
experts  see  the  typical  30-year  fixe 
mortgage,  at  5.8%  in  2003,  hitting 
next  year.  While  the  National  As; 
tion  of  Home  Builders  expects  1.4, 
lion  single-family  housing  start: 
year,  it  also  sees  that  number  falli 
2004  and  2005.  So  38-year-old  Rid 
Dugas  Jr.,  Pulte's  CEO  only  since  Jul; 
ready  working  hard  to  deal  with  a 
that  may  have  peaked. 

Dugas,  a  PepsiCo  alumnus  who  j 
Pulte  in  1994,  wants  it  to  dominate 
tive-adult  segment.  Dugas  plans  40 
new  active-adult  communities  ove 
next  12  to  18  months,  entering  new 
kets  such  as  Atlanta  and  Detroit.  T1 
tionale:  There  are  43  million  Amer 
over  55,  and  there  should  be  near! 
million  by  2020. 

Those  potential  customers  also 
lots  of  cash,  thanks  to  homes  that 
appreciated    handsomely.    Pulte 
its  active-adult  home  buyers  hav 
average    net    worth 
$750,000,  while  the  i 
age  price  of  homes  ta 
ed  to  them  is  $250,0C 
$300,000.    "Even   w 
there's  a  big  increas 
interest  rates,  you're  i 
lated  to  a  large  deg 
Dugas  says.  Pulte  is 
ing  this  rich  marke 
deeper  than  rivals.  Active-adult  com 
nities  total  37%  of  Pulte's  sales,  vs 
at  $73  billion  Lennar  Corp. 

But  building  active-adult  deve 
ments  on  a  grand  scale  can  tie  up  cai 
for  a  decade  or  more,  so  Pulte's  new 
ects  will  be  far  smaller  than  Sun 
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you  to  improve  your  game? 


Or  is  it  your  goal  to  change  the  game  itself? 


ligh-performance  businesses  innovate,  adapt  and 
ontinue  to  prosper,  visit  aceenture.com 

onsulting  •  Technology  •  Outsourcing 
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Grand,  a  Del  Webb  project.  Large  devel- 
opments can  require  $150  million  in 
startup  costs  and  take  10  to  15  years  to 
build.  The  new  ones,  with  500  to  2,500 
homes,  should  be  built  out  in  three  to 
five  years,  with  lower  startup  costs.  "The 
large  communities  that  Del  Webb  had 
were  not  very  return-on-investment- 
friendly,"  says  Dugas.  In  2000,  the  year 
prior  to  buying  Del  Webb,  Pulte's  return 
on  capital  was  13.3%.  This  year,  esti- 
mates J.P.  Morgan  Securities  Inc.  ana- 
lyst Michael  Rehaut,  it  will  dip  to  12.7%, 
vs.  16.8%  for  Pulte's  peers. 

HEDGED  BETS 

DUGAS  IS  ALSO  counting  on  cost-cut- 
ting to  help  boost  profits.  At  PepsiCo, 
he  was  in  charge  of  plant  operational 
efficiency  and  process  improvement. 
He  has  brought  those  productivity- 
boosting  skills  to  Pulte.  Instead  of  mak- 
ing components  at  each  site,  for 
instance,  Pulte  has  centralized  produc- 
tion for  some  of  them,  such  as  wall 
panels.  That  can  cut  construction  time 
by  20  to  30  days.  It's  just  one  way 
that  Dugas  expects  to  save  $55  million 
this  year. 

Finally,  along  with  its  focus  on  cash- 
rich  retirees,  Dugas  is  hedging  his  bets. 
Pulte  is  the  only  builder  with  a  mean- 
ingful presence  in  all  major  buying 
segments:  first- time,  move  up,  and  ac- 
tive-adult. That  gives  it  an  edge  in  any 
market  slump.  "If  you  go  to  war,  you 
want  to  have  all  kinds  of  weapons  in 
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Focusing  on  active-adult  communities 
has  helped  Pulte  ride  the  housing  boom 
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your  arsenal,"  says  analyst  Stephen  S. 
Kim  of  Smith  Barney.  So  far,  Dugas  has 
enjoyed  the  equivalent  of  a  prosperous 
peace.  But  rising  interest  rates  could 
quicldy  change  that— and  put  that  ar- 
senal to  the  test.  II 

-By  Stephanie  Anderson  Forest 
in  Surprise,  Ariz. 
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Race  You  to  the  To 
Of  the  Market 

More  retailers  head  for  high-fashion  g 
to  boost  margins.  Will  shoppers  pay  u] 


YEING  A  PAIR  of  jeans  at 
a  Gap  store  in  Chicago, 
Robert  Brown  is  unfamiliar 
with  the  brand.  The  label 
says  1969  instead  of  the 
usual  Gap.  He's  more  sur- 
prised by  the  $98  price, 
nearly  double  the  ticket  on  most  Gap 
jeans.  "I'd  expect  to  pay  that  for  Calvin 
Klein  or  Hugo  Boss,"  says  the  32-year- 
old  management  consultant. 

That's  exactiy  the  sort  of  cachet  Gap  is 
looking  for,  as  it  tries  to  turn  its  four-year- 
old  1969  line  into  a  premium 
brand.  And  Gap  has  plenty  of 
company.  Everyone  from  Express 
and  Macy's  is  rolling  out  high- 
end,  exclusive  lines.  For  those 
who  succeed,  the  payoff  could  be 
fatter  margins  in  an  increasingly 
competitive  market.  But  getting 
shoppers  to  pay  up  for  a  midmar- 
ket  brand  is  notoriously  difficult. 
"It's  nearly  impossible  to  retrain 
customers,"  says  Lew  Frankfort, 
CEO  of  Coach  Inc.,  the  leather- 
goods  maker. 

Then  again,  clothing  sellers 
are  pretty  desperate.  The  rapid 
inroads  into  the  market  by  such 
discounters  as  Wal-Mart  Stores  Inc.  and 
Target  Corp.,  along  with  the  industry's 
wholesale  shift  to  low-cost  Chinese  facto- 
ries, have  sent  apparel  prices  plummeting 
1.8%  a  year  for  the  past  decade,  says  the 
Bureau  of  Labor  Statistics.  And  the  casu- 
al clothing  trend  left  many  stores  selling 
nearly  the  same  khakis,  polo  shirts,  and, 
yes,  jeans. 

As  a  result,  many  retailers  figure  the 
only  way  to  grab  top  dollar  is  to  move 
up— into  clothes  with  better  fabric,  hand- 
worked details,  eye-catching  designs,  or 
simply  a  trendier  image.  Gap  execs  hope 
the  1969  line  will  attract  the  folks  now 
plunking  down  $100-plus  for  jeans  from 


Lucky  Brand  Dungarees  or  Diest 
Inc.  Gap's  women's  line  features  f 
denim,  embroidery,  even  oil  spot 
$168.  Express,  the  Limited  Brand 
sion,  is  taking  a  similar  tack  wi 
Seven7  jeans,  which  max  out  near  ! 
If  s  not  just  specialty  stores  tryi 
tactic.  Macy's  and  other  department 
aim  to  set  themselves  apart  from 
Corp.  and  the  discounters.  That  mea 
ing  successful  private-label  brands 
the  gap  between  low-end  and  design 
parel.  For  example,  Macy's  $350 


$98  Gap  Jeans? 

n 


What  the  premium 
"1969"  line  features 

■  Top-flight  denim  from 
Japan  or  Italy 

■  Double  stitching  and  red 
selvage  side  seams 


■  Hand-finished, 
personalized  craftsmanship 

■  Strategically  faded  for 
that  oh-so-cool  look 


Elba  suits  use  high-quality  Italian 
feature  hand  stitching,  and  cost  25% 
than  Macy's  current  private-label 
such  as  Alfani. 

It's  too  soon  to  say  how  most  mic 
market  retailers  will  fare.  Their  reco 
attracting  upscale  customers  isn't  g 
In  the  1990s,  J.  Crew  Group  Inc.'s  J 
men's  suits  and  dressy  women's  Co 
tion  fizzled.  And  with  greater  mar 
comes  the  risk  of  greater  markdown: 
the  Chicago  Gap,  a  pair  of  1969  jeans 
recendy  slashed  from  $108  to  $69.  T 
ing  up  today  could  well  mean  more  cl 
ance  sales  tomorrow.  II 

-By  Robert  Berner  in  Chit 
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Hyper-Security. 


Hyper-Threading  Technology  from  Intel, 
ly  choose  between  PC  security  and 
PC  performance?  The  Intel'  Pentium"  4 
Processor  with  HT  Technology  is 
engineered  to  let  PCs  do  two  things  at 
once  —  without  the  frustrating  lags*.  So 
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you  can  run  a  background  virus  scan    /jSV 
as  you  get  some  real  work  done,    v*  j 

intel.com/go/ht. 


iny 


(or  systems  with  the  Intel"  Pentium*  4  Processor  with  HT  Technology  logo  which  your  system  vendor  has  verified  utilize  Hyper-Threading  Technology, 
rmance  will  vary  depending  on  the  specific  hardware  and  software  you  use.  See  www.intel  com/info/hyperthreadmg  for  information.  ©2003  Intel 
oration.  Intel  and  the  Intel  Inside  logos  plus  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States 
)ther  countries.  All  rights  reserved. 


Social  Issues  Employment 


SIGNINt 

"AttSfboi 
Ready  ii 
Chicago  I 


A  Day's  Pay  for  a 
Day's  Work-Maybe 

Outsourcing  means  an  explosion  in  casual 
labor.  But  it's  a  largely  unregulated  world 


IT'S  5  A.M.,  AND  SALVADOR  MEN- 
doza  and  a  dozen  other  men  are 
lined  up  outside  the  Chicago  office 
of  Labor  Ready  Inc.,  a  temp  agency 
for  day  workers.  He  has  already 
been  up  nearly  an  hour,  and  the  42- 
year-old  Mexican  is  in  for  a  long 
day.  If  he's  lucky,  his  wait  will  be  just  an 
hour  or  two  before  he  heads  off  to  load 
trucks  or  clean  floors  at  one  of  Labor 
Ready's  client  companies.  Mendoza— not 
his  real  name— typically  makes  about  $6 
an  hour,  earning  nothing  for  the  morning 
wait  time.  Fairly  frequently,  he  says,  em- 
ployers don't  even  pay  him  for  all  the 
hours  he  works.  Usually,  he's  not  home 
till  6  or  7  p.m.,  with  $50  or  so  to  show  for 
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an  eight-hour  work  day.  But  Mendoza  is 
in  no  position  to  complain,  since  he  says 
he's  in  the  U.S.  illegally.  "I  don't  like  [day- 
labor  jobs],"  he  says.  "But  I  need  the 
work."  Labor  Ready  says  it  requires  every 
worker  to  show  two  forms  of  valid  U.S. 
identification  and  to  complete  an  1-9  form 
certifying  U.S.  employment  eligibility. 

Mendoza  is  part  of  an  explosion  in  the 
day  labor  industry,  which  has  doubled 
since  1995,  according  to  a  study  last  year 
by  the  General  Accounting  Office  (GAO). 
While  it's  difficult  to  track  such  workers, 
who  are  mostly  illegal  immigrants,  the 
homeless,  and  the  transient  poor,  experts 
say  there  are  several  million  of  them. 
Based  in  Tacoma,  Wash.,  Labor  Ready 


alone  employed  600,000  people  last 
earning  $863  million  in  revenue. 

The  growth  is  coming  in  large  pa 
cause  Corporate  America  is  outsoul 
more  work,  and  day-labor  agencies  [ 
sprung  up  to  fill  the  demand.  There 
685  of  them  last  year,  according  t<| 
Commerce  Dept,  mostly  mom-anc 
operations  capitalizing  on  the  sha 
crease  of  immigrant  workers  in  the| 
decade,  including  illegals.  There  are  < 
few  publicly  traded  companies  like  ir 
try  leader  Labor  Ready,  which  has 
roomed  into  a  network  of  790  dispatc 
fices  in  the  U.S.,  Britain,  and  Ca 
Several  others,  including  Labor  Fir 
International  Inc.  and  Labor  Connecj 
Inc.,  have  recently  expanded  in  reg 
with  high  immigrant  populations,  sue] 
California,  Texas,  and  Florida. 

Historically,  workers  were  hired  bjl 
day  to  perform  menial  or  unpleal 
tasks  such  as  ditch-digging  or  indus| 
cleanup.  They  still  are,  but  more  emp 
ers  are  using  day  labor  in  a  wide  ran£ 
jobs,  from  handing  out  food  sample 
Wal-Mart  Stores  Inc.'s  Sam's  ClubJ 
loading  trucks  at  North  American 
Lines,  a  unit  of  Sirva  Inc.,  in  Westml 
111.  Wal-Mart,  which  also  hires  day  lalf 
ers  as  store  cleaners  and  shelf  stocl* 
has  a  contract  with  Labor  Ready. 
Mart  declined  to  comment,  and  Ls 
Ready  wouldn't  discuss  details  of  the 
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Introducing  our  newest  expression. 

THE  GLENLI  VET*  French  Oak  Finish?  uniquely  finished 
in  French  Limousin  Oak,  renowned  for  bringing 

flavor  to  fine  wines  and  cognacs.        -bbs****8 
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>lni>  I  [undreds  of  other  big  compa 
M  day  labor  agencies,  too,  accord- 
both  industry  and  worker-advocacy 


;ed  bag 

PRIMARY  LURE:  Day  laborers  are 
y  cheaper  than  other  workers.  They 
ntail  even  less  commitment  than 
ional  temps,  since  day-labor  con- 
typically  specify  that  the  relation- 
nds  at  the  close  of  the  day.  And  now, 
encies  have  removed  the  hassle  of 
ting.  "If  you're  looking  at  expand- 
uir  margins,  you  have  to  look  at  day 
•  says  Jeffrey  M.  Silber,  an  analyst  at 

Nesbitt  Gerard  in  New  York. 

i  labor-rights  groups  and  govern- 
officials  consider  the  growth  of  day 
a  decidedly  mixed  bag.  True,  agen- 
rovide  steady  work  to  people  who 
aren't  able  to  hold  down  a  regular 

If  they  weren't  working  with  us, 

be  on  welfare  or  loitering  around, 
lg  trouble,"  says  Labor  Ready  CEO 

P.  Sambataro  Jr. 
the  same  time,  such  workers  are  of- 
nong  the  most  vulnerable  to  abuse, 

day  laborers  and  their  advocates 

is  widespread  (table).  The  critics 
ontend  that  client  companies  rou- 
ignore  the  problems.  Since  August, 
example,  25-year-old  Michael 
Jin  has  earned  $5.15  an  hour  work- 
e  2  a.m.-to-9:30  a.m.  shift  unload - 
iwspapers  on  Chicago  Tribune  deliv- 
trucks  (driven  by  $28-an-hour 
sters).  Franklin  says  his  paycheck 
the  day-labor  agency,  Elite  Staffing 
»ften  comes  up  short.  When  12  hours 
missing  recently,  Elite  told  him  to 
hten  out  the  problem  with  Tribune 
e  did,  but  that  delayed  his  pay  three 
This  causes  hardships  to  him  and 
30-odd  fellow  day  laborers  on  the 
"You  can't  just  tell  the  landlord 
B  short  the  rent,"  he  says, 
te,  which  was  recently  ordered  by 


the  Illinois  Labor  Dept.  to  return  exces- 
sive fees  it  charged  workers,  says  it  pays 
workers  in  full,  though  there  may  be  de- 
lays due  to  faulty  paperwork.  The  Tribune 
declined  to  discuss  its  vendors.  "Compa- 
nies are  passing  their  responsibilities  to 
the  agencies,"  charges  Daniel  L.  Giloth, 
director  of  the  San  Lucas  Workers  Center, 
a  Chicago  day-labor  advocacy  group. 
"There's  a  willing  ignorance." 

INTO  THE  BREACH 

EXPERTS  SAY  A  RECURRENT  issue  is  the 
hefty  fees  agencies  charge  for  transporta- 
tion, equipment,  and  check  cashing.  Part 
of  the  problem  is  that  day-labor  agencies 
are  loosely  regulated  and  face  few  penal- 
ties when  they  violate  labor  laws.  The 
GAO  found  that  the  Labor  Dept.  doesn't 
effectively  enforce  federal  wage  and  hour 
laws  or  safety  standards.  A  handful  of 
states,  including  Arizona  and  Illinois, 
have  passed  day-labor  laws  that  prohibit 
or  cap  excessive  fees,  but  a  bill  in  Con- 
gress setting  out  federal  rules  is  stalled. 

So  the  worker-advocacy  groups  have 
stepped  into  the  breach,  mostly  by  filing 
lawsuits  and  organizing  protests.  In  Oc- 
tober, a  California  court  approved  Labor 


JUST  FOR  TODAY 

Eager— and 
vulnerable— 
in  Yonkers,  N.Y. 


Ready's      sctilrmcni 

(without    admission 

of  liability)  of  a  < 
action  over  excessive 
check-cashing  fees. 
The  company  faces 
four  other  suits  alleg- 
ing sex  discrimina- 
tion and  failure  to 
pay  properly.  Labor 
Ready  says  litigation 
is  a  routine  part  of  be- 
ing a  large  employer. 
Sambataro  and 
others  in  the  indus- 
try concede,  however, 
there's  room  for  im- 
provement. In  June, 
Labor  Ready  initiat- 
ed a  voluntary  agree- 
ment with  the  Labor 
Dept.  to  educate  its 
managers  about 
workplace  law.  It 
also  gave  day  laborers  a  card  listing  la- 
bor rights  and  a  phone  number  to  file 
complaints  with  the  Labor  Dept.  In  Oc- 
tober, the  American  Staffing  Assn. 
(ASA),  a  temporary-help  industry  group 
that  also  represents  day-labor  agencies, 
adopted  a  code  of  ethics  for  them  after 
hearing  repeated  complaints.  Says  ASA 
General  Counsel  Edward  A.  Lenz: 
"There  are  some  very  unsavory  opera- 
tions" in  the  day-labor  industry. 

Still,  worker-rights  groups  are  pushing 
for  more.  In  December,  the  North  Ameri- 
can Alliance  for  Fair  Employment,  based 
in  Boston,  plans  to  launch  a  national  re- 
form campaign.  Tactics  will  include  pres- 
suring Labor  Ready  customers  and 
shareholders,  such  as  FMR  Corp.'s  Fideli- 
ty Investments,  which  owns  12.6%  of  the 
company's  stock.  Until  the  industry 
cleans  up  its  act,  it's  likely  to  generate 
more  controversy  than  praise  for  provid- 
ing jobs  to  marginal  workers.  II 

-By  Brian  Grow  in  Chicago 


•ay-Labor  Pains 


EXCESSIVE  FEES 

Day-labor  agencies  are 
accused  of  deducting  high 
fees  from  workers' 
paychecks  for  check 
cashing,  rides  to  work,  or 
hard  hats.  Seven  states . 
have  banned  fees  or 
capped  them  at  3%  of  daily 
wages.  A  federal  bill  would 
prohibit  such  charges. 


WAGE  ABUSE 

Some  agencies  and  their 
client  companies  allegedly 
fail  to  pay  for  overtime  or 
even  for  all  the  hours 
worked.  A  recent  General 
Accounting  Office  report 
found  weak  supervision  by 
the  Labor  Dept.,  partly 
because  many  workers 
don't  complain. 


UNSAFE  WORK 
CONDITIONS 

Day  laborers  have  one  of 
the  nation's  highest  rates 
of  workplace  injury. 
In  case  of  a  mishap,  the 
agencies  and  their  client 
companies  often  claim 
that  the  worker  in  question 
is  the  employee  of  the 
other  party. 


RACE  AND  SEX 
DISCRIMINATION 

Some  agencies  offer 
companies  a  choice  of  men, 
women,  blacks,  whites,  or 
Hispanics,  workers  say. 
Advocates  assert  that 
many  companies  ask  for 
Hispanics  because  they're 
often  illegal  and  less  likely 
to  complain. 
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Chocolate 
For  the 
Inner 
Chad 

Some  of  the  yummiest  handmade  creations  are 
takeoffs  on  treats  you  ate  as  a  kid.  BY  ED  LEVINE 


IT'S  HARD  TO  GO  WRONG  when  you  give 
anything  chocolate  at  holiday  time.  This  year, 
instead  of  going  with  mass-market  brands,  delight  the 
chocolate  lovers  on  your  list  with  the  handmade 
creations  of  American  artisans  who  have  incorporated 
Old  World  methods  into  their  own  recipes.  J  Many  of 
these  purveyors  studied  chocolate-making  with  Swiss, 
Belgian,  and  French  masters  in  the  U.S.  and  Europe.  They 
learned  the  value  of  starting  with  the  highest- quality  chocolate 
and  then  adding  the  freshest  cream,  nuts,  fruit,  and  other  ^ 
natural  ingredients.  "What  I  do  is  combine  European 
techniques  with  my  own  American  sensibilities,"  says 
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Michael  Recchiuti,  a  former  pastry  chH 
who  runs  Recchiuti  Confections  in  San 

Francisco  with  his  wife,  Jacky. 

Some  of  the  most  interesting  items  are 
takeoffs,  and  vast  improvements,  on  fa- 
miliar childhood  treats.  If  you're  a 
Reese's  Peanut  Butter  Cup  fan,  for  ex- 
ample, you  won't  be  able  to  resist  the 
Peanut  Butter  Pigouts  made  by  Linda 
Grishman  and  her  tiny  band  of  chocolate 
elves  in  the  basement  of  her  house  in 
Burlington,  Vt.  The  Pigouts,  from  a 
friend's  family  recipe,  are  bite-size 
pieces  of  rich  homemade  peanut  butter 
mousse  covered  in  dark  or  milk  choco- 
late. Just  as  irresistible  is  the  Cow 
Crunch,  Grishman's  version  of  tradition- 
al butter  crunch,  and  Moo  Chews,  her 
turtle-like  creations  made  from  caramel 
and  cashews  hand-dipped  in  chocolate. 
One-pound  boxes  sell  for  $25  or  $26,  de- 
pending on  the  item. 

DELICIOUS  DOLLOP 

RECCHIUTI'S  NOD  to  nostalgia  is  a  $20 
s'mores  kit  with  all  the  ingredients  to 
make  the  melted  marshmallow-and- 
chocolate  sandwich  that  has  long  been  a 
summer  camp  staple.  His  kit  features  one 
4-oz.  bittersweet  chocolate  bar,  eight 
vanilla-bean  marshmallows,  and  eight 
whole-wheat  graham  crackers  dusted 
with  cinnamon  sugar,  all  packaged  in  an 
elegant  black  gift  box.  Recchiuti  credits 
his  wife  with  the  idea:  "She  came  up  with 
it  when  we  were  trying  to  think  of  a  gift 
item  to  sell  during  picnic  season  at  our 
farmer's  market  stand."  The  only  thing 
you  add  is  the  campfire— or  oven. 

Recchiuti  offers  a  number  of  other 
homespun  treats.  If  your  passion  is  hot 
fudge  sundaes,  try  putting  a  dollop  of  his 
Extra-Bitter  Chocolate  Sauce  ($8  a  pint) 
over  vanilla  ice  cream.  His  fudge  brown- 
ies ($15  for  six)  are  dense  and  delicious. 
He  also  makes  a  more  traditional  peanut 
butter-chocolate  candy  he  calls  a  puck 
(because  it  resembles  a  hockey 
puck).  It's  a  fabulous  blend  of  dark 
chocolate,   peanut   butter,   and   a 

shake  of  the  fancy  salt  called  fleur  de 
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set.  The  pucks  are  part  of  a  $29  6-piece 

Recchiuti  fleur  de  scl  assortment  available 
during  the  holidays  exclusively  through 
williamssonoma.com. 

If  you  fancy  the  combination  of  sweet 
and  salty,  Fran  Bigelow  of  Fran's  Choco- 
lates in  Seattle  makes  caramels  that  have 
a  sprinkling  of  gray  salt  on  top  ($20  for  15 
pieces).  "The  French  make  caramel  with 
fleur  de  sel  inside,  so  I  decided  to  dip  the 
caramel  in  dark  chocolate  American- 
style  and  put  some  gray  salt  on  top  almost 
as  a  garnish,"  Bigelow  says.  The  result  is 
a  balanced  piece  of  candy— creamy,  salty, 
and  just  sweet  enough. 

Mint  and  chocolate  make  another 
time-honored  flavor  combination,  but  too 
often  the  taste  is  undermined  by  cheap 
peppermint  oil.  Jubilee  Chocolates,  a 
small  Philadelphia  company  founded 
three  years  ago  by  Kira  Baker  and  John 
Doyle,  solves  that  problem  by  using  fresh 
mint  grown  in  a  garden  by  the  students  at 
the  nearby  Drew  Elementary  School.  Re- 
lying on  local  ingredients  is  integral  to 
Baker's  and  Doyle's  master  plan.  Their 
Glenn's  Raspberry  pieces  ($32.50  for  28 
pieces)  use  a  puree  of  raspberries  grown 
by  a  farmer  named  Glenn  Brendle.  Forget 
all  those  gooey  cherry  cordials  you  may 
have  tasted.  These  little  squares  have  the 
essence  of  a  berry  patch  in  every  bite. 

The  world  is  full  of  bad  chocolate-cov- 
ered nuts.  But  just  when  I  was  ready  to 
give  up  on  them,  I  received  a  small  cylin- 
drical container  of  the  cocoa-dusted 
caramelized  almonds  made  by  Xocoatl's 
master  chocolatier  Scott  J.  Van  Rixel  in 
Taos,  N.M.  These  crunchy,  sweet,  and 
salty  beauties  sell  for  $28.95  a  pound. 

Finally,  for  those  who  like  to  drink  their 
chocolate,  a  tin  of  hot  chocolate  from 
MarieBelle  Fine  Treats  and  Chocolates  in 
New  York  ($17  for  10  ounces)  is  sure  to  hit 
the  spot.  Founder  Maribel  Lieberman  uses 
a  single-bean  Venezuelan  chocolate  to  cre- 
ate a  mixture  she  pulverizes  into  powdery 
chunks.  A  cup  of  MarieBelle's  intensely 
chocolate  elixir  is  the  perfect  way  to  jump- 
start  the  day— or  guarantee  sweet,  choco- 
late-laden dreams  at  night.  ■ 


MARIEBELLE'S 
FINE  TREATS 
AND 
CHOCOLATES 

866  925-8800 
mariebelle.com 
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Personal  Business  Gift  Guide 


A  Holiday  Feast 
For  the  Eyes 

This  year's  coffee  table  books  offer  goodies  for  fans  of  photography, 
Japanese  art,  motorcycles,  and  rock  'n'  roll.  BY  THANE  PETERSON 


BACK  IN  THE  1960S,  WHEN 
the  Rolling  Stones  were 
belting  out  Satisfaction, 
who  would  have  guessed 
Mick  Jagger  &  Co.  would 
still  be  around  today  rumi- 
nating on  their  music. 
Well,  they  are,  and  According  to  the  Rolling 
Stones  (Chronicle  Books,  $40)  is  one  of 
the  hot  gift  books  this  year. 

The  Stones  hope  to  emulate  the  suc- 
cess in  2000  of  The  Beatles  Anthology 
(Chronicle  Books,  $60),  which  has  sold 
more  than  1.1  million  copies  so  far.  Like 
the  Beades  book,  the  360-page  Stones 
tome  is  laden  with  photos.  But  the  best 
things  about  it  are  the  interviews  with 
Jagger,  Keith  Richards,  and  Charlie 
Watts,  the  band's  surviving  original 
members.  They  describe  how  their  first 
hearing  of  African-American  bluesmen 
and  rockers  such  as  Howlin'  Wolf  and 
Chuck  Berry  galvanized  their  musical 
ambitions.  The  book  largely  omits  nega- 
tive events,  such  as  the  1969  Altamont 
(Calif.)  concert  at  which  an  attendee  was 
beaten  to  death,  but  the  Stones  are  frank 
and  fascinating  about  their  music. 

25,000  PHOTOGRAPHERS 

ANOTHER  ROCKIN'  nostalgia  trip  is 
American  Music  (Random  House,  $75),  a 
selection  of  portraits  by  celebrity  photog- 
rapher Annie  Leibovitz.  In  it,  Leibovitz, 
who  spent  her  early  career  photographing 
musicians  for  Rolling  Stone,  returns  to  her 
roots.  But  most  of  the  best  shots  in  this 
book  were  taken  since  2000.  Among 
them  are  one  of  a  bare-chested  Iggy  Pop 
and  a  lovely  study  of  the  late  Johnny  and 
June  Carter  Cash  in  2001.  There  are  also 
interesting  thumbnail  biographies,  as 
well  as  essays  by  musicians  such  as  Patti 
Smith  and  Steve  Earle. 

Among  the  other  hot-selling  photogra- 
phy books  out  this  fall  is  America  24/7  (DK 
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Publishing,  $50).  In  May,  some  25,000 
photographers— ranging  from  rank  ama- 
teurs to  Pulitzer  Prize  winners— spent  a 
week  documenting  American  life  with  dig- 
ital cameras,  and  the  book  collects  their 
best  work.  Beyond:  Visions  of  the  Interplane- 
tary Probes  (Abrams,  $55)  is  a  collection  of 
295  photos  of  the  earth,  sun,  Mars,  and 
other  planets  taken  by  unmanned  space 
probes.  Photographer  Michael  Benson 
culled  thousands  of  archived  images  for 
the  ones  he  found  most  striking  and  awe- 
inspiring,  then  digitally  rendered  them 
into  otherworldly  landscapes. 

NUMEROUS  SURPRISES 

A  MORE  AMBITIOUS  photo  study  is  the 
two-volume  Diaspora:  Homelands  in  Exile 

(HarperCollins,  $100).  French  anthropol- 
ogist and  photographer  Frederic  Brenner 
spent  25  years  documenting  the  astonish- 
ing variety  of  Jewish  cultures  around  the 
world.  There  are  numerous  surprises  and 
ironies  in  images  that  include  the  Roman 
Jews  who  sell  Catholic  souvenirs  outside 
the  Vatican,  and  the  Jewish  barbers  in 
Tajikistan  with  their  Muslim  customers. 
Volume  2  contains  essays  on  the  photos. 


Diane  Arbus:  Revelations  (Random 
House,  $100)  coincides  with  a  major  ret- 
rospective of  the  photographer  s  work  at 
the  San  Francisco  Museum  of  Modem  Art. 
Arbus,  who  died  in  1971,  may  have  had  a 
keener  eye  for  the  weird  and  offbeat  than 
any  other  noted  photographer.  The  book 
contains  considerable  biographical  mate- 
rial and  many  of  her  most  memorable  pho- 
tos, as  well  as  many  that  have  never  been 
shown  before.  Arbus'  influence  on  Mary 
Ellen  Mark  is  evident  in  the  fascinating 
Twins  (Aperture,  $50),  a  collection  of  por- 
traits of  identical  twins  taken  at  the  annu- 
al Twins  Days  Festival  in  Twinsburg, 
Ohio.  You'll  study  each  shot  trying  to  spot 
the  differences  between  the  twins. 

Another  excellent,  if  sobering,  collec- 
tion by  a  celebrated  photographer  is  Sally 
Mann's  What  Remains  (Bulfinch  Press, 
$50).  After  an  escaped  convict  shot  him- 
self in  the  woods  near  her  Virginia  farm- 
house, Mann  photographed  the  site  of  his 
death  as  well  as  battlefields  and  other 
sites  where  people  have  died.  Shot  on 
glass  plates  instead  of  negatives,  these 
photos  have  an  eerie  beauty. 

Among  the  best  new  art  books  is  The 


Art  of  Romare  Bearden  (Abrams,  $5( 
lished  in  concert  with  a  retrospe 
the  artist's  work  on  display  at  the  ] 
al  Gallery  of  Art  in  Washington 
den's  colorful,  innovative  collage: 
ment  jazz  performances,  church 
and  other  elements  of  black  cultu 
the  1940s  though  his  death  in  198 

Portraits:  A  History  (Abrams, 
traces  portraiture  from  15th  centu 
ters  such  as  Jan  van  Eyck  and  A 
Diirer  to  Andy  Warhol's  Marilyn  ]\ 
silkscreens.  The  paintings  are  beai 
reproduced,  and  art  historian  A 
Beyer  offers  a  helpful  text.  Equal 
geous  is  Hokusai  (Phaidon,  $95) 
page  study  of  the  Japanese  paint 
printmaker  who  lived  from  1760 1( 

Less  rarefied  is  The  Art  of  the  C 
(Motorbooks  International,  $39. 
profiles  20  motorcycle  customize 
includes  photos  of  their  wilde: 
ations.  The  bike  lover  on  your  list 
no  doubt  rather  have  a  real  chopp 
those  babies  cost  around  $70,000 
you  should  just  give  the  book  anc 
the  Rolling  Stones  on  the  card:  "Yo 
always  get  what  you  want."  ■ 
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Savor  the 'Drink 
Of  the  Gods' 

Premium  sakes  are  catching  on 
in  America.  BY  CHESTER  DAWSON 


I. 


INSTEAD  OF  A  CALIFORNIA  CAB 
or  chardonnay,  how  about  shak- 
ing things  up  this  year  with  a  gift 
of  what  the  Japanese  call  "the 
drink  of  the  gods?"  Premium 
rice  wine,  or  sake,  is  enjoying  a 
boom  in  the  U.S.  at  fine  wine 
shops  and  dining  hot  spots— not  all  of 
them  Asian.  High  quality  sakes  increas- 
ingly are  available  for  up  to  $60  for  a 
standard  720-ml  bottle.  If  that  sounds 
pricey,  consider  that  sakes  brewed  in 
Japan  with  special  strains  of  rice  and 
pure  spring  water  are  every  bit  the  equal 
of  Napa  Valley's  fancy  nectars.  "You  get 
what   you    pay   for,"    says   Kamakura 
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(Japan)-based  sake  ex- 
pert John  Gauntner. 
"Cheap  sake  is  an  indus- 
trial product,  and  expen- 
sive sake  is  made  by 
hand." 

Part   of  what   makes 
sake  appealing  to  Ameri- 
cans   is    its    undeniable 
Asian  mystique.  But  that 
can  also  make  enjoying  it    RIGHT  STUFF 
something  of  a  challenge    Sake  flagon 
for    those    new    to    the    and  cups 
drink.  For  starters,  sake    ^^m 
comes  in  varying  degrees  of  dryness  and 
sweetness.  Drier  and  lighter  varieties  are 


increasingly  popular,  but  sweet  i 

bodied  sake  also  has  a  large  follo\| 

Most  breweries  adhere  to  a  num^ 

system  where  sweeter  sakes  are  rrn 

with  a  "minus"  number  and  drier 

carry  a  "plus."  For  example,  a  very  s 
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sake  would  be  "-5,"  while  only  the  dri- 
est varieties  merit  a  "+10." 

Dry  or  sweet,  generally  speaking, 
premium  sake  is  best  served  chilled. 
Warming  can  blunt  the  delicate  aroma. 
But  check  the  label— some  sakes  benefit 
from  a  touch  of  heat,  especially  as  the 
temperature  outside  falls.  This  is  best 
done  indirectly  by  placing  a  flask  of  sake 
into  a  pot  of  preheated  water.  Avoid 
overdoing  it:  The  ideal  temperature  is 
98.4R 

Deciphering  bottles  can  be  a  chal- 
lenge, even  when  labels  are  in  English 
(not  always  a  given).  Basically,  there  are 
only  a  handful  of  types  to  keep  in  mind. 


SAKE  101 

AMA-GUCHl  Sweet  sake.  Rich,  silky 
body  that  lingers  on  the  palate.  Thick, 
milky  version  know  as  "nigori." 

KARA-KUCHI  Dry  sake.  Sharper  than 
ama-guchi,  but  lighter  aftertaste.  Good 
for  sipping  chilled  with  snacks. 

JIZAKE  Microbrewery  sake.  Fresh  but 
rougher-edged  taste;  sometimes 
unpasteurized. 

FUTSU-SHU  Mass-market  sake.  Usually 
contains  added  distilled  alcohol  and  is 
often  served  warm. 

JUHMAl  Pure  rice  wine  with  no  added 
alcohol.  Often  designated  as  junmai 
ginjo  oijunmai  dai-ginjo. 

GINJO  Rice  polished  down  to  yield  just 
60%  of  the  kernel  for  a  more  delicate 
and  complex  ta  ;te  than  futsu-shu. 

DAI-GIHJO  Rice  polished  down  to  50% 
of  the  kernel  for  more  refined  taste  than 
futsu-shu  or  ginjo  sake. 

Data:  sake-world  com.  BusinessWeek 


RICE  ONLY  Junmai,  or  "  pure  rice,"  is 
No  extra  the  simplest.  It  means 

alcohol  is  in  sake  made  with  only 
junmai  sake  rice,  water,  and  koji— 
^^^  mold  spores  that  convert 

starches  into  sugar.  In  other  wordsjun- 
mai  doesn't  contain  any  added  grain  al- 
cohol to  give  it  an  extra  kick.  (Most  sake 
already  contains  about  15%  alcohol,  so 
junmai  fans  aren't  missing  out  on  much 
punch.)  Ginjo  is  another  important 
term  to  look  for,  because  it's  key  to 
distinguishing  premium  sake  from 
the  rest. 

Ginjo  and  dai-ginjo  refer  to  sakes 
made  with  kernels  of  rice  polished 
down  to  60%  or  50%,  respectively,  of  the 
original  size  for  a  more  refined  taste. 
Think  about  how  a  diamond  is  polished 
from  a  rough-cut  stone,  and  you'll  get 
the  idea.  On  the  low  end  of  the  pricing 
scale,  you  can  try  an  American-made 
premium  sake  called  Momokawa  Pearl 
junmai  ginjo  from  Forest  Grove,  Ore.,  for 
$11.  A  Lexus  of  imports  is  the  $60  Ginga 
Shizuku  ("Milky  Way  Droplets")yunmm 
ginjo,  which  is  brewed  in  an  igloo  and 
strained  through  canvas  for  purity.  Oth- 
er classifications  include  nigori,  or 
"clouded,"  sake,  a  thicker  and  usually 
sweet  drink,  and  jiza ke,  which  is  "hand- 
made" in  small  lots,  usually  by  lesser- 
known  producers.  Shirakawago 
Sasanigori,  a  sweet  nigori  sake,  is  priced 
at  around  $25,  and  Tenzan  jizake  goes 
for  about  $38. 

WEB  TUTORIALS 

STILL  CONFUSED?  Sake  guru  Gauntner, 
an  Ohio  native  who's  one  of  the  first 
non-Japanese  to  win  an  "Accomplished 
Sake  Taster"  award  from  Japan's  Pure 
Sake  Assn.,  runs  sake-world.com,  a  Web 
site  that's  a  great  resource  for  novices.  In 
addition  to  tutorials  on  types  of  sake  and 
how  to  match  sake  with  food,  he  offers 
lists  of  his  personal  sake  picks.  Other 
helpful  sites  include  sakeusa.com  from 
the  Sake  Association  of  America  and 
sake.com,  run  by  the  Kyoto-based  brew- 
er Tamanohikari. 

Embellish  your  gift  of  sake  with  a  set 
of  traditional  sake  drinking  cups 
known  as  o-choko  and  serving  vessels 
called  tokkuri.  Ceramic  or  cut-glass  o- 
choko,  single  serving  cups  about  the  size 
of  a  shot  glass,  and  the  artfully  crafted 
flagons  are  as  important  to  sake  con- 
noisseurs as  their  liquid  contents.  "It's 
like  holding  a  painting  in  your  hand," 
says  Robert  Yellin,  a  Japanese-pottery 
specialist  who  lives  in  Shizuoka,  Japan. 
Somehow  sake  doesn't  taste  right  in 
even  the  finest  crystal  stemware.  ■ 


For Java     I 
Lovers  Onlri 

The  most  innovative  ne 
coffeemakers  go  far  bey< 
plain  old  drip.  These  mod 
use  pressure  to  extract  nj 
of  the  aromatic  oils  that  m 
up  coffee  flavor.  And  theii 
a  new  coffee  mill  that  off 
a  grind  for  any  brewin, 
method,  from  fine  Turkis 
coarse  French  press. 
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MELITTA 

ONE:ONE, 

$50 

Designed  for 
single-occupant 
households  or 
families  with 
disparate  tastes  in 
coffee,  Melitta's 
pod-filter  system 
brews  one  cup  at 
a  time.  The  Java 
pods  cost  $5       i 
for  18. 


SOUS 
MAESTRO 

PLUS.  $14^ 

Our  favorite  cof 
mill  just  got  eve 
better,  with  40 
grind  settings, 
from  powdery  tt 
coarse,  and  dot 
the  weight  for 
stability.  Or  you 
can  still  get  the 
original  Maestrc 
for  $109. 
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Faster  than  Verizon. 
Faster  than  Sprint  PCS. 
Faster  than  Cingular. 
Faster  than  T-Mobile. 
Faster  than  Nextel. 


W  J  v  rHrrlliM  * 


.tflkjNHtort    '  »J85ty 


-  j. 


For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 

* 

It's  a  fact.  No  one  offers  a  faster  national  wireless  data  network  than  AT&T  Wireless  with  EDGE 
technology.  No  one.  With  average  speeds  of  100-130  Kbps,  bursts  of  up  to  200  Kbps  and  secure 
wireless  access,  you  can  browse  the  Internet  as  weil  as  download  presentations,  documents  and 
spreadsheets  nearly  twice  as  fast  as  with  any  other  national  wireless  data  network.  We  work 
with  leading  IT  companies  to  help  you  get  more  out  of  the  technology  you  use  every  day,  across 
the  U.S.  High-speed  national  wireless  data  is  here.  And  no  one  is  faster  at  it  than  AT&T  Wireless. 
Call  1  888-DATA-288  or  go  to  attwireless.com/speed 


*%» 


Access  the  fastest  national 
wireless  data  network  with 
an  easy  to- use  PC  card. 


Open  e-mail  attachments  at 
average  speeds  of  100  130  Kbps 
and  bursts  of  up  to  200  Kbps. 


Download  large  documents, 
presentations  and  reports 
in  |ust  seconds. 


Faster  data  speeds  from  more 
places  in  the  U.S.  than  with 
any  other  wireless  carrier. 


r  e  a  c  h  o  u  t 

oh  the  wireless  service  America  trusts" 


AT&T  Wireless 


■ 
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EDGE  PC  mot>' 

l    ib(«  for  purchase  or  use  en  .iM  ,i 


tales  will  be  broken, 
(loadblocks,  removed, 
arriers,  demolished. 


resenting  CRM  on  demand. 


SIEBEL 

CRM  OnDemand 

Easy  to  use 

Fast  results 

No  upfront  costs 

Built-in  analytics 

$70  per  person/month 


View  our  CRM  demo. 

Visit  crmondemand.com/bw  or  call  1-866-9C6-7878. 


Personal  Business  Gift  Guu 


A  Slick  Twist  on 
The  Photo  Album 


almost  as  good, 
you  get  them 
With  MyPublish 
had  my  9  in.  x 
book  in  hand 
hours  after  I  clicked  the  "Purchase" 
ton.  It  was  a  fluke:  I  paid  $6.99  for  j 
dard  shipping,  but  FedEx  deliverec 
three-day  package  overnight.  (Sna; 
shipped  my  book  two  business  days 
I  ordered  it;  ImageStation,  five  days 
For  value,  Snapfish  came  out  on 
Because  it  prints  on  both  sides  ol 
page  at  no  extra  charge,  you  ge 
pages  of  your  pictures  in  the  10 
book.  Double-sided  printing  is  a  $1( 
tion  with  the  other  two  services. 


K 


Several  online  services 
into  customized  books.  BY 


CHOOSING  GIFTS  FOR  REL- 
atives  is  not  easy.  You 
want  something  that 
shows  thought,  not  some 
gewgaw  that  ends  up  on  a 
closet  shelf.  This  year,  I've 
found  the  perfect  can't- 
miss  gift:  a  book  of  my  family  photos. 

Professionally  printed,  hardbound 
books  of  your  own  photos  got  their  start 
two  years  ago,  when  Apple  Computer  of- 
fered them  as  part  of  its  iPhoto  album 
software.  Now,  there  are  plenty  of  options 
for  PC  users  as  well,  with  prices  starting 
at  $30  for  a  simple  10-page  volume.  Extra 
pages  run  a  couple  of  dollars  each. 

I  gathered  up  my  digital  snapshots 
from  a  weeklong  family  trip  to  Niagara 
Falls  this  summer  and  used  them  to  make 
three  nearly  identical  albums  on  three  dif- 
ferent Web  sites.  I  took  my  shots  with  a 
digital  camera,  but  you  could  just  as  eas- 
ily order  a  photo  CD  when  you  have  your 
film  developed  or,  if  you  have  a  scanner, 
scan  pictures  into  your  computer.  To  pro- 
duce the  books,  I  chose  MyPublisher.com, 


turn  your  digital  images 

LARRY  ARMSTRONG 


Sony's  ImageStation.com,  and  Snap- 
fish.com  because  they  each  use  different 
software  and  different  printing  companies. 

I  was  happy  with  the  results.  Be  warned : 
These  books  are  printed  on  commercial 
presses,  so  your  photographs  will  look  more 
like  pictures  in  a  book  or  magazine  than  like 
the  richly  colored,  ultra- 
glossy  prints  you're  accus- 
tomed to  pasting  into  pho- 
to albums. 

The  book  from  Image- 
Station  looked  the  most 
professional.  That's  partly 
because  the  site  offers  30 
page-layout  styles  that  can 
handle  up  to  five  photos 
per  page,  along  with 
dozens  of  background  col- 
ors and  patterns.  The 
binding  was  sturdier,  too. 
But  you  can't  get  a  cover 
photo  on  its  cloth-bound 
books,  only  on  its  laminat- 
ed ones. 

The  other  two  looked 


LIKE  THE  PROS 

ImageStation's  books 
offer  sturdy  bindings  and 
lots  of  layout  options 


CROPPING  AND  RETOUCHING 

THE  SERVICES  WORK  in  different  v 
With  ImageStation  and  Snapfish,  yot 
load  your  snapshots  and  lay  out  and 
your  book  on  their  Web  sites.  Image 
tion,  in  particular,  is  confusing  and 
nizingly  slow.  It  took  more  than 
hours  to  finish  my  10-page  book,  ai 
still  arrived  with  little  mistakes,  foi 
stance  photo  filenames  where  t 
weren't  supposed  to  be  any.  (You  cai 
virtually  the  same  book  from  the 
printer  by  using  anyTimephoto.com. 
run  proved  the  site  much  easier  to  ust 

Snapfish  is  simpler,  with  only 
page-layout  options.  But  you  can't  crc 
enhance  your  photos  as  you  go;  insl 
you  must  make  those  adjustments  be 
you  start  the  project.  If 
don't  have  a  high-spee( 
ternet  connection,  your 
bet  is  MyPublisher. 
download  its  free  Bookl 
er  software  and  con 
only  when  you're  read 
upload  the  pictures 
pages  you've  designed 
In  the  end,  I  woun< 
with  three  books  of  iden 
pictures,  all  customizec 
their  recipients  in  tenr 
the  prominence  and  pi 
ment  of  photos.  I'm  o 
dent  that  each  will  fir 
permanent  home  on  a 
fee  table,  not  disappear 
the  back  of  a  closet.  I 
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ules  will  be  broken. 

toadblocks,  removed. 

terriers,  demolished. 


resenting  CRM  on  demand. 


SIEBEL 

CRM  OnDemand 

Easy  to  use 

Fast  results 

No  upfront  costs 

Built-in  analytics 

$70  per  person/month 


View  our  CRM  demo. 

Visit  crmondemand.com/bw  or  call  1-866-9C6-7878. 


Personal  Business  Gift  Guide 


High-Tech  Help 
For  Lost  Souls 

You  can  stash  powerful  GPS  receivers  on  your 
dash— or  in  your  pocket.  BY  LARRY  ARMSTRONG 


HERE'S  A  SMART  GIFT 
for  people  you  know 
who  hate  asking  for 
directions  or  admit- 
ting that  they're  lost:  a 
GPS  receiver  that  can 
answer  the  question, 
"Where  am  I?  "  I've  taken  a  look  at  the 
latest  batch  of  global  positioning  system 
receivers,  from  battery-operated,  $100 
handhelds  good  for  hiking  and  biking  to 
elaborate  car  navigation  systems  that  in- 
tone turn-by-turn  directions  and  go  for 
$1,500  or  more. 

These  receivers  search  the  sky  for  as 
many  GPS  satellites  as  they  can  find  and 
use  the  signals  to  triangulate  your  loca- 
tion. The  results  are  displayed  on  a 
screen  and  often  overlaid  on  a  map.  If 
you  plan  to  take  your  GPS  off-road,  make 
sure  it  has  a  feature  called  WAAS,  for 
wide  area  augmentation  system.  That 
makes  the  receiver  about  five  times  more 
accurate,  allowing  the  device  to  pinpoint 
a  location  to  within  10  feet.  Here  are 
some  recommendations: 

You  can't  go  wrong  with  the  bright 
chartreuse    Geko    201     from    Garmin 


ROADMATE 

700  Detailed 
street  maps 


(garmin.com).  It's  the  size  of  a  cell  phone, 
waterproof,  and  runs  for  12  hours  on  a  set 
of  batteries.  Expect  to  pay  $120  to  $140. 
Garmin  makes  cheaper  models,  but  you 
can  hook  up  the  Geko  201  to  your  PC  to 
store  waypoints  and  routes.  This  one's 
good  for  hikers  and  anglers  to 
mark  campsites,  fishing  holes, 
and  the  route  back  to  where 
they  started  from.  And  it's  a 
must-have  for  the  new  sport  of 
geocaching— a  high-tech 

treasure  hunt  in  which  you're 
given  a  latitude  and  longitude 
to  help  you  find  a  hidden  stash. 
On  the  other  end  of  the 
price  scale  are  systems  de- 
signed for  route  planning  and 
guidance  in  cars.  I  like  Magel- 
lan's brand  new  RoadMate 
700  (magellangps.com).  It's 
the  same  technology  found  in 
the  NeverLost  GPS  system  in 
Hertz  rental  cars,  and  it's  the 
first  in-car  portable  GPS— it 
plugs  into  the  cigarette 
lighter— with  detailed,  street- 
level  maps  of  the  entire  U.S. 


COPILOT 

Its  Bluet 

GPS  rec 

works 

without 

plugging 

to  a  Poc 

PC 


C 


Bluetc 


GEKO  201  Its  cell- 
phone sized  and 
runs  on  batteries 


built-in.  Once  you  enter  a  destinati 
voice  prompts  you  through  all  the  t 
If  you  miss  one,  RoadMate  will  rec 
late  a  new  route  almost  instantaneo 

CROSS-COUNTRY  GUIDE 

YOU  SHOULD  BE  able  to  buy  the  I 
Mate  700  for  between  $1,200 
$1,300.  If  you  don't  make  cross-co 
road  trips,  you  probably  can  get  by 
the  nearly  identical  RoadMate  50i 
about  $300  less.  The  difference: 
maps  aren't  built  in.  You  have  to  tra 
the  regional  and  city  maps  that  you 
from  the  included  CDs  to  a  memory 
that  pops  into  the  side  of  the  unit. 

If  your  rudderless  friend  is  never 
out  a  Palm  or  Pocket  PC,  here's  an  ; 
native.  Buy  a  GPS  receiver  that's  desi 
to  work  with  the  device.  For  the  P< 
PC,  ALK  Technologies  (alk.com)  has 
CoPilot  Live  guidance  software  and  a 
Bluetooth  GPS  receiver.  The  buncj 
$349.  I  used  it  with  a 
equipped  iPAQ  1945  Pocket  PC 
Hewlett-Packard.  The  Bluetooth  wir 
link  means  that  you  don't  have  to  plu 
receiver  in  to  the  Pocket 
you  can  throw  it  on  the 
for  the  best  reception 
leave  the  iPAQ  on  the  seat 
For  Palm  buffs,  the  bej 
lution  is  to  buy  a  new 
Garmin's  iQue  3600  ($55 
Palm  with  a  GPS  receiver 
in.  Click  on  the  next  app 
ment  on  your  calendar, 
driving  directions  pop  up 
the  first  Palm  GPS  that  ca 
calculate  your  route  if 
miss  a  turn  or  need  to  de 
to  avoid  traffic. 

Any  of  these  gadgets 
help  lost  souls  get  their  1 
ings.  At  the  very  least,  the  ( 
ers  will  have  a  more  com 
able,  even  trendy,  way  to  a 
they're  lost:  "I  guess  I  tJ 
posed  my  coordinates." 
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With  Documentum, 


Content  is  Knowledge  — 
and  Knowledge  is  Power 


earning  video  ] 


[  digital  photos  1 


[  CAD  drawings 


Documentum 
Where  content  lives 


Content  is  power  —  the  power  that  drives  your  business.  Through 
e-mail,  Web  pages,  images,  documents,  audio  and  video.  If  you  could 
harness  that  power,  you  could  make  your  business  more  competitive, 
more  responsive  —  more  intelligent.  How?  With  Documentum. 

We're  the  leader  in  enterprise  content  management,  trusted  by  global 
organizations  like  Bayer  AG,  Corporate  Express,  BMW,  American  Red 
Cross,  Lufthansa  Technik,  Miller  Brewing  Company,  and  the  FDA.  They 
count  on  Documentum  to  manage  their  content  more  intelligently. 
So  they  can  more  effectively  meet  business  objectives  and  comply 
with  government  and  industry  regulations.  It's  powerful  technology 
for  companies  that  value  the  power  of  content. 

To  learn  more,  call  800.607.9546  or  visit  www.documentum.com 
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4  Documenlum,  Inc    in  (he  United  Sta 
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Personal  Business  Footnotes 


EDITED  BY 

CAROL  MARIE  CROPPER 


SPIRITS 

I'LL  TAKE  THE 
MIDDLE-AGED 
SCOTCH,  PLEASE 

OLDER  IS  NOT  necessarily 
better  when  it  comes  to 
fine  single-malt  Scotch 
whisky.  So  please  the 
Scotch  drinkers  on  your 
list,  and  save  yourself 
some  money,  by  passing 
on  the  $120  bottle  of  30- 
year-old  whisky  in  favor 
of  a  12-year-old  at  $40. 
"Whiskies  do  not 
continue  to  get  better  as 
they  get  older;  they 
merely  change,"  says 
Anthony  Burnet,  head  of 
North  American  sales  for 
Glenmorangie  and  Ardbeg. 

To  qualify  as  a  Scotch  whisky,  the 
"new  make"  spirit  coming  out  of  the 
still  has  to  be  aged  in  oak  at  least  three 
years.  But  beyond  10  or  12  years,  a 
whisky  can  become  too  "woody"  at  a 
cost  to  its  balance  and  complexity,  warns 
John  Hansell,  publisher  of  The  Malt 
Advocate  magazine.  Thaf  s  particularly 
true  for  peatier  whiskies  like  Laphroaig 
or  Ardbeg.  So  stick  with  age  10  or  12  of 
those— or  of  the  popular  Glenlivet  or 
Glenfiddich— and  you  won't  be  selling 
your  friends  short.       -Gerry  Khermouch 


TRAVEL 


Flying  High 


IF  YOU'VE  EVER  FANTASIZED  about  trading  your  business-class  seat  for  something 
more  dignified,  here's  your  chance.  Since  2001,  prices  for  used  corporate  jets  ha 
plummeted  30%,  while  new  planes  are  down  14%,  says  Mary  Schwartz,  directoi 
aircraft  finance  at  the  Citigroup  Private  Bank.  Financing  is  cheaper,  too.  Citi,  for  e 
ample,  currently  charges  1.5  to  2.5  percentage  points  above  the  London  interba 
offered  rate  (LIBOR),  which  on  Nov.  24  was  a  mere  1.12%  for  a  one-month  rate 
top  of  that,  a  tax  deduction,  available  through  2005,  allows  you  to  write  off  up  t< 
50%  of  a  new  plane's  cost  in  the  year  it's  delivered 

So  how  much  would  this  lifestyle  lift  cost  you?  Rock-bottom  for  a  secondhand 
business  jet  runs  about  $1  million,  Schwartz  says.  A  top-flight  new  model— one  \ 
room  for  15,  a  galley  kitchen,  and  a  foldout  couch— might  cost  as  much  as  $50 
million.  Buying  may  make  sense  for  those  logging  at  least  200  hours  a  year  in  th  m,..,. 
air,  experts  say.  Anything  less  and  you're  probably  better  off  chartering,  buying  a  . 
fractional  interest— or  sticking  with  that  seat  in  business  class.  -Anne  Teq  I 

the  si 


MUTUAL  FUNDS 

There's  little  evidence  that  scandal  is  hurting  mutual  fund  sales. 
In  October,  net  inflows  to  equity  funds  hit  an  estimated  $31 
billion,  says  Strategic  Insight,  a  New  York  fund-research  firm.  A 
strong  stock  market  trumps  some  funds'  bad  behavior. 
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.  BILLIONS  OF  DOLLARS 


NET  INFLOWS  TO  EQUITY  AND  BALANCED 
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WEB  WISDOM 
ABOUT  DRUGS 

THOSE  WHO  take 

a  lot  of 

medications 

should  check  out 

a  free  Web  site 

designed  to  spot 

potential  interactions  among  5,000 

drugs,  over-the-counter  products, 

herbal  supplements,  as  well  as 

alcohol.  Pharmacy  benefit  manager 

Express  Scripts  produced  the  site, 

drugdigest.org/DD/lnteraction/Choosi 

Drugs,  in  conjunction  with  the  St.  Lc  * 

College  of  Pharmacy. 
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Personal  Business  The  Barker  Portfolio 


BY  ROBERT  BARKER 


Making  Book  on 
Barnesandnoble.com 


ry  successful  bookie  will  tell  you  the 
to  business  is  ensuring  other  people 
most  of  the  risks.  Its  line  of  work 
»rs  a  bit,  but  America's  largest 
kseller,  Barnes  &  Noble,  knows  this 
ict  of  bookmaking  cold.  To  see  what  I 
n,  look  at  barnesandnoble.com,  the 
c  in  b&n's  clicks-n-bricks  strategy. 

*i  is  offering  to  take  private  barnesandnoble.com,  the 
company  that  runs  the  Barnes  &  Noble.com  Web  site. 
>v.  7,  B&N  unveiled  its  plan,  which  calls  for  paying  $2.50 
e,  or  $115  million,  for  the  25%  ofbarnesandnoble.com 
doesn't  already  own.  The  stock,  which  had  been  idling 
;2.25  a  share,  leaped  and  now  trades  above  $2.80.  In 
words,  the  market  expects  B&N  ultimately  to  raise  its 
>me  shareholders  are  even  suing,  alleging  that  B&N's 
s  unfairly  low.  B&N  denies  that  and  plans  to  defend 
igainst  the  suits.  Yet  whatever  price  B&N  ends  up 
5,  I'm  betting  it  will  show  itself  more  than  just  lucky. 

hfoER  THE  NEW  YOftK-based  bookseller's  moves  so  far.  In 
1997,  with  Amazon.com's  initial  public  offering  just 

• !  away,  B&N  opened  its  first  online  store.  By  October, 
the  site  was  drawing  plenty  of  traffic,  but  profits  were 
ere  in  sight.  That's  when  it  took  on  a  partner, 
smann,  the  German  media  giant.  It  paid  $225  million  up 
ind  an  additional  $75  million  when  barnesandnoble.com 
lublic  the  next  spring.  After  the  IPO,  Bertelsmann  had 
fbamesandnoble.com  and  B&N  had  40%,  at  a  cost  of 

$116  million.  The  public? 


FITS  AHEAD? 


LARS 


■ING  LOSSES 
,.0f  SAIESAT 
BAHNfSANONQBLtCOM 
TRAILING  12  MONTHS, 
FOR  EACH  QUARTER 


MAR 


MAR 


They  got  20%,  for  $518 
million,  or  $18  a  share. 

After  zipping  up  initially 
to  $26.50  a  share,  the  stock 
took  a  long  downhill  ride.  It 
has  rallied  in  the  past  year 
as  operations  have  grown 
more  efficient.  Although 
sales  edged  down  1%,  to 
$291  million,  during  the  first 
nine  months  of  2003,  and 
the  bottom  line  was  $9.9 
million  in  the  red, 
bamesandnoble.conVs 

Operating  margin  keeps 


SAVVY:  B&r 

knows 
when  to  sell 
and  when 


improving  (chart).  B&N  sees  bamesandnoble.conVs  earnings 
before  interest,  taxes,  depreciation,  and  amortization  at  least 
breaking  even  this  quarter  and  in  2004. 

Bertelsmann,  whose  board  has  been  in  conflict  over  its 
global  strategy,  will  not  share  in  any  future  improvement  at 
barnesandnoble.com.  It  sold  its  entire  stake  to  B&N  for  $164 
million  in  September.  If  B&N  also  buys  out  the  public's  25%, 
B&N  will  have  closed  a  five-year-long  circle  of  laying  off  and 
taking  on  the  risk  of  e-tailing.  The  prices  it  is  now  paying 
indicate  a  total  value  of  $450  million  for  barnesandnoble.com. 

How  risky  is  that?  Next  to  Amazon.com,  hardly  at  all. 
Amazon's  elephantiasis-plagued  $21  billion  market 
capitalization  is  five  times  its  past  four  quarters'  sales.  A  better 
comparison  may  be  1-800-Flowers.com,  with  a  $768  million 
market  cap.  It  trades  at  1.4  times  the  past  four  quarters'  sales. 
At  that,  barnesandnoble.com  would  be  worth  $575  million. 

Representing  barnesandnoble.com's  public  investors  is  a 
committee  of  two  of  its  three  outside  directors.  It's  led  by 
Patricia  Higgins,  CEO  of  Switch  and  Data  Facilities,  an 
Internet  communications  company  in  Tampa.  To  her  credit 
(and  unlike  most  of  the  dozens  of  directors  in  similar 
situations  whom  I  have  contacted  over  the  years),  Higgins  did 
not  hide  behind  a  secretary,  publicist,  or  lawyer.  She  told  me 
she  has  challenged  Credit  Suisse  First  Boston,  the 
committee's  adviser,  "to  ensure  that  we  are  getting  the  best 
deal  for  the  minority  shareholders."  She  added:  "That's  my 
responsibility."  Given  B&N's  savvy,  her  goal  may  prove  easier 
said  than  done.  ■ 

E-mail:  rb@businesswedc.com 
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BY  GENE  G.  MARCIAL 

WITH  BARBIE  IN  A  FUNK,  THIS  MAY  BE  A  MOMENT  TO  BUY  MAI 
BIOLASE  TECHNOLOGY'S  SALES  ARE  REALLY  STARTING  TO  GLEAI 
A  MERGER  MEANS  MORE  WARES  AND  CLIENTS  FOR  MEDAMICU! 
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Mattel:  It's  Still  Swell 

MATTEL  (MAT),  TOPS  IN  WORLD  toys,  may  not  be  a 
hot-seller  this  Christmas,  but  its  stock  could  be  the 
bargain  of  the  season.  The  company's  new  products, 
such  as  its  hip-hop  dolls  called  Flavas,  "haven't  shown  much 
traction,"  and  sales  of  Barbie  and 
Fisher-Price  toys  have  been  disap- 
pointing, says  Joseph  Yurman  of  Bear 
Stearns.  But  the  analyst  is  upbeat  on 
Mattel  stock  and  thinks  it  would  be  a 
good  stocking  stuffer:  Buying  now,  at 
around  19— down  from  23  in  July— it  is 
a  "sound  investment,"  says  Yurman, 
who  sees  the  stock  far  higher  in  three 
to  five  years.  In  the  next  quarter  or  two, 
the  stock  should  trade  within  its  52- 
week  range  of  18  to  23,  until  U.S.  sales 
improve,  he  says.  Mattel's  twin  moves 
on  Nov.  21— hiking  its  dividend  from  5<t  a  share  to  40<t  and 
approving  a  buyback  of  $250  million  in  stock,  after  another 
$250  million  buyback  begun  in  July— "signal  that 
management  views  the  stock  as  undervalued,"  says  Yurman. 
He  sees  Mattel  earning  $1.18  a  share  in  2003  and  $1.41  in 
2004,  vs.  2002's  $1.03.  Mario  Ferro  of  Value  Line  notes  that 
sales  have  been  robust  overseas.  "International  growth  is 
offsetting  weakness  on  the  home  front,"  says  Ferro,  who 
expects  "solid  earnings  growth"  for  Mattel  out  to  2006-08. 

More  Dentists  Are 
Drilling  with  Biolase 

WHEN  BIOLASE  TECHNOLOGY  (BLTI)  was  featured  in 
this  column  on  Feb.  3,  it  was  at  5-30.  It  hit  nearly  15 
on  July  22,  but  got  knocked  to  10  in  August  after 
Biolase  restated  sales  and  earnings  for  2000-03— at  auditors' 
urging.  Biolase  makes  laser  dental  drills:  quieter  and  less 
painful.  The  restatement  to  cash  accounting  didn't  materially 
change  results.  So  analysts  didn't  much  alter  forecasts. 
"Investors  overreacted,"  says  Peter  Cardillo  of  Global  Partners 
Securities,  which  owns  shares.  On  Oct.  29,  Biolase  reported 
third-quarter  sales  up  94%,  to  $13-4  million,  and  earnings  up 
80%,  to  $2.6  million,  or  11$  a  share.  The  stock  has  inched  up  to 
11.84,  but  some  pros  think  it's  still  a  buy,  especially  since  shares 
borrowed  by  short-sellers— on  a  bet  that  the  price  would 
plunge  further— have  jumped  to  8.4  million  shares,  or  39%  of 
the  stock  in  public  hands.  "These  nonbelievers  are  playing  a 


STILL  AT 
A  LOW  EBB 


DOLLARS 


I  w* 


10  I 
'   \ 


MAY  27, '03  NO. 

Data:  Bloomberg  Financial  N 


dangerous  and  losing  battle  because  we 

figure  sales  and  earnings  will  grow  50% 

in  each  of  the  next  two  years,"  says 

Cardillo.  He  sees  the  stock,  now  at 

11.88,  at  20  in  a  year.  Bernie  Schaeffer 

of  Schaeffer's  Investment  Research  says 

that  even  though  Biolase  turned 

profitable  in  2002  after  years  of  losses, 

sentiment  has  turned  negative.  "That  is 

an  opportunity,"  he  says.  He  notes  the 

stock  is  above  its  200-day  moving 

average  despite  all  the  short-selling. 

Alex  Arrow  of  Lazard,  who  rates  Biolase  a  buy,  predicts 

earnings  of  31<t  in  2003,  and  52<t  in  2004,  vs.  74:  in  2002. 

Medamicus: 
The  Pulse  Is  Rising 

MEDAMICUS  (MEDM),  a  small  outfit  that'supplies 
medical-device  giants  Medtronic,  St.  Jude,  and 
Guidant,  makes  such  percutaneous  products  as 
venous-vessel  introducers,  used  in  implanting  catheters, 
pacemakers,  and  defribrillators.  It  is  making  money  but 
soon  make  even  more— on  larger  sales  resulting  from  its 
recent  purchase  of  Biomec  Cardio- 
vascular. Analysts  say  it  will  boost 
Medamicus'  2004  earnings.  The  buy  is 
a  "turning  point"  for  Medamicus,  says 
Dennis  Nielsen  of  investment  firm  Felt 
&  Co.,  because  it  broadens  its  product 
line  and  would  also  quicken  the 
development  of  devices  used  for  less- 
invasive  procedures  for  the  heart, 
brain,  and  spinal  cord.  Patrick 
Donohue  of  Northland  Securities 
figures  earnings  will  jump  from  2003's 
estimated  38<t  a  share,  on  sales  of 

$18.9  million,  to  51$  on  $33.7  million  in  2004,  and  to  73<t 
$41.9  million  in  2005.  Now  at  12,  the  stock  is  attractive 
because  of  strong  earnings  and  a  pipeline  of  proprietary 
products.  His  price  target:  16  in  a  year.  ■ 


BusinessWeek 


Gene  Marcial's  Inside  Wall  Street  is  posted  at  hi!. 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m |f| ! 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thf 
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Wiseview™  is  the  new  vision  of  TFT-L 
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..e  biggest  names  in  LCD  TVs. 

Business  leaders  all  over  the  world  are  turning  to  Samsung's  wiseview™ 

licIuSr         the  m°St  yivid  Viewing  exPerience  imaginable,  Samsung-s      camqihup  ninx^ 
w,sev.ew-  now  accounts  for  one  out  of  four  TFT-LCDs.  To  learn  more  eVe^rS^Su?? 

about  the  wiseview-  advantage,  visit  us  at  www.samsungTFTL.CD  com 
....  www.samsung. 
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COMMENTARY 

Equities  rose  as  investors  gave 
thanks  for  their  many  blessings: 
rising  corporate  profits,  a 
growing  economy,  low  inflation, 
and  the  Fed's  easy-money  policy. 
Volume,  though,  was  light.  Next 
up  for  shareholders  is  a  busy 
month  of  tax-driven  selling, 
along  with  portfolio  trimming,  as 
buyers  place  bets  on  the  future. 
For  the  week,  all  the  indices 
ended  in  positive  territory. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  Dec.  1, 10  a.m.  EST 
»  The  Institute  for  Supply 
Management's  industrial-activity 
index  for  November  probably  held 
steady  at  57%.  That's  based  on  the 
median  forecast  of  of  economists 
surveyed  by  MMS  International. 
CONSTRUCTION  SPENDING 
Monday,  Dec.  1, 10  a.m.  EST 
»  Building  outlays  in  October  most 
likely  climbed  0.7%,  following  a 
1.3%  surge  in  September. 
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S&P  500  Dividend  Yield  1.63%  1.66% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  26.6  26.3 
S&P  500  P/E  Ratio  (Next  12  mos.)#      17.7         17.5 

First  Call  Earnings  Revision*  -0.72%  -0.77% 

TECHNICAL  INDICATORS  nov24  weekago 

S&P  500  200-day  average  962.1  958.0 

Stocks  above  200-day  average  84.0%  82.0%' 

Options:  Put/call  ratio  0.68  0.68 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.53  6.74 
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PFds.  Smicdr.  Ultsr.  Inv.  13.7 

Rydex  Electronics  Inv.  11.8 

U.S.  Gl.  Invs.  Pr.  Minis.  10.9 
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VEHICLE  SALES  Tuesday,  Dec.  2 
»  Sales  of  American-made  and 
imported  cars  and  light  trucks  in 
November  are  forecast  to  have 
increased  to  an  annual  pace  of  16.8 
million,  from  15.5  million  during 
October. 

FACTORY  INVENTORIES  Friday, 
Dec.  5,  8:30  a.m.  EST* 
October  manufacturing  inventories 
most  likely  dipped  by  0.1%. 
Inventories  were  drawn  down  by 
0.4%  in  September. 


EMPLOYMENT  Friday,  Dec.  5, 
8:30  a.m.  EST~»  November 
nonfarm  payrolls  are  expected  to 
have  increased  by  150,000,  after 
expanding  by  126,000  jobs  in 
October.  Factories  probably  cut 
another  13,000  positions,  but  the 
pace  would  be  a  further  slowdown 
from  the  24,000  job  cuts  in 
October.  Both  the  unemployment 
rate  and  the  average  workweek 
were  most  likely  unchanged  at  6% 
and  33.8  hours,  respectively. 
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The  BusinessWeek  production  ii 
improved  to  207.2  for  the 
ended  Nov.  15,  an  increase  of 
from  a  year  ago.  Before  calculati«th 
the  four-week  moving  average, 
index  rose  to  209.8. 
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Travel 


flriaTI 


liere  can  you  sleep  in  a  fairytale 
":,  explore  the  world's  most 
llful  Christmas  markets,  and 
I  Jdmner  while  cruising  the  spec- 
'nr  Rhine  River?  Germany,  of 


wvnw.DiscoverGermanyNow.com 
check  out  the  spectacular 
ages  being  offered.  Land 
air  packages  starting  as  low  as 
9!  While  you're  there, 
ster  to  win  a  FREE  trip 
?rmany. 


Holiday  Gifts 


INTRODUCING 
THE  TALKING 


ORGE  W.  BUSH 


ACTION  FIGURE 


25  unique 

it  authentic 

phrases 


»*r yours      £OQ    QC 
\y  for  only    V>«C  J7.  a5»3 


77.TOY.PRE2 

1(1.877.869. 7739) 

'PRESIDENTS.COM 


Yacht  Charters 


Planning  Your  Stay 
for  the 

1 inn  i   r\l 


j      r- 

Why  Not  Stay  on  a 
lb  Floating  Hotel, 
aValefYacht! 


Chjnenn^  Yjilm 


Since  1969 


Being  on  our  >achts  docki-d  in  Athens 
marinas  you  enjoy: 

•  Luxury  •  St-curit)  •  Atmosphere 

•  Prhacy  •  Prix  ale  transportation 

•  No  traffic  or  crouds 

•  Your  own  lull  crew  to  sene  you  ■  your 
guests.. .and  you  can  cruise  whene\er 
you  want! 

Toll  Free:  (800)  223-3845 
Websites:  Valefyachts.com. 
OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
Email:  info@Valefyachts.com 

VALEF  YACHTS  LTD. 

P.O.  BOX  385 
AMBLER.  PA  19002 


Advanced/Distance  Learning 


Distance  Learninc  •  Off  Campus 
Home  Study 


Degree  completion 
programs  available 

'    KilMllc^  Acillliimtl.lllnn 

•  Management 

•  pgyi  bolog) 

•  Education 

(  rr<l,i  for  Cuki     Life  nprnencr  available 

SrlfP.cn)  Program 

1  >j«-n  rjiroUment  *  Start   \n.  nm. 


••'■•lJL 


UnJv 
100  North  Mam  Straff 
S"U  Ana.  CaMorma  S2701 


C.ill   T...I..V     (714t  B47 


Luxury  Resort  Mansions 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN. 


And  you're  the  only  guest. 


Vacation  in  a  palace  of  absolute 
splendor  located  in  the  Arizona 
Biltmore — a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  for  an 
entire  month,  as  a  one-month  lease 
per  year,  for  five  years. 


^ 


^ 


RESORT 

MANSIONS 

%  ^ 

The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  m 
which  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited. 


Artificial  Christmas  Trees 


World's  Finest  Artificial 

Christmas  Trees  6H  to  40  ft. 

25  Styles  of 

Prelit  &  Predecorated 

Free  Delivery 

Save  40%  to  60% 

Factory  Direct 

www .  treeclas  sics .  corr 


Business/Career  Opportunities 


The  current  SLOW 

economy  Is  making 

BIG  MONEY  for  loan 

-  and  leasing  brokers! 


Business  Loans     Equipment  Ltast 

OWN  YOUH  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed     We  support  youl 

at ccivc  a  FREE 

*i  minute  videotape  SEMINAR  aaJaaaraa. 

FULL  COLOR  INFO  PACKET  *  BROCHUME  H  ^^^ 


CALL  TODAY 

800-336-3933 


TbC       I       I  >  at    II       (       1 1  f|  \  U    I  t    4   II    I 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  S  Int'l  Health  Corp.  from 
Japan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
For  Business  Ownership  details,  call 

8777476629 

www.5pillars.com/mmiller 


Health/Fitness 


BotiyRail 

Weight  Training 

with  Reduced  Stress 

and  Strain  on 

Your  Back! 


www.bodyrail.com 


Advanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  Unirtnirv 
for  Ftoftutonal  SpjjV> 

SincTl97B 

ulucationol  Linn>  \\jil.iWo 

(MO)  477-2254  rYWV.SC UPS  BDU 


Editorials 


Rising  to  India's 
Challenge 


IT  IS  EASY  TO  LOSE  SIGHT  of  India's 
remarkable  achievements  in  information 
technology  amid  the  cries  of  alarm  from 
Silicon  Valley  about  America's  jobless  recovery. 
No  less  an  authority  than  Intel  Corp.  founder 
Andrew  S.  Grove  warns  that  American  information 
technology  could  follow  the  path  of  steel  into 
decline.  With  virtually  every  major  U.S.  corporation 
offshoring  operations  to  India— especially  such  services  as 
law,  accounting,  design,  and  medicine— a  growing  chorus  is 
asking  whether  India's  high-tech  success  is  a  direct  threat  to 
American  prosperity  (page  66). 

We  think  not.  But  even  as  the  U.S.  benefits  from  the  low- 
cost  brainpower  that  an  Indian  high-tech  workforce  provides, 
it  must  also  rise  to  the  challenge  that  India  poses.  Just  as 
America  reacted  to  the  Soviet  Union's  sputnik  in  the  1960s 
and  Japan's  manufacturing  prowess  in  the  1980s,  so,  too,  the 
U.S.  must  today  put  into  place  new  education,  research,  and 
innovation  policies  that  move  it  to  a  higher  competitive  plane. 
How  India  affects  jobs  in  the  U.S.  ultimately  depends  as  much 
on  America  as  it  does  on  India. 

The  remarkable  high-tech  rise  of  India  is  a  much-less-told 
tale  than  the  ascendancy  of  China.  Yet  its  impact  may  be 
greater.  India  may  soon  bring  to  services  the  kind  of  deflation 


now  seen  in  manufacturing.  Thanks  to  global  broadbanc 
connections,  the  tens  of  thousands  of  English-speaking 
professionals  graduating  every  year  from  India's  first- 
universities  are  plugging  into  the  U.S.  economy.  Broadba 
arbitrages  cost  across  global  time  zones,  and  India's  higl 
workers  and  service  providers  are  paid  a  fraction  of  what| 

Americans  get. 

The  good  news  is  that 
Corporate  America  can  boost| 
productivity  and  innovation  1 
tapping  into  India's  best  and  I 
brightest  at  relatively  low  cos| 
That's  what  General  Electric  I 
doing  at  its  John.  F.  Welch 
Technology  Center  in  Bangal J 
The  downside,  of  course,  isf 
potential  loss  of  American  jot 
Manufacturing,  China's  strer 
accounts  for  just  14%  of  U.S. 
economic  output,  while  servid 
India's  forte,  make  up  60%  of  the  economy,  employing  i 
thirds  of  American  workers. 

India  represents  a  new  internationally  competitive 
environment  for  America.  The  U.S.  needs  a  public  policy  I 
recognizes  this  reality  and  improves  science  and  engineer! 
education,  from  elementary  school  right  up  through  grad| 
education.  The  U.S.  must  also  reverse  its  long  decline  in 
academic  research  spending.  It  must  keep  its  venture  capj 
and  financial  markets  healthy  to  fund  the  startups  that  arJ 
essential  to  innovation  and  growth.  And,  despite  terrorist  I 
threats,  it  must  remain  open  to  the  best  immigrants,  stud^ 
and  businesspeople  from  around  the  world.  India's  rise  ca 
threaten  America  or  push  it  to  a  higher  technological  and| 
economic  level.  That  is  up  to  America. 


The  US. 
must  boost 
science 
education 
and  R&D 
budgets 


The  Republicans' 
Fiscal  Folly 


WHAT  HAS  HAPPENED  to  the  GOP? 
It  used  to  be  against  government 
spending  on  principle.  Today, 
Republicans  control  both  the  White 
House  and  Congress,  and  instead 
of  practicing  restraint,  they  are  loading  hundreds  of 
billions  of  dollars  onto  a  budget  deficit  already 
sinking  under  the  weight  of  fiscal  irresponsibility. 
Rather  than  compromise  with  the  Dems,  the  GOP  is  buying 
everyone  off.  As  the  '04  elections  approach,  Washington  is 
running  up  a  huge  IOU  to  pay  for  goodies  for  campaign 
contributors  and  local  constituents.  That  tab  will  have  to  be 
paid— and  unless  the  White  House  and  Congress  get  a  grip, 
America's  children  and  grandchildren  will  get  stuck  with  it. 
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Federal  profligacy  stands  in  marked  contrast  to  the 
discipline  being  exhibited  by  states  and  localities  where  I 
worst  fiscal  crisis  in  50  years  is  ending.  In  California,  revd 
collections  exceeded  forecasts  by  $514  million  for  the  firs^ 
quarter  of  its  fiscal  year.  Some  21  states  are  in  California's 
position.  A  year  ago,  the  aggregate  state  budget  gap  was 
billion.  Today,  it  is  $2.8  billion  and  closing  fast.  How  did 
states  do  it?  Spending  cuts,  higher  taxes,  and  lower  jobles| 
benefit  payments.  The  strong  economic  recovery  and  a 
rebound  in  stocks  is  generating  bigger  tax  revenues,  too. 

There  has  been  no  such  discipline  at  the  federal  level. 
Congressional  Budget  Office  estimates  that  the  Medicare  | 
will  cost  $400  billion  in  its  first  10  years— but  up  to  $2 1 
in  its  second  decade  as  baby  boomers  retire  (page  38). ' 
proposed  energy  bill  will  also  cost  more  than  twice  as  mu< 
as  advertised  by  Congress  thanks  to  "sunset"  provisions  f 
tax  cuts  that  will  probably  never  set. 

Undoubtedly,  faster  economic  growth  will  generate  mc 
tax  revenues  and  cut  the  federal  budget  deficit.  The  recovdil 
is  already  helping  the  states.  But  growth  alone  cannot  sto] 
the  river  of  red  ink  roaring  out  of  Washington.  There  are  I , 
supply-side  tricks,  no  productivity  surprises— no  deus  ex 
machina—that  can  save  future  generations  from  this  fiscal 
folly.  Only  a  return  to  principle  will  do  that. 
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"THE  GMC  YUKON 
JUST  GOT  THE 
J.D.  POWER  AND 
ASSOCIATES 

AWARD  FOR 
DEPENDABILITY!!!' 

-  SIMULTANEOUSLY    OVERHEARD    IIM    THE    SHOWROOMS    OF    EVERY 
LUXURY    SUV    IMPORTER    IIM    THE    COUNTRY 


'  The  GMC  Yukon  (GMT  400)  was  the  highest-ranked  full-size  sport  utility  vehicle  in  the  J.D.  Power  and  Associates  2003  Vehicle  Dependability  Study"'  of  2000  mod 
vehicles.  Study  based  on  a  total  of  55,483  consumer  responses  indicating  owner  reported  problems  during  the  previous  12  months  of  ownership,  www.jdpower.co 

"An  OnStar  equipped  Yukon  includes  a  one-year  Safe  &  Sound  service  plan.  Call  1-888-40NSTAR  or  visit  www.onstar.com  for  system  limitations  and  detaiis.  OnS 
registered  trademark  of  OnStar  Corporation 
Yukon,  Denali.  GMC  and  GMC  logo  are  registered  trademarks  of  the  General  Motors  Corporation.   ©2003  General  Motors  Corp.  All  rights  reserved. 





DEPENDABILITY 


THE  GMC  YUKON  WAS  THE  HIGHEST-RANKED 
FULL-SIZE  SPORT  UTILITY  VEHICLE  IN  THE 
J.D.  POWER  AND  ASSOCIATES  2003  VEHICLE 
DEPENDABILITY  STUDY.""*  ONCE  AGAIN,  IT 
SEEMS  NOTHING  IS  QUITE  AS  DEPENDABLE 
AS  PROFESSIONAL  GRADE  ENGINEERING: 
NOT  MORE  THAN  YOU  NEED,  JUST  MORE 
THAN   YOU'RE   USED   TO. 


WE  ARE  PROFESSIONAL  GRADE"      £3  |VI  C 


© 


ON8TAB    18    AVAILABLE    WITH    EMERGENCY 
Dtar*        SERVICES,     STOLEN     VEHICLE    TRACKING, 
AND    REMOTE    OOOR    UNLOCK?' 
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I  AM  A  CISCO  7960 (lit 
IP  PHONE.  N 

KWIC 
[ALLTi 
kVETH 
I3CH 
UftBI 
ASI 
PER-! 


3AM  MORE  TALK 
JMD  LESS  WALK. 

WE  MORE  WAYS  OF  GETTING  PEOPLE  TALKING.  BUT  I  AM 
T  ALL  TALK.  I  AM  VOICE  AND  DATA,  BOTH  ON  THE  SAME  TEAM. 
WE  THE  POWER  TO  PUNCH  TIME  CLOCKS,  LISTEN  TO  EMAIL 
D  SCHEDULE  APPOINTMENTS.  I  HAVE  THE  POWER  TO  SAVE 
JJABLE  MILEAGE  ON  OFFICE  MOVES  AND  IT.  STAFF  SHOES. 
A  A  SECURE,  PINT-SIZED  PRODUCTIVITY  EXPERT  THAT  DELIVERS 
PER-SIZED  ROI.  I  AM  MORE  THAN  A  CISCO  7960G  IP  PHONE. 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  nOW. 

cisco.com/convergencenow 


B 


We  deliver  to  190  countries  every  day. 
Come  hell  or  high  water. 


Try  us  to  New  Orleans. 


DHL  is  the  world's  leading  express  shipper  because,  for  34  years,  we've  delivered  just  about 
everywhere.  And  now  that  DHL  has  merged  with  Airborne,  we  offer  that  same  dedicated 
service  and  customer  support  within  the  U.S.  Give  us  a  try.  You'll  see  why  DHL  is  the  best 
new  alternative  for  all  your  domestic  shipping  needs.  Start  at  www.dhlairborne.com 
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EXIT  BOEING'S  BOSS 

Phil  Condit's  story  is 
the  tale  of  a  manager 
promoted  beyond  nis 
competence.  Here's 
what  really  happened 


December  15, 21 


Cover  Story 

32  Boeing 

The  surprise  about  Ph 
Condit's  tenure  as  Boei 
chief  executive  was  not 
that  it  ended  so  abrupt! 
but  that  it  lasted  as  long  i 
it  did.  The  aerospace  gii 
has  consistently  lost 
altitude  in  the  past  seve 
years.  Market  share  has 
slipped  away  to  rival 
Airbus  Industrie,  and  th 
company's  stock  has  fall 
6.5%— even  as  the 
Standard  &  Poor's  500- 
stock  index  has  soared 
61.8%.  Flawed  strategy, 
lax  controls,  a  weak  boai 
and  personal  shortcomir 
are  to  blame 
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News:  Analysis 
&  Commentary 

40  Stores  vs.  Shoppers 

Retailers  are  keeping  the  stacks  of 
sweaters  smaller,  and  they're  holding  i  for  a  c 
firm  on  prices.  But  many  consumers  i  ^j 
waiting  them  out  »nnin( 

42  My  Two  Front  Teeth  and  a  Handheld  '; 

Toymakers  are  aiming  adult-style 
gadgets  at  the  sippy-cup  set 

44  Commentary:  Levi  Strauss 

Why  did  the  jeans  maker  fade?  Some 
lessons  for  the  new  turnaround  team 

46  Disney:  The  Keys  to  the  Kingdom 

Investors  determined  to  boot  Eisner 
from  Disney  may  be  disappointed— bu 
he'll  have  to  pay  them  more  heed 

48  Commentary:  Medicare 

An  $86  billion  subsidy  won't  stop  man  PJ 
employers  from  slashing  retiree  benefit  n. 

50  In  Business  This  Week 
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*J  I  L  I    I  K*        V*  I     !  V   I  \J  I  I  \»*  I     I   L  ■    Now  you  can  race  around  and  still  keep  the 

t  on  track.  Hybrid  Synergy  Drive",  a  revolutionary  power  train  from  Toyota,  combines  a  gasoline  engine  with  a  powerful  electric  motor  that 
r  needs  to  be  plugged  in.  The  result?  Super-efficient,  super-charged  performance. 
id  Synergy  Drive  has  already  hit  the  roads  in  the  all-new  Toyota  Prius.  And  soon,  we'll  be  introducing  this  groundbreaking,  affordable 

nology  in  even  more  Toyota  products. 

example,  a  Hybrid  Synergy  Drive  system  developed  for  SUVs  will  provide  a  dramatic  boost  in  power,  injecting  a  V6  engine  with  the 

;epower  of  a  V8.  Incredibly,  this  system  will  also  deliver  the  fuel  efficiency  of  a  four-cylinder  compact  car  and  the  cleanest  emissions  rating 

lable  for  a  gasoline-powered  vehicle. 

all  about  accelerating  progress  -  for  you  and  the  planet. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

'tlendrick's 

430/750ml 

Most^^ 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 
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who  is  succeeding  and  how  they're  doing  it 

Tax  Time  for  the  Internet? 

Congress  came  close  to  a  permanent  ban  on  taxes  for 
access,  but  when  anti-tax  supporters  tried  to  extend  it 
Internet  telephony,  the  deal  fell  through.  Now,  states 
drive  for  far  more  expansive  e-taxing  authority 
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Looks  good  in  black  tie 
and  white  tees. 
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To  us,  a  New  York  Life  policy  is  a  promise  that  we  take  very  seriously.  That's  why  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not  stockholders. 
Rather  than  focusing  on  guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New 
York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be 
there.  To  us,  our  policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim, 
fund  your  retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll  keep 
our  promises  to  you,  just  as  we  have  for  over  155  years. 


The   Company   You  Keep.® 

WWW.NEWYORKLIFE.COM/MUTUALITY 


To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 


"If  this  were  your 
company,  would  you 
realty  spend  your 
money  this  way?" 

BUI  Ford,  CEO  of  Ford 

Motor  Co.,  on  o  new. 

cost  <""><  iom   mindset  he  d 

like  to  instill  in  employees 
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)  YOURSELF  for  the  Next 
fing  in  the  mutual-fund 
Investigations  into 
Sr  investors  were 
I  into  inappropriate 
rlasses,  which  arc 
al  except  for  their  fee 
mmission  structures, 
stors  can  buy  several 
)f  mutual-fund  shares. 


A  shares  are  more 
?riate  for  longer-term 

ments  since  they  have 
annual  expenses.  But 

lave  higher  up-front 
harges,  which  are  part 

roker's  pay.  Class  B  and 


5  BIG  PICTURE 


C  shares  have  higher  annual 
expenses  with  no  up-front 
fees,  though  they  may  have 
deferred  charges. 

Regulators  are  increasingly 
scrutinizing  the  recom- 
mendations of  investment 
advisers  selling  mutual  funds, 
asking  if  their  choices  of  A,  B, 
or  C  shares  were  in  investors' 
best  interests.  The  NASD  says 
it  is  investigating  more  than 
50  potentially  unsuitable  class 
B  sales.  And  regulators  are 
starting  to  ask  questions 
about  the  appropriateness  of 
class  A  shares  in  cases  where 
investors  got  out  a  year  later. 
They  might  have  been  better 
off  with  B  shares. 

Some  financial  firms'  execs 
think  the  share  class  probes 
go  too  far,  since  it's  hard  to 
predict  how  long  investors 
will  stay  in  a  fund.  "This  is 
really  Monday  morning 
quarterbacking,"  says 
Richard  Kovacevich,  CEO  of 
Wells  Fargo.  "That  could  be  a 
real  problem  for  us  and  the 
rest  of  the  industry." 

-Emily  Thornton 


\LTHY  WINDFALL  Affluent  Americans  say 
/'ll  do  the  following  with  money  from  the 
)3  tax  cuts: 
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This  Virgin  Has 
A  KinkySide 

FOR  THOSE  WHO  FEEL  a  bit  sheepish  flipping  through  XXX-rated 
DVDs  at  the  local  video  store,  Virgin  Megastore  has  a  message: 
Walk  tall.  The  British-based  chain  is  opening  a  porn-themed 
area  in  its  San  Francisco  store.  Starting  Dec.  3,  shoppers  there 
will  be  able  to  revel  in  adult  entertainment— erotic  art  books, 
the  latest  flicks  and  music,  even  sexual  board  games.  Virgin's 
Adult  Entertainment  zone  even  comes  with  a  dancing  pole,  so 
the  local  club  talent  can  entertain  shoppers. 

The  porn  section  is  only  one  of  a  number  of  specialty  nooks 
in  the  retrofitted  San  Francisco  store.  "The  idea  is  to  appeal  to 
all  sorts  of  lifestyles,"  says  Dave  Alder,  senior  vice-president 
for  marketing  at  Virgin  Entertainment  Group.  There's  a  gay  and 
lesbian  area  called  Virgin  Pride  and  a  Mind  &  Spirit  section 
for  the  yoga  crowd.  Virgin's  British  section  will  sell  Christmas 
puddings  and  raffle  offTriumph  motorcycles. 

If  San  Francisco's  theme  areas  bring  in  enough  customers. 
Virgin  plans  to  spread  the  concept  elsewhere  in  its  23-Store 
chain.  The  New  York  store  in  Times  Square  could  be  an  early 
choice.  Aider  says.  'The  Salt  Lake  ( .'it>  outlet?  Maybe  a  tad  later. 

-Stephen  Baker 
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FOODSTUFF 

THANK  GOD 
IT'S  ATKINS- 
APPROVED 

FOOD  MARKETERS  are  betting 
the  Atkins  diet  really  will 
work— to  bulk  up  their  sales, 
More  than  50  million 
Americans  have  tried  a  high- 
protein,  low- 
carbohydrate 
diet  in  the  past 
six  months,  and 
restaurant 
menus 
increasingly 
flaunt  low-carb 
offerings. 
Casual  dining  chain  T.G.I. 
Friday's  is  set  to  go  its  rivals 
one  better,  BusinessWeek  has 
learned,  by  getting  the  Atkins 
seal  of  approval  for  some  of 
its  menu  items. 

Starting  Dec.  9,  the  523- 
restaurant  chain  will  offer 
nine  new  or  revamped 
choices  developed  with  Atkins 

AIRLINES 

THISNABE 
BROUGHT TO 
YOU  BY... 

NEW  YORK'S  meatpacking 
district  now  has  its  very  own 
corporate  sponsor:  discount 
airline  Song.  The  Delta  Air 
Lines  subsidiary  is  set  to 
expand  service  in  New  York 
and  hopes  the  deal  it  signed 
with  a  local  business  group 
will  raise  its  image  among 
the  upscale  but  downtown 
types  who  live  in  the  district. 
Song  will  sponsor  events 
with  a  trendy  flair,  such  as  the 
Manolo  Marathon— a 
shopping  spree  named  for 
the  pricey  women's  shoes— 
an  AIDS  benefit,  and  a  contest 
among  bartenders  to  invent 
new  drinks  for  the  airline. 

-Robert  McNatt 
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Nutritionals  staffers.  Six  of 
them  contain  fewer  than  10 
grams  of  carbs,  the  limit  for 
all  phases  of  Atkins,  and  none 
contain  more  than  17  Atkins- 
approved  dishes  include 
Tuscan  spinach  dip,  buffalo 
wings,  and  garlic  chicken 
with  roasted  vegetables.  "At 
Friday's,  we're  rock  stars 
when  it  comes  to  protein," 
boasts  Richard  Snead,  CEO  of 
parent  Carlson 
Restaurants 
Worldwide. 

Snead 
admits  the 
Atkins  logo 
won't  mean 
much  to 
frequent 
Friday's  diners,  who  seem  to 
eat  and  drink  whatever  they 
want.  But  the  restaurant's 
research  shows  more  than 
40%  of  its  occasional  visitors 
have  been  on  Atkins  in  the 
past  six  months.  Now  they  can 
eat  right— at  least  if  they  can 
resist  those  $2  pints  at  happy 
hour.  -Gerry  Kherniouch 


I-WAY  PATROL 

PLAY  NICE,  NOW  There's  a  new  scourge  in, 
cyberspace:  cheaters  in  multiplayer  online 
games.  Cheaters  pull  the  plug  when  they'n 
losing,  keeping  their  win-loss  records  str 
Others  degrade  opponents'  performances 
twisting  the  cord  on  their  game  console  as 
their  rivals  make  a  move.  And  some  use 
software  called  "game  sharks"  to  tamper  w 
scores.  Game  makers  fear  cheaters  may  re 
honest  players,  hurting  sales.  So  Electronic 
Arts  is  banning  players  using  sharks.  Lesse 
cheats  are  grouped.  "We  segregate  the 
cheaters  so  all  the  jerks  are  in  one  room,"  Sc 
EA  President  John  Riccitiello.  Too  bad  it's  nc 
that  easy  in  the  real  world.         -Steve  Hai 
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intensity   of  OUr   Concentration  in  need  of  separate  accounts,  an  advisor  looking  for 

not   be  Overstated.  ^—  multiclass  pricing  or  an  individual  investor  wanting 

i 

lerican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do- 


tments.  Any  way  you  work  with  us,  you  benefit  from  We  don't  stray  from  our  mission  by  lending  money  or 

ictive  approach  to  investment  management.  Which  underwriting  securities.  To  learn  more,  please  ask  your 

18  you  ( an  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  Because  your 

mize  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 
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THAT'S 
SOME  PAPER 
WEIGHT 

When  Weyerhaeuser  CEO 
Steven  Rogel  launched  an  $8 
billion  hostile  bid  for  forest- 
products  rival  Willamette 
Industries  last  year, 
Willamette  execs  put  Rogel's 
picture  on  a  voodoo  doll.  That 
didn't  stop  the  deal,  but 
Rogel,  61,  could  be  forgiven 
for  thinking  he  has  been 
hexed.  Today  Weyerhaeuser  is 
saddled  with  $13  billion  in 
debt,  and  "it's  taking  longer  to 
pay  [it]  down,"  says  analyst 
Dennis  Ruggles  of  Fitch 
Ratings,  which  on  Oct.  13  cut 
Weyerhaeuser's  debt  to  junk 
status.  Standard  &  Poor's  has 
a  negative  outlook,  and 
Moody's  Investors  Service's 
rating  is  just  above  junk. 

Rogel  is  on  the  case.  He 
has  closed  32  paper  and 
wood  mills,  cut  3,050  jobs, 
and  sold  off  4%  of  the 
company's  timberland. 
"We've  indicated  that  debt 
paydown  is  the  priority,"  he 
says.  If  the  economy  picks  up, 
Rogel  aims  to  double  debt 
payments,  which  analysts  say 
could  reach  $600  million  a 
quarter.  With  only  $1  billion 
paid  so  far,  Rogel's  hoping  for 
his  own  economic  magic. 

—Stanley  Holmes 


E-TAILERS 
TAKE ON 
SANTA 

ALONG  WITH  white  lights, 
balsam  wreaths,  and  plastic 
reindeer,  free  shipping  for 
online  orders  is  starting  to 
look  like  a  holiday  tradition. 
E-tailers  can  thank— or 
curse— mammoth  online 
merchant  Amazon.com,  which 
last  year  set  the  bar  by 
offering  the  promotion  year- 
round.  Now,  merchants  look 
positively  stingy  if  they  don't 
pick  up  the  tab,  at  least 
during  the  holiday  shopping 
season.  So  they  do.  This 
season,  65%  of  e-tailers, 
including  Target,  jewelry 
merchant  Blue  Nile,  and  Toys 
'R'  Us,  offer  free  shipping,  up 
from  45%  last  year,  estimates 
Jupiter  Research. 

Still,  the  heyday  of  freebies 
with  no  strings  attached  is 
over.  Many  e-tailers  have 
figured  out  how  to  make  their 
free  shipping  promotions  pay 
off  by  putting  restrictions  on 
them,  usually  minimum 


BRAIN  DRAIN 

WHY  ITALIANS 
ARE  SAYING 
'ARRIVEDERCI' 

AT  A  NOV.  8  protest  in  Rome, 
researchers  who  had  been 
promised  posts— then  lost 
them  to  a  government  hiring 
freeze— waved 
passports  and 
threatened  to  take 
jobs  overseas. 

They'd  hardly  be 
the  first.  Every  year, 
5%  of  Italy's  new 
college  grads  leave, 
compared  with  less 
than  1%  of 
European  Union 


order  sizes. 
Gap  and 

Nordstrom  require 
that  customers  spend 
more  than  $100  to  get 
free  shipping,  while 
KBtoys.com  starts  at  $75. 
Typically,  that  increases  the 
order  size,  improving  gross 
profits  and  making  the 
shipping  cost  easier  to  swing. 
"Retailers  saw  last  season 
that  many  consumers  came 
to  sites  because  of  the  draw 
of  free  shipping,  and  it  didn't 
hurt  the  bottom  line  of 
companies  that  offer  it,"  says 
analyst  Carrie  Johnson  of 
Forrester  Research. 

Amazon  is  the  model 
others  are  following.  By 
offering  free  shipping  on 
most  orders  over  $25,  the 
e-tailer  is  boosting  sales  and 
heading  toward  its  first 
annual  profit.  Still,  the 
promotion  can  quickly  go 
awry  if  merchants 


grads.  The  sciences  get  hit 
hardest.  "If  s  like  taking  an 
investment  and  throwing  it 
out,"  says  Giovanni  Peri,  34, 
an  expat  professor  at  Uni- 
versity of  California  at  Davis. 
Politicians  are  trying  to 
lure  young  professionals  back 
with  bonuses.  They're  also 
trying  to  find  money  to  end 
the  hiring  freeze  and  to  offer 
90%  income  tax 
breaks.  But  to  bring 
back  scientists,  Italy 
needs  to  revamp  its 
research  system  to 
promote  competition 
and  reward 
innovation.  And  that 
will  take  a  lot  more 
homework. 
-Christina  Passariello 


miscalculate.  They  may 
free  shipping  to  custom^ 
who  would  buy  loads  anj 
or  lower  their  minimum] 
order  size  too  much  and  I 
money  on  every  sale.  Afq 
only  Santa  can  afford  to  i 
free  shipping  to  everyon^ 
—Heather  ( 


THE  STAT 


The  number,  in 
millions,  of  calves  ii 
the  U.S.  crop,  the 
lowest  since  1951. 
Drought,  demand, 
and  Canadian  mad! 
cow  disease  have 
tightened  supply. 


Data:  Agriculture  Dept 
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The  authors  and  many 
of  the  people  they  spoke 
with  seem  hell-bent 
on  finding  excuses  for 
Leah  Fastow." 


Business 


HEIRESS 
KANDCtl 

w  irt!  In  V1*:  Iwtand 

uhui-oiltr  ciunr,  4ihc 
a-wufv  >■«■  ih'.nil 


-Inga  Harris 
Loveland,  Ohio 


POINTING  A  FINGER 
AT  LEAH  FASTOW 

THUS  FAR,  WE  have  not  seen  evidence  of 
many  women  partaking  in  the  slew  of 
white-collar  crimes  surfacing  since  En- 
ron, whether  it  is  simply  a  matter  of  num- 
bers (far  fewer  women  than  men  on  the 
executive  floors)  or  a  difference  in  psy- 
chology. However,  I  do  take  issue  with 
several  aspects  of  "Heiress  in  handcuffs" 
(News:  Analysis  &  Commentary,  Nov.  24). 
The  authors  and  many  of  the  people  they 
spoke  with  seem  hell-bent  on  finding  ex- 
cuses for  Leah  Fastow.  Why  would  Leah 
be  more  easily  influenced  by  her  husband 
than  vice  versa?  How  does  being  nice  and 
approachable  have  anything  to  do  with 
one's  ability  to  commit  illegal  acts?  Does 
being  female  inoculate  you  against  the 
consequences  of  criminal  behavior? 
There  never  seems  to  be  any  doubt  in  the 
author's  mind  that  Andrew  Fastow  knew 
exacdy  what  he  was  doing. 

-Inga  Harris 
Loveland,  Ohio 

MY  FAVORITE  PART  of  the  story  was  the 
whining  critic  who  complained  about  us- 
ing drug  prosecutors  for  white-collar 
crime.  What's  worse:  a  drug  lord  or  a  well- 


manicured  MBA  who  steals  the 
from  hard-working  families? 

-Michael  Be\ 
Los. 

CAMPAIGN  REFORM: 

THE  RICH  GET  A  FREE  HAND 

ELECTION  FINANCE  REFORM  wa| 
damentally  flawed:  I  thought  it  i 
protect  the  poor  from  the  rich  (1 
Bush  and  Dean  kill  public-fins 
races?"  Washington  Outlook,  Nov 
By  giving  the  rich  the  choice  to  op 
public  financing  may  have  worked  e 
ly  the  other  way  by  giving  the  ric 
open-ended  resource.  The  story 
mentioned  the  "exploding  costs  of: 
ern  campaigns."  If  finances  were  res 
ed  to  "no  more  than,"  the  exploding 
would  shrink.  And  the  playing  field 
also  be  even. 

-ZakiMw 
Rochester, 


CHICAGO  IS  AFRAID  OF  KICKBACK 
NOT  COMPETITION 

IN  "CHICAGO:  Afraid  of  a  little  comj. 
tion?"  (Finance,  Nov.  24),  Joseph  We 
says  the  Chicago  Board  of  Trade  and 
Chicago  Mercantile  Exchange  are  af 
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Know  what  it  costs  to  create,  produce  and  manage  all  your 
mpany's  documents?  Know  how  to  cut  that  cost  by  up  to  40%? 

There's  a  new  way  to  look  at  it. 


Xerox  Office  Documenl  Assessment  has  the  answers,  it 
you  what  you  spend  and  how  to  spend  less  on  printing, 
kg,  copying,  scanning,  and  archiving  paper  and  electronic 
i  me nK.  Working  with  a  Xerox  team  and  using  Six  Sigma 
hodology,  you  gel  a  comprehensive  analysis  of  the  total  costs 
iciated  with  all  your  documenl  processes.*  \nd  you  gel  the 


tools  to  track  and  control  these  eosts  over  time.  This  analysis 
has  helped  leading  companies  cut  costs  h>  up  to  U)"«  and 
i  in  prose  the  speed  at  which  workgets  done.  \\  ith  over  to  years 
of  research  and  experience  lmpro\  ing  documenl  processes, 
Xerox  can  help  von  eliminate  hidden  costs  while  implementing 
ideas  (hat  can  unleash  the  lull  potential  of  your  organization. 


irn  more:  wwiMww.xerox.com/learn 

.  .  un»«ni  ConXMny?  and  !>*«•»  ■  m»w  vwv  to  lex.. 


■  i  ghporahon 


I  IH   !)(H  IMtMl  OVII'VM 

XEROX 


tl  *ATI  3  HI 1 HRW  a3EHi 


FIFTY  YEARS 

of  Service  Excellence: 

HEIDRICK  &  STRUGGLES 

MARKS  A  MILESTONE 


By 

Thomas  J.  "Tom"  Friel 

Chairman  and  Chief  Executive  Officer 

and 

Gerard  R.  "Gerry"  Roche 

Senior  Chairman 

Heidrick  &  Struggles 


I 


t  all  began  with  a  handshake.  In  1953, 
Gardner  Heidrick  and  John  Struggles 
teamed  up  to  form  a  new  kind  of  pro- 
fessional services  firm,  one  that  would 
identify  and  recruit  top-level  managers 
for  Midwestern  manufacturing  and  com- 
mercial companies.  It  was  an  untested, 
even  radical,  idea  and  there  was  no  assur- 
ance of  success.  The  two  men  sealed  their 
new  partnership  in  an  office  in  Chicago, 
little  knowing  that  they  were  embarking 
on  the  industry  we  know  today  as  executive  search  -  an 
industry  based  on  the  management  of  human  capital. 

Each  partner  put  up  $2,500  to  capitalize  the  busi- 
ness, and,  as  Struggles  recently  reminisced,  "We  wanted 
to  be  very  small  but  exclusive,  a  personal  operation 
with  top-grade  people.  It  was  our  goal  to  only  work  at 
the  top.  Regarding  the  business  fundamentals  and 
operating  principles,  we  had  no  differences  [in  opinion] 
at  all.  We  agreed  to  give  it  a  try  for  six  months."  The 
fledgling  firm's  first  client  was  West  Virginia  Coal  & 


J  YEARS 


EXECUTIVE 

SEARCH 


evelst 

Thr 
across 
tori 


Coke  Corporation,  which  was  seeking 
general  manager  for  its  retail  operation 
Starting  salary:  $13,500  a  year.  Struggles 
conducted  the  successful  three-mont 
search  himself. 

Fifty  years  later,  Heidrick  &  Struggles?0 
International,  Inc.  has  evolved  into  a  global 
network  of  professionals  dedicated  to  the 
belief  that  effective  leaders  are  the  world 
economy's  most  valuable  resource. 
Inevitably,  the  firm's  structure  and  opera- 
tions have  grown  more  complex  and  multifaceted.  But  | — 
amid  all  the  changes,  Heidrick  &  Struggles  continues  to 
steer  by  the  same  values  that  guided  our  founders.  It's 
an  ethic  that,  in  the  words  of  our  honored  Partnership 
Spirit  statement,  "places  the  interests  of  our  clients,  our 
firm  and  our  colleagues  above  our  own."  Our  commit- 
ment to  quality,  client  service,  partnership,  integrity, 
and  the  drive  for  excellence  is  as  strong  today  as  it  was 
when  Gardner  Heidrick  and  John  Struggles  shook 
hands  in  that  Chicago  office  50  years  ago. 
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SPECIAL  ADVERTISING  FEATURE 


executive  development  pi  ogi  .mis, 
to  creating  developmental  npportu- 
nitit's  for  promising  executives,  to 
the   Fundamental    imperative  of 

retaining  highly  talented,  mot  iv 
and  productive  teams. 


An  Increasing 

need  for  effective 

leadership 

From  our  position  as  the  premier 
>cecutive  search  and  leadership 
?rvices  firm  for  thousands  of 
rganizations  around  the  globe,  we 
an  see  that  the  need  for  effective 
jadership  will  only  intensify  in 
uture  years.  Boards  of  directors 
nd  chief  executives  today  face  the 
hallenging  task  of  creating  an 
nvironment  in  which  people  want 
o,  and  can,  perform  at  the  highest 
evels  of  their  potential. 

This  effort  will  need  to  be  applied 
icross  all  areas,  from  innovative 
"ecruiting  strategies,  to  progressive 


Meeting  the  Needs 
of  the  market 

To  serve  the  broader  leadership 
requirements  of  our  clients,  we 
have  developed  other  leadership 
solutions  to  complement  our  core 
executive  search  business.  We  con- 
duct assessments  of  an  individual's, 
or  an  entire  management  team's, 
skills,  behaviors  and  leadership 
potential  using  a  competency- 
based  approach.  And  through  our 
partnership  with  Lore  International 
Institute,  a  premier  provider  of  lead- 
ership development  programs,  we 
offer  coaching,  executive  develop- 
ment and  education,  and  counseling 
on  executive  retention.  Combining 
these  services  with  a  greater  focus  on 
major  account  development  has 
enabled  us  to  build  deep  and  lasting 
relationships  with  our  clients. 

KNOWING  AND 
BELIEVING  IN  THE 
VALUE  OF  PEOPLE 

The  strategic  use  of  human 
capital  is  equally  or  even  more 
critical  as  a  sustainable  and  additive 
competitive  advantage  than  tech- 
nology, a  global  presence,  a  strong 
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balance  sheet,  or  physical  assets. 
Indeed,  the  companies  that  will  thrive 
in  the  years  ahead  are  those  that 
invest  in  recruiting  high-impact 
people,  in  assessing  leadership 
potential  of  executives,  in  developing 
talent  to  its  fullest,  and  in  retaining 
employees  for  the  long  haul. 

As  we  celebrate  our  50-year  mile- 
stone and  look  ahead  to  the  next  half 
century,  we  gladly  acknowledge  the 
source  of  our  success:  a  company- 
wide  commitment  to  our  enduring 
values.  They  will  continue  to  guide 
us  into  the  future. 

Assessing,  acquiring,  developing, 
and  retaining  top  people  are  our 
competencies.  We  invite  you  to 
make  them  yours. 


Heidi  Lck  &  Struggles  International,  Inc.  is  the  world's  premier  provider  of  senior-level  executive  search,  interim  executive 
placement,  and  leadership  services,  including  executive  assessment  and  professional  development.    For  50  years,  we  have 

ed  "ii  quality  5 md  built  strong  leadership  teams  through  our  relationships  with  clients  and  individuals 

worldwide   today,  Heidrick  &  Struggles  leadership  experts  operate  from  principal  business  centers  in  North  America,  Latin 
Anu'i  u  a,  Europe,  and  Asia  Pacific. 

1 1  mi  1 1  hi.  1  ...|  year  executive  search  veteran,  is  Chairman  and  CEO  of  Heidrick  &  Struggles  with  overall  responsibility  for 
the  turn's  woi  Idwide  strategy  and  activities,  delivered  through  a  global  network  of  more  than  50  offices  in  32  countries.  Gerry 
Ro<  he,  named  in  1000  "Ken  uitei  of  the  Century"  by  clients  and  industry  peers,  is  Senior  Chairman.  Both  are  membei 
Heidi  u  k  &  sn  uggles'  Board  Services  group,  which  encompasses  the  fu  m's  most  experienced  consultants  who  collectively 

Serve  as  a  Focal  point  foi  world  class  ami  01   mission  critical  board  dire<  tOJ  and  chief  executive  office)  assignments  world- 
wide  F01  more  infoi  mation,  visit  www  heulrick.com  or  email  CE03Heidrick.com. 
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of  competition  from  Eurex.  Thtl 
Exchange  and  BrokerTec  USA  L] 
failed  to  garner  enough  liquiditl 
main  in  business.  Eurex  plans  on] 
ing  the  liquidity  Canter  and  B 
failed  to  get  by  paying  for  order  fl< 
is  not  competition  but  kickback 
kers,  and  it  should  not  be  allowed 
want  my  order  routed  to  an  exj 
merely  because  my  broker  receiv 
bate.  Eurex  should  not  be  allowec' 
for  order  flow.  Let  them  compete  d 
and  liquidity— not  side  paymei 
intermediaries. 

-Daniel  G. 

Rutgers  (J) 
New  Brunswi 
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SHOULD  HEALTH  BENEFITS 
EVEN  BE  A  BUSINESS  COST? 

DID  IT  EVER  make  sense  to  put  1 
care  benefits  on  the  cost  side  of  tl 
duction  equation  ("Labor  sharp* 
pension  sword,"  Social  Issues,  No 
By  doing  so,  we  are  constantly  b 
against  the  internal  dynamics  of  r 
capitalism  itself,  which  is  to  mil 
costs  and  maximize  productivit 
profits  to  survive  in  a  competitive 
ronment.  In  other  words,  we  treat 
cal  benefit  as  a  cost. 

This  could  be  resolved  if  we  took 
benefits  off  the  income  statement  ei 
by  ending  tax-expensing  and  1 
everyone  buy  health  insurance  with 
tax  dollars.  It  might  also  help  intn 
rational  pricing  to  the  medical  ind 
Then  public  policy  could  target  low 
come  levels  for  subsidized  care. 

For  labor  and  firms,  this  would 
health  care  a  true  benefit  of  a  prod 
economy  and  remove  the  shado 
medical  risk  in  dealing  with  the  s 
term  conflicts  between  wages,  produ 
ity,  and  profits.  It  would  facilitate 
mobility  and  also  allow  unions  and 
vidual  workers  to  actually  behave 
real,  rather  than  stealth,  sharehok 
Unfortunately,  more  talk  of  empl 
based  health  plans  is  just  moving 
the  wrong  direction. 

-Michael  Harrin 
Santa  Monica, 
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Your  incredible  inspiration. 
Captured  and  delivered  with  confidence. 


Here's  where  you'll  find  technology 
innovation  and  proven  volume  processes 
that  are  extraordinary.  As  the  world's 
leading  semiconductor  foundry,  we  help 
our  customers  bring  their  latest  and 
greatest  ideas  to  life.  With  a  unique  blend 
of  proven  technologies,  extensive  IP,  and 
unmatched  capacity,  our  history  of 
integrity  is  built  on  consistently 
meeting  our  commitments. That's 
confidence  you  can  take  to 
market,  www.tsmc.com 
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Empowering  Innovation 
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Books 


Running  Out  of  Road 

THE  END  OF  DETROIT  How  the  Big  Three  Lost  Their  Grip  on  the  American  Car  Market 

By  Micheline  Maynard;  Currency/Doubleday;  327pp;  $24.95 


Detroit  once  produced  9  of  every  10  cars 
in  America,  but  by  2010  most  new  cars 
and  trucks  hitting  U.S.  roads  could  be 
foreign  brands.  If  so,  Toyota  Motor  Corp. 
may  well  have  passed  General  Motors 
Corp.  to  become  the  world's  largest 
carmaker  by  that  date.  And  if  Micheline 
Maynard's  predictions  hold  true,  one  of 

the  Big  Three— GM,  Ford,  or  the  Chrysler  unit  of 
DaimlerChrysler— won't  exist  in  its  current  form.  It's  a 
troubling  vision  that  ought  to  set  off  alarm  bells  in  Motown 
boardrooms,  but  Maynard  says  it  probably  won't.  In  her 
comprehensive  The  End  of  Detroit:  How  the  Big  Three 
Lost  Their  Grip  on  the  American  Car  Market,  the  New 
York  Times  reporter  suggests  that  the  Big  Three's 
well-intentioned  execs  are  stymied  by  a  dysfunctional 
culture.  Their  hubris,  born  in  a  period  when  the  U.S. 
dominated  the  auto  world  and  sustained  by  nostalgia, 
has  devolved  into  a  chronic  case  of  denial.  "The  great 
tragedy  of  Detroit' s  decade-long  demise  is  that  it's 
self-infKcted,"  she  writes. 

The  author  doesn't  drop  any  bombshells  in  The 
End  of  Detroit.  Instead,  she  builds  a 
persuasive  case  with  layers  of  detail— a 
methodical  recounting  of  the  imports' 
successes  and  Detroit's  repeated  fumbles  over 
the  past  30  years.  The  book  shows  how,  as  the 
newcomers  tried,  failed,  learned,  and  evolved  into 
brands  that  no  longer  seem  foreign,  U.S.  carmakers  just  didn't 
maintain  their  advantage.  The  volume's  main  weaknesses  are 
an  overload  of  minutiae  and  some  less-than-graceful  writing. 

Maynard's  account  of  Detroit's  demise  starts  in  the  1970s, 
with  the  rise  of  compacts  from  Japan  and  Europe.  Produced 
by  manufacturers  that  Detroit  had  in  some  cases  taught  to 
build  cars,  these  fuel- efficient  runabouts  caught  the  Big  Three 
by  surprise,  just  as  the  oil  crisis  did.  The  trend  gathered  force 
in  the  1980s  as  imports  began  to  dominate  the  sedan  market, 
and  deepened  in  the  1990s,  with  the  imports'  gaining  sales  of 
minivans  and  luxur r  cars. 

The  tale  of  the  Ford  Taurus  encapsulates  Detroit5 s  lessons 
unlearned.  In  1985,  the  company  wowed  the  auto  world  with 
a  sedan  that,  by  1992,  outsold  the  Honda  Accord  and  Toyota 
Camry— both  relatively  new  but  already  formidable.  For  a  few 
years,  Taurus'  star  continued  to  rise.  Yet,  in  the  mid-1990s, 
rather  than  match  Japan's  incremental  upgrades  of  its  sedans, 
Ford  shifted  its  attention  to  more  profitable  trucks  and  SUVs. 
Making  matters  worse,  Ford  tried  to  keep  sales  strong  by 
pushing  discounted  Tauruses  onto  rental  lots  and  by  offering 
consumers  low-cost  loans  on  the  model.  These  moves 


THE     END 


crushed  Taurus'  resale  value,  alienating  once-loyal  custl 
This  year,  Ford  announced  plans  to  kill  off  the  model  bj[ 
As  one  astonished  analyst  told  Maynard:  "Not  many  ca 
companies... have  literally  abandoned  a  best-seller." 

Meanwhile,  foreign  carmakers  were  traveling  a  very 
different  path.  They  invested  huge  resources  in  under- 
standing U.S.  customers'  tastes  and  building  cars  to  pleJ 
them,  all  the  while  improving  quality.  This  has  encouraa 
even  once-loyal  "Buy  American"  drivers  to  defect,  and  t| 
trend  may  not  be  reversible.  Maynard  unreels  example ; 
example  of  competitive  foreign  players— Germany's  BJ 
South  Korea's  Hyundai,  and  Japan's  Honda,  Toyota,  anc 
Nissan— entering,  floundering  in,  and  finally  conquering 
niches  in  the  U.S.  market. 

One  big  reason  the  imports  have  won  the  hearts  and 
wallets  of  Americans  is,  as  the  author  says,  "because  ford 
cars  aren't  really  foreign  anymore."  Aftel 
spending  billions  on  research  and 
development,  beginning  in  the  early  19£ 
the  companies  built  17  plants— many  of  | 
in  the  South— that  now  employ  85,000 
mosdy  nonunion  workers. 

As  their  ability  to  appeal  to  patriotisr 
withered,  the  Big  Three  increased  their 
reliance  on  financial  incentives  to  sell  cai 
Yet  while  keeping  volumes  high,  this  stra_ 
is  likely  to  lead  to  an  ugly  pileup,  withouj 
really  holding  imports  at  bay.  In  recent  y| 
foreign  brands  have  continued  to  gain  si 
overall,  despite  Detroit's  deep  discounts. 
Meanwhile,  the  rebates  are  starving  the  J 
Three  of  profits. 

There's  no  easy  way  to  rev 
this  trend.  The  imports  are  i 
ing  a  virtuous  cycle  that  me£ 
they're  almost  sure  to  keep 
taking  market  share.  The  SI 
and  full-size  pickup  markets-| 
which  spawn  most  of  Detroit 
profits— are  growing  crowdecj 
with  high-quality  imports.  Sc 
^^^^^^^^  this  U.S.  stronghold  may  go  I 

way  of  sedans  and  minivans. 
As  for  hybrids  and  fuel-cell  cars,  that's  not  Detroit1  s  mar 
to  lose.  While  the  Big  Three  argue  over  the  timing  and 
marketability  of  hybrids,  Toyota  and  Honda  are  readying  i 
third  generation  of  these  electric-gas  cars  and  applying  wr 
they've  learned  to  prototype  fuel-cell  vehicles.  As  Maynard  I 
sees  it,  Detroit's  future  could  become  a  reverse  image  of  its  | 
past:  An  underdeveloped  U.S.  auto  industry  will  have  no 
choice  but  to  learn  the  tricks  of  the  trade  from  foreign-own^ 
technologically  superior  competitors.  ■ 

-By  Adam  As! 
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The  "tragedy 
ofDetroit's... 
demise  is 
that  it's 
self-inflicted" 
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there's  a  place 
that  still  waits  18   YEARS 
for  a  whisky. 
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BY  STEPHEN  H.  WILDSTROM 


Headsets  That  Will  Be 
Music  to  Your  Ears 


I  love  my  portable  music  player,  but  I  hate  ear  buds.  They  are  forever 
falling  out  of  my  ears  and  their  audio  quality  is  often  less  than  mediocn 
As  for  conventional  cup -type  headphones,  they,  too,  can  be  uncomfortal 
to  wear  and  bulky  to  store.  What's  the  solution?  It  may  be  a  new  type  of  | 
headset  based  on  hearing-aid  technology. 


The  secret  to  great  sound  in  a  tiny 
package  is  a  microspeaker  that  doesn't  sit 
on  your  ear  but  inside  your  ear  canal.  I 
tested  several  of  these  "isolating" 
headphones  as  well  as  a  couple  of  cell- 
phone headsets  from  Etymotic  Research 
(etymotic.com)  and  Shure 
(shure.com/earphones).  At  prices  from 
$99  to  $499,  the  headphones  produced 
audio  ranging  from  very  good  to  concert- 
hall  live. 

The  basic  design  of  all  these  products  is 
similar.  A  tiny  speaker  mechanism  is 
enclosed  in  a  plastic  capsule  that  rests  just 
outside  your  ear.  A  silicone  rubber  or 
expanding  foam  earpiece— the 
headphones  come  with  an  assortment— fits  over  a  tiny  tube 
that  carries  the  sound  into  your  ear  canal. 

THE  EARPIECE  SERVES  TWO  PURPOSES.  It  forms  a  seal  over 
the  ear,  which  acts  as  an  effective  barrier  to  external  noise. 
The  foam  type  blocks  all  but  the  loudest  noises  while  the 
silicone  variety  lets  a  bit  more  sound  in.  The  foam  plugs  are 
so  effective  that  they  could  be  dangerous,  say  while  running, 
because  you  are  almost  completely  cut  off  from 
environmental  sound.  But  in  an  airplane,  they  can  put  you 
in  your  own  blissful  world  (you'll  have  to  watch  the  seat-belt 
sign  because  you  probably  won't  hear  any  announcements). 

A  motivation  for  the  development  of  these  headphones 
was  the  need  for  rock  musicians  to  hear  a  semblance  of  what 
concert  audiences  experience.  Traditionally,  this  is  done  by 
setting  up  speakers  facing  the  stage,  but  these  only  add  to 
the  general  din,  and  many  musicians  wear  earplugs  to  save 
what's  left  of  their  hearing. 

Headphones  that  isolate  sound  serve  both  purposes.  The 
Shure  E5c  was  designed  to  meet  rockers'  needs.  They  are 
bigger  than  most  isolating  headsets  because  the  capsules 
each  hold  two  microspeakers,  one  for  treble  and  one  for 
bass.  But  the  sound  is  just  about  the  best  I  have  ever  heard. 
The  E5c,  however,  is  not  really  practical  for  most  uses.  For 
one  thing,  the  $499  price  tag  is  a  tad  steep.  For  another, 
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they're  intended  to  be  worn  with  a  st 
section  of  wire  looped  over  your  ears 
the  cord  coming  down  the  back  of  yo 
head.  This  keeps  the  headphones  in 
on  even  a  bouncy  performer  but  mak 
impossible  to  whip  the  E5c  on  and  o 
quickly. 

Good  compromises,  in  both  price  a 
practicality,  are  the  $139  Etymotic  ER| 
and  the  Shure  E3c,  which  will  hit  the 
market  in  January  at  $179.  While  not 
the  standard  of  the  E5c,  these  are  exc 
headphones.  I  found  Etymotic's  soft 
silicone  earpieces  more  comfortable  t 
the  harder  ones  on  the  Shure.  And  if  t 
are  still  too  expensive,  the  S 
E2c  offers  very  good  sound 
just  $99. 

$99  Shure         Tne  c°mParues  use  tne  sa 

technology  to  make  headset: 
cell  phones.  Both  the  $50  S 
QuietSpot  and  the  $69  E 
Cell  Phone  Headset  use  a  no 
canceling  boom  mike,  and 
in-the-ear  design  earpiece 
eliminates  the  need  for  an  e 
loop  or  head  band.  Both  ma 
possible  to  hear  calls  clearly 
even  in  noisy  environments. 
The  isolating  headphones  also  have  a  benefit  for 
people  who  are  not  wearing  them:  Because  of  the  way 
they  seal  sound  in,  you  can  crank  the  volume  way  up 
without  everyone  within  15  feet  hearing  a  tinny  version  c 
the  bass  track.  Switching  from  ear  buds  may  provide 
freedom  from  unwanted  noise  both  for  yourself  and 
everyone  nearby.  ■ 

E-mail:  tech  &you  @business\veek. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


The  GOP  Doth  Protect 
Too  MuchjMethinks 


Some  of  the  Bush  Administration's  economic  policies  have  been  admir; 
The  tax  cut  this  year  was  well- designed  to  help  the  economy  in  both  the 
short  and  long  run.  The  interventions  in  Afghanistan  and  Iraq,  though  i 
motivated  by  economic  concerns,  have  broadly  benefited  the  economy  bj 
confronting  terrorism.  Other  policies,  however,  are  worrisome.  The  pattl 

Agriculture  also  has  a  long  history  of  protectionism.  I 
2001,  the  Administration  made  things  worse  by  piling  o 


It' 
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is  to  favor  special  interests  over  the  whole  economy. 

The  special-interest  policies  include  protectionist 
interventions.  Last  year's  steel  tariffs  continued  a  30-year 
tradition  of  ill-advised  attempts  to  prop  up  this  inefficient 
industry.  Most  observers  agree  that  tariffs  have  harmed  the 
economy  and  led  to  an  overall  loss  of  jobs.  After  all,  the  U.S. 
not  only  produces  but  also  uses  steel— in  autos  and  other 
manufactured  goods.  When  I  complained  about  the  steel 
tariffs  in  an  April,  2002,  column,  I  got  criticism  from  the  steel 
industry,  both  management  and  labor.  Managers  were  polite; 
labor  union  members  used  obscenities.  The  World  Trade 
Organization's  recent  finding  that  the  steel  tariffs  are  illegal 
gives  President  George  W  Bush  political  cover  for  getting  rid 
of  tariffs. 

EVEN  THOUGH  THE  ADMINISTRATION  will  probably  be  forced  to 
do  the  right  thing  on  steel,  it  is  unwisely  moving  ahead  to 
curb  imports  of  Chinese  textiles.  I  agree  that  China's  currency 
is  undervalued,  making  its  goods  inexpensive  for  Americans.  I 
recently  suggested  in  China  that  the  yuan  should  float  freely, 
which  would  probably  lead  to  a  substantial  appreciation.  This 
appreciation  would  be  good  for  the  Chinese,  because  they 
could  buy  more  foreign  goods  in  exchange  for  their  exports. 
Their  standard  of  living  would  rise.  But  a  cheap  yuan  is  their 
choice.  What  I  cannot  understand  is  that  some  people  think 
cheap  Chinese  goods  are  bad  for  Americans.  We  should  not 
be  swayed  by  17th  century  mercantilism,  which  viewed 
imports  as  bad  and  exports  as  good.  Instead,  we  should  be 
happy  about  the  availability  of  Chinese  products  at  low  prices. 

As  with  steel  tariffs,  textile  quotas  are  appealing  because 
the  winners  can  be  readily  identified.  U.S.  producers  and  their 
employees  will  benefit.  It  is  also  easy  to  identify  a  few  losers: 
consumers  and  U.S.  companies  that  outsource  operations  to 
China.  But  it  is  harder  to  list  all  the  losers.  For  example,  when 
imports  of  Chinese  textiles  rise,  it  is  impossible  to  identify  the 
specific  U.S.  jobs  gained  that  offset  the  lost  textile  jobs.  We 
know,  however,  that  the  U.S.  labor  market  is  highly  fluid  and 
works  to  maintain,  on  average,  a  growth  rate  of  employment 
equal  to  the  growth  of  the  labor  force.  Hence,  there  is  no 
reason  to  value  job  creation  when  it  depends  on  a  government 
subsidy,  such  as  trade  protection  or  a  tax  break.  The  overall 
cost  to  the  economy  negates  gains  in  the  favored  sector. 
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Tariffs  and 
giveaways 
help  only 
the  special 
interests-as 
outlays  soar 


subsidies.  The  world's  middle-income  countries,  led  by 
were  correct  at  the  September  WTO  negotiations  in  Cam 
press  for  decreases  in  farm  protectionism  by  the  U.S.  am 
others.  Instead  of  siding  with  Europe  and  Japan,  we  sho 
have  joined  Brazil  in  pushing  for  free  trade. 

Special-interest  politics  applies  also  to  spending.  An 
example  is  the  energy  bill,  postponed  to  the  next  session 
congress.  A  reasonable  bill  would  focus  on  expanding 
domestic  supply— for  example,  by  opening  up  Alaska  to 
exploration.  Instead,  the  bill  became  a  giveaway  that  incl 
outrageous  subsidies  to  ethanol  producers 

The  lavish  energy  bill  exhib 
the  general  lack  of  restraint 
Growth  in  federal  spending,  a; 
from  defense  and  interest,  has 
8.5%  per  year  under  Bush,  vs. 
under  Clinton.  Medicare  illusO 
the  change  in  philosophy.  In  tr 
mid-1990s,  the  main  issue  was 
to  reform  Medicare  to  curtail 
runaway  outlays.  Now,  Repub 
licans  have  joined  Democrats  ii 
enlarging  this  vast  program  wi 
new  drug  entitlement— and 
without  serious  reforms. 
Economic  policy  and  spending  might  be  more  rational 
the  Administration  had  an  economic  czar  in  the  mold  of 
Clinton's  Treasury  Secretary  Robert  E.  Rubin,  who  impose 
global  perspective  on  policy.  Absent  this  discipline, 
Republicans  and  Democrats  behave  alike  on  protectionisn 
special  interests,  and  extravagance.  So,  if  we  cannot  find  ti 
right  czar,  maybe  we  should  return  to  the  divided  governn 
of  the  '90sj  when  an  opposition-party  Congress  could  chec 
the  White  House.  With  the  exceptions  of  tax  policy  and  int 
national  security,  that  environment  yielded  better  results. 

Robert  J.  Barro  is  a  professor  of  economics  at  Han 
University  and  a  senior  fellow  of  the  Hoover  Institu 

(rjbweek@harvard.ei 
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Hondas  investment  in  America  started  with  an  eight-person  office  in  California  back  in 
1959.  Today,  our  $5.9  billion  investment  is  a  success,  largely  due  to  the  energy,  commitment 
and  talent  of  24,000  people  working  in  8  plants,  10  R&D  facilities,  and  additional  sales  and 
distribution  offices  around  the  country.  Honda  associates  do  everything  from  researching 
and  designing  to  assembling  and  marketing  our  vehicles,  motorcycles,  personal  watercraft, 
ATVs  and  power-equipment  products.  More  proof  that  our  best  investment  is  in  people 
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We  understand  that  small  businesses  want  the  same  choices  and 
options  in  their  health  plan  that  large  businesses  get.  That's  why 
PacifiCare  offers  a  Total  Solution  that  makes  quality  health  care 
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asiness  Takes  a  Turn 
it  Powering  the  Recovery 

eling  growth  by  buying  new  equipment  and  rebuilding  inventories 


J.S.  ECONOMY 


This  is  the  time  of  year  when  consumers  get  top 
Kg.  After  all,  the  holiday  shopping  season  is  the  make-or-break 
pd  for  many  retailers.  But  obsess  too  much  over  the  weekly  store 
rts,  and  you  might  miss  a  new  and  important  angle  in  this 
Iter's  economic  story:  For  the  first  time  since  2000,  businesses, 


sumers,  are  supplying  the  lion's  share  of  growth 
»ross  domestic  product. 

d  by  a  burst  of  profits  that  have  consistently  beat 
ttions  most  of  this  year,  companies  from  small 
dustry  suppliers  to  large  multinational 
itions  are  buying  equipment  at  rates  not  seen  in 
;ars,  and  they  are  shelling  out  money  to  replenish 
•d  inventories.  The  ripple  effect  of  more  business 
d  extends  all  the  way  to  U.S.  manufacturers,  where 
and  production  are  on  the  rise  after  three  years  of 
tion.  And  the  turnaround  isn't  just  homegrown: 
i  demand  is  on  the  mend,  too. 
;  isn't  to  say  that  consumers  have  shut  off  the 
ng  spigot.  Although  household  purchases  got  off  to 
start  in  the  fourth  quarter,  reflecting  a  drop-off  in 
es  when  summer  discounts  ended,  early  reports 
;t  the  holiday  shopping  season  is  looking  good, 
ehicle  sales  rebounded  to  an  annual  rate  of  16.8 
1  in  November,  up  sharply  from  15.6  million  in 
?r,  as  dealers  offered  a  fresh  round  of  incentives, 
sing  aftertax  income  indicates  consumers  have  the 
ial  muscle  to  keep  spending  into  2004. 
the  big  story  this  quarter  is  the  recovery's  shift 

»onsumer-led  to  business-led  demand  in  the  forms 
ital  spending,  inventory  rebuilding,  and  exports, 
ation's  purchasing  managers  report  the  industrial 

is  the  busiest  in  two  decades.  Durable-goods 
facturers  say  activity  will  stay  strong,  given  rising 
;  for  both  consumer  and  capital  goods,  a  growing 
)g  of  unfilled  orders,  and  the  first  uptick  in 
tories  in  about  a  year.  More  important,  this  renewed 
is  helping  consumers,  since  the  the  new  demand 
rth  is  bringing  the  labor  markets  back  to  life, 
j  bottom  line  is  that  the  recovery  no  longer  depends 
i  temporary  lift  from  tax  cuts  and  refi  money.  The 
ROC  sector's  heftier  contribution  to  growth,  and  the 
tiring  that  accompanies  it,  mean  that  the  recovery 

has  the  power  to  sustain  itself. 

CLEAREST  SIGN  YET  ol  the  recovery's  new  vitality 
Strong  set  of  indicators  coming  from  the 
ifacturing  sector.  Prom  May  to  October,  durable- 
s  orders  have  increased  taster  than  in  any  five-month 


period  during  the  1990s.  In  November,  the  Institute  for 
Supply  Management's  index  of  industrial  activity  across 
the  nation  corroborated  the  very  strong  showings  of  the 
regional  indexes  from  the  Chicago,  New  York,  and 
Philadelphia  areas.  The  ISM  index,  covering  production, 
orders,  employment,  inventories,  and  delivery  speeds, 
jumped  to  62.8%,  a  20-year  high  (chart).  A  reading 

greater  than  50%  means 


FACTORY  ACTIVITY  IS 
PICKING  UP  SHARPLY 
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the  factory  sector  is 
growing. 

Of  particular  note,  the 
ISM's  index  of  new  orders 
also  hit  a  20-year  high, 
and  its  employment 
index  ro3e  above  50%  for 
the  first  time  since  2000. 
That's  a  sign  that  factory 
payrolls,  after  shedding 
2.4  million  jobs  since  the 
start  of  the  recession,  are 
beginning  to  firm. 
Moreover,  the  new  bustle  in  activity  is  tightening  up 
the  slack  in  manufacturing.  More  businesses  report 
slower  delivery  times  than  at  any  time  since  the  boom  of 
late  1999.  Not  surprisingly,  given  those  demand 
conditions,  more  purchasers  say  prices  are  rising. 

SOLID  GAINS  IN  DEMAND,  along  with  the  prospect  of 
more  pricing  power,  are  persuading  revenue-seeking 
businesses  to  dust  off  their  capital-spending  plans  and 
move  forward.  Some  of  this  new  demand  is  going  abroad. 
Imports  of  capital  goods  are  now  up  for  two  consecutive 
quarters.  But  American  producers  are  also  benefiting. 
U.S.  output  of  business  equipment  is  now  heading 
upward  after  a  long  period  of  weakness,  and  orders  for 
capital  goods  excluding  the  volatile  aircraft  sector  have 
turned  up  sharply  in  recent  months,  (chart,  page  30). 

Moreover,  the  backlog  of  unfilled  orders,  after 
shrinking  for  three  years,  is  growing  again  at  a  rapid 
clip.  That  means  U.S.  makers  of  capital  goods  are 
not  keeping  up  with  new  demand,  a  sign  that  pro- 
duction schedules  will  have  to  be  boosted.  Faster 
production  is  the  reason  the  factory  sector  should  see 
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some  hiring— or  at  least  the  end  of  layoffs— in  2004. 

The  biggest  beneficiaries  right  now  have  been  the 
makers  of  tech  equipment,  which  accounts  for  50%  of  all 
equipment  spending.  Adjusted  for  falling  tech  prices,  real 
business  purchases  of  tech  gear,  ranging  from  computers 
to  software  to  communications  equipment,  grew  from  the 
second  quarter  to  the  third  quarter  at  an  annual  rate  of 
22.5%,  a  pace  similar  to  those  seen  in  the  late  1990s.  But 
even  in  unadjusted  dollars,  the  level  of  tech  outlays  has 
recovered  all  but  a  smidgen  of  the  losses  suffered  during 
the  recession. 

So  far  this  year,  real  outiays  for  computers  and 
peripherals  are  growing  at  an  annual  rate  of  40.3%. 
Software  oudays  are  up  10.5%.  And  even  spending  on 
telecommunications  equipment  is  rapidly  emerging  from 
its  steep  slide,  growing  at  greater  than  a  15%  pace  for 
three  quarters  in  a  row.  From  1995  to  1999,  telecom 
outlays  grew  at  an  average  rate  of  just  over  13%. 

The  next  leg  of  the  capital-spending  recovery  will 
involve  investing  in  more  traditional  machinery  and 
business  construction.  That  phase  will  kick  in  during 
2004,  when  businesses  look  to  expand  their  operations. 
The  weakness  in  both  sectors  appears  to  have  bottomed 
out,  based  on  the  latest  GDP  data,  but  growth  in  these 
types  of  investments  will  require  higher  utilization  rates 
of  existing  production  capacity. 

ANOTHER  KEY  FORCE  in  the  business-sector  rebound  is 
the  need  to  rebuild  inventories  up  to  levels  that  will 
support  the  faster  pace  of  demand.  The  level  of  stockpiles 


in  relation  to  sales  is  already  far  below  its  long-ten 
trend,  and  businesses  are  trying  to  catch  up.  Inven 
of  durable  goods  rose  0.2%  in  October,  the  first  inc 
in  ten  months;  but  since  May,  inventories  have  shr 
2.3%,  while  shipments  are  up  5.5%. 

Of  course,  the  business  turnaround  will  depend 

demand  remaining 
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And  here  the  news 
remains  optimistic 
addition  to  heighte 
U.S.  business  spen 
and  resilient  consu 
shopping,  foreign 
demand  is  also  pict 
up.  Asia  leads  the  v\ 
but  Europe  is  begin 
tostirJustasU.S. 
producers  are  gaini 
more  competitivene 
from  the  dollar's  fal 
against  the  euro.  Exports  in  the  third  quarter  surge* 
11%  annual  rate,  after  three  quarterly  declines.  More 
in  October  and  November,  the  ISM's  index  of  export 
orders  hovered  at  levels  not  seen  since  1995 

All  this  is  a  recipe  for  accelerating  orders,  output, 
overall  activity  in  the  business  sector.  The  upshot  is 
the  recovery  is  no  longer  as  dependent  on  consumer  b 
has  been.  Corporate  America  is  now  taking  up  the  b; 
providing  the  extra  demand,  hiring,  and  household 
income  that  will  ensure  a  lasting  recovery.  ■ 
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Still  Waiting  for  the  'Spectacle  of  Growth' 


til'- 


INVESTORS  ARE  RUSHING  back 
into  Brazil,  after  fleeing  the  country  in 
2002  on  fears  that  left-leaning 
President  Luiz  Inacio  Lula  da  Silva, 
elected  in  October  last  year,  would 
lead  the  country  into  debt  default. 

Now,  though,  investors  are 
impressed  by  the  new  government's 
fiscal  austerity  and  its  success  in 
stabilizing  the  economy.  In  late 
November,  Brazilian  stocks  hit  their 
highest  prices  ever. 
And  on  Dec.  1,  the 
yield  spread  between 
Brazilian  bonds  and 
U.S.  Treasuries  of 
similar  duration  fell 
below  five  percentage 
points  (or  the  first 
time  since  May,  1998. 

But  the  "spectacle 
of  growth"  that 
President  Lula 
promised  in  his 
campaign  has  yet  to 


GROWTH  CONTINUES 
TO  SUFFER 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


Data:  Bloomberg  Financial  Markets 


materialize.  Recession  hit  in  the  first 
half.  Then,  in  the  third  quarter,  real 
gross  domestic  product  grew  by  just 
0.4%  from  the  second  and  was  down 
1.5%  from  its  year-ago  level.  Workers' 
incomes  fell  more  than  15%  in  real 
terms  in  die  year  ended  October,  and 
unemployment,  at  nearly  13%,  is 
higher  than  it  was  when  the 
government  took  office  on  Jan.  1. 
Lula— who  so  far  has  shown  the 
will,  if  not  the  ability, 
to  tackle  hunger  and 
other  social  problems 
—remains  popular. 
But  getting  Brazilians 
back  to  work  will 
require  more  than  the 
3.5%  growth  many 
economists  forecast 
for  2004. 

Progress  made  this 
year  on  pension  and 
tax  reforms  will  do 
much  to  improve  the 


lies  io  fal 
pavtn 


efficiency  of  the  economy  in  the  1 
term.  Other  business  impedimen 
such  as  Brazil's  slow  and  obstruc 
judicial  system,  are  in  the 
government's  sights.  But  what  th    j, 
economy  needs  now  is  investmen 
Unfortunately,  the  government  m  m"'m 
roll  over  about  $340  billion  in  del  iollar,  an 
the  coming  year,  sopping  up  alnu  ^er  jn 
all  the  available  credit  out  of  the     n 
financial  system.  And  because  oft 
government5 s  huge  credit  needs,  i  ?rt* 
interest  rates  will  remain  high.      rising pr 

With  capital  for  private  investn 
both  scarce  and  expensive,  inequa 
and  unemployment  will  persist.  T 
risk  is  that  next  year's  growth,  insi; 
of  setting  Brazil  on  the  path  to  the 
sustainable  expansion  of  at  least  6 
or  7%  a  year  that  it  needs,  will  be  j 
another  spurt  in  the  stop-go  cycle 
that  has  characterized  Brazil's 
economy  for  decades.  ■ 

-By Jonathan  Whea 
in  Sao  Pc 
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Amy  Falls, 


Market?  Shaken. 
Bonds?  Not  stirred. 


he  last  two  decades  have  been  good 

»  fixed-income  investors.  Cumulative  returns  for 

>nds  have  averaged  8.6%  since  1990,  neck  and  neck  with  US 
uities  over  the  same  period — and  with  considerably  less 
latility.  But  looking  ahead,  bond-market  investors  will  have  to 
>rk  harder  to  earn  less.  Overall  bond  market  returns  in  the 
•xt  lew  years  are  unlikely  to  match  those  of  the  past  two 
cades.  Why?  Because  the  last  two  decades  spanned  the 
ansition  from  the  worst  bear  market  for  bonds  in  US  history 
965-81 )  to  a  period  of  falling  inflation  and  falling  interest 
aires  (1985-2003) — the  best  of  all  possible  worlds. 


I 


We  started  this  "golden  age"  for  bonds  with  inflation, 
iterest  rates  and  budget  deficits  all  at  historic  highs.  Since 
len,  globalization,  productivity  growth,  and  monetary  discipline 
rought  steady  disinflation  that  lent  strong  support  to  credit 
irkets.  In  addition,  the  cold  war's  end  and  fiscal  discipline 
elped  shift  government  deficits  to  surpluses,  helping  real  interest 
ttes  to  fall  from  9.6%,  their  1984  peak,  toward  2.8%,  the  long- 
:rm  average. 


The  current  macroeconomic  environment  poses  risks  to 
iond  investors...  Rising  government  borrowing  needs,  a  weaker 
lollar,  and  steps  to  fight  deflation  by  global  central  banks  should 
ishcr  in  higher  interest  rates  during  the  next  18  months.  Both 
Dilation  and  real  interest  rates  are  likely  to  be  under  upward 
Ntssuxe.  And  i  slackening  commitment  to  globalization  due  to 
bing  protectionist  sentiment  could  amplify  these  risks  greatlv. 

...however,    product    innovation    and    greater    asset- 
dlocation  opportunities  should  mitigate  the  risks.  The  good 
lews  is  that  bond  markets  have  benefited  from  explosive  product 
nnovation  ova  the  past  20  years.  Non-investment-grade  markets 
ike  high  yield,  leveraged  loans  and  emerging  markets  have  boomed, 

is  have  securitization,  basket  trading,  .uul  derivatives.  These 

developments  afford  investors  the  opportunity  to  move  down 


the  credit  curve  while  managing  their  risks  more  aggressively. 
Through  liquid  credit  derivatives,  for  example,  investors  can 
manage  credit  risk  independently  from  interest-rate  risk  and 
express  both  long  and  short  views.  Active  sector  rotation  can 
capture  additional  value  as  performance  is  more  dispersed  across 
fixed-income  products  than  in  the  past,  allowing  investors  the 
hope  of  enhanced  returns — even  if  broad  index  returns  stay  in 
the  mid-single-digit  range. 
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Bonds  also  offer  equity  investors  better  diversification 
potential  than  they  have  in  the  past.  Compared  with  the 
"golden  years,"  bonds  should  offer  better  diversification  from  stocks, 
as  we  expect  the  correlation  between  the  two  asset  classes  to 
remain  negative.  Against  all  expectations,  stocks  and  bonds  were 
positively  correlated  (returns  rose  and  fell  together)  for  much  of 
the  1980s  and  1990s,  as  productivity  gains  and  declining  inflation 
benefited  both  markets.  Now,  however,  both  assets  should  track 
the  economic  cycle  more  closely — and  stock  and  bond  prices 
should  move  in  opposite  directions. 

Our  advice?  Be  involved,  but  be  nimble.  The  easv  monev 
may  be  over,  but  bonds  offer  important  diversification  benefits 
and  a  broader  range  of  investment  opportunities — and  ways  to 
manage  risk. 


Amv  Falls 
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Flawed  strategy.  Lax  controls.  A  weak  board. 
Personal  shortcomings.  CEO  Phil  Condit  lasted 
longer  than  he  should  have.  BY  STANLEY  HOLMES 


rHE  REALLY  SURPRISING 
thing  about  Philip  M. 
Condit's  resignation  as 
chairman  and  chief  execu- 
tive officer  of  Boeing  Co. 
was  not  that  his  seven- 
year  tenure  ended  so 
dy  on  Dec.  1,  but  that  it  lasted  so 
Recent  allegations  of  questionable 
ct  by  a  Boeing  executive  involved  in 
ating  an  $18  billion  deal  with  the 
jon  was  only  the  latest  mishap  in  a 
tit  ethical  lapses  and  managerial 
en  that  marred  Condit's  tumul- 
rcign  from  the  start, 
ulit's  resignation  has  been  por- 
I  as  the  selfless  gesture  of  a  leader 
nit  the  company's  interests  before 
vn.  In  fact,  Condit  hail  survived  an 
of  crises  before  this  latest  up- 
I,  ami  tlit-  chairman  had  no  inten- 


tion of  bailing  out  this  time,  according  to 
people  who  are  close  to  the  company. 
But  with  its  crucial  defense  business  in 
jeopardy,  a  board  that  had  overlooked 
missteps  before  finally  took  firm  action. 
The  CEO  had  to  go.  Under  pressure  from 
the  board,  Condit  offered  his  resigna- 
tion. According  to  an  old  friend  who 
talked  to  him  on  Monday  night,  the  CEO 
was  distraught.  Condit  and  Boeing  insist 
his  exit  was  voluntary. 

A  BOLD  VISIONARY 

THE  STORY  OF  Philip  Murray  Condit, 
62,  is  the  tale  of  a  manager  promoted 
beyond  his  competence  and  blind  to  his 
own  shortcomings.  The  skills  that  made 
him  a  brilliant  engineer— obsessive 
problem  solving  and  an  ability  to  envi- 
sion elegant  design  solutions— were  of 
less  use  in  an  executive  position.  Al- 


though always  a  bold  visionary,  Condit 
was  frequently  indecisive  and  isolated  as 
a  CEO— in  stark  contrast  to  his  predeces- 
sors. Starting  with  founder  William  Boe- 
ing, the  company  has  been  led  by  a  suc- 
cession of  strong,  commanding  leaders 
who  enjoyed  near-total  autonomy,  dis- 
played unwavering  devotion  to  a  culture 
of  engineering  and  manufacturing  ex- 
cellence, and  led  modest  personal  lives. 
Condit  may  have  enjoyed  a  similar  de- 
gree of  latitude,  but  he  was  further  re- 
moved from  the  company's  operations. 
He  also  developed  a  reputation  as  a 
womanizer,  often  with  Boeing  employ- 
ees, and  an  appetite  for  the  high  life.  In  a 
hiatus  between  one  of  his  four  mar- 
riages, Condit  took  up  residence  in  the 
Boeing  suite  at  Seattle's  Four  Seasons 
Olympic  Hotel,  where  he  had  the  suite 
remodeled  at  company  expense  to  add  a 
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bedroom,  say  some  people  who  are  fa- 
miliar with  the  matter. 

His  troubles  started  almost  as  soon  as 
Condit  moved  into  the  CEO's  office. 
Within  a  year,  he  had  steered  Boeing  into 
a  manufacturing  crisis  that  took  Wall 
Street— and  the  board— by  surprise  and 
ultimately  caused  the  company  to  take  a 
$2.6  billion  write-down.  Last  year,  in  a 
telling  coda,  Boeing  paid  $92.5  million  to 
shareholders  who  accused  the  company 
of  using  accounting  tricks  to  hide  the 
damage  prior  to  the  crucial  merger  with 
McDonnell  Douglas  (BW— May  20, 
2002).  Even  worse,  through  most  of  his 
tenure,  Condit  badly  misread  the  rising 
threat  from  Europe's  Airbus.  And  some  of 
the  acquisitions  he  made  to  diversify 
away  from  commercial  aircraft  were 
plagued  with  integration  problems.  This 
year  alone,  Boeing  has  taken  more  than 
$1  billion  in  deal-related  write-offs.  Com- 
pany officials  point  out  that  "in  the  midst 
of  the  worst  downturn  in  the  history  of 
commercial  aviation,"  Boeing  is  profitable 
in  all  its  businesses.  However,  revenues 
have  been  declining  since  2001  and  will 
slip  to  an  estimated  $49  billion  this  year 
with  estimated  earnings  of  $790  million. 
The  result:  Boeing's  stock  has  fallen  6.5% 
under  Condit— while  the  Standard  & 
Poor's  500-stock  index  rose  61.8%.  "That 
was  a  difficult  record  to  run  away  from," 
says  Richard  Turgeon,  research  director 
of  Victory  Capital  Management,  which 
owns  2  million  Boeing  shares.  "It  was 
unacceptable." 

CLOSE  TO  THE  EDGE 

EQUALLY  DAMNING  was  the  heavy 
damage  done  to  Boeing's  reputation  on 
Condit's  watch.  A  company  that  had 
long  been  a  paragon  of  American  indus- 
trial excellence  has  ensnared  itself  in  one 
scandal  after  another  in  recent  years. 
"Under  Condit,  engineering  skills  and 
ethics  seemed  to  lose  sway  over  senior 
management,"  says  Loren  Thompson,  a 
defense  analyst  at  the  Lexington  Insti- 
tute in  Arlington,  Va.  "Condit  booked  a 
huge  amount  of  defense  business  by  al- 
lowing his  subordinates  to  play  business 
close  to  the  edge."  Boeing  has  said  that 
there  is  no  evidence  linking  Condit  to  the 
scandals. 

The  decision  to  steer  the  company 
more  deeply  into  defense  contracting 
represented  a  historic  shift.  The  most 
crucial  step  in  that  process  was  the  1997 
acquisition  of  McDonnell  Douglas.  Not 
only  did  that  deal  make  defense  con- 
tracting a  much  bigger  part  of  Boeing's 
mix  but  the  smaller  McDonnell  also  had 
an  outsize  effect  on  the  Boeing  culture. 
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Since  Condit  took  over  in  April,  1996,  Boeing  has  be( 
under  constant  fire  in  Washington,  on  Wall  Street,  ai 
in  the  courtroom. 


Loose  Talk  Controversy  swirls  around 
a  deal  to  sell  refueling  planes  to  the 
Air  Force.  Documents  revealed  that  a 
Pentagon  official,  Darleen  Druyun,  may 
have  tipped  Boeing  off  about  a  lower 
Airbus  bid.  CFO  Michael  Sears  was 
ousted  over  allegations  that  he  dis- 
cussed a  Boeing 
job  for  Druyun. 
She  took  the  job 
and  was  also  fired. 
The  deal  has  been 
frozen.  ^        ^     j 


Factory  Fiasco  Boeing  lost; 
of  its  commercial  airplane; 
1997  by  trying  to  pump  ou 
number  of  airplanes.  The  c 
forced  Boeing  to  stop  two 
lines  so  workers  could  catr 
That  cost  the  company  mc 
$2.6  billion  and  forced  its  f 
annual  loss  in  half  a  centur 
2002,  Boeing  paid  $92.5  n 
without  admitting  guilt,  to  s 
shareholder  lawsuit  alleging 
papered  over  the  mess. 


f 


allege; 


Troubled 

Boeing  h, 
spotty  acdieio 
record.  Tr 
purchase 
Hughes  skm 
and  Jeppe  emate 
f  light-infoi  amprc 
businesses  resulted  in  more  thecc 
$1  billion  in  write-downs.  EwThesu 
though  investors  were  gener  nenw 
happy  with  the  McDonnell  D  ictiofi 
deal,  it  created  a  culture  clas  s, 


Boeing,  the  jewel  of  its  hometown  of 
Seattle,  had  always  prided  itself  on  treat- 
ing employees— from  designers  to 
line  workers— as  family.  But  the  values 
most  esteemed  at  McDonnell  were  the 
ability  to  schmooze  with  Washington 
power  brokers  and  win  the  contract. 
Building  planes  sometimes  seemed  to 
take  second  place. 

And  with  McDonnell  came  a  new 
No.  2  exec,  Harry  C.  Stonecipher.  The  de- 
cisive, brutally  candid  Stonecipher  was 
the  temperamental  opposite  of  the  aloof, 
nonconfrontational  Condit.  Many  inside 
the  company  came  to  view  him  as  an  en- 


forcer. The  relendess  bottom -line  freer  hi 
Stonecipher  brought  to  bear  during  ating  t 
stint  as  president  antagonized  n  jumbi 
managers  on  the  Boeing  side  of  ederal 
house.  Condif  s  2001  decision  to  movt  )p  ml 
company  headquarters  to  Chicago  c  is  and 
pleted  the  cultural  uprooting,  lea  todaj 
many  of  those  left  behind  in  Seattie  :  a;  ,; 
ing  a  bit  like  unloved  stepchildren. 

Condit  had  been  steeped  in  the  Bo<  iihir 
culture   for  more  than  30  years,  is 
caught  the  eye  of  Boeing's  top  brass  it 
most  as  soon  as  he  arrived  at  the  com 
ny  in  1965,  fresh  out  of  Princeton  wii  i« 
master's  degree  in  aeronautics.  Earljtt 
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roblems?  Boeing  faces 
'imination  class  action, 
le  to  trial  in  April,  2004. 
it,  filed  in  a  federal  court 
alleges  that  top  company 
lowingly  underpaid 
emale  employees  and 
3m  promotion,  in  order 
the  corporation"  at  their 
The  suit  was  brought 
nen  who  represent 
ction  of  Boeing's  female 


Feisty  Rival  Condit  miscalculated  the 
determination  of  Airbus  to  spend 
$13  billion  on  developing  a  massive 
new  passenger  jet,  the  555-seat 
A380.  Today,  Airbus  has  more  than 
120  orders  in  hand  for  the  A380  and 
has  seized  the  lead  from  Boeing  in 
commercial-jet  deliveries. 


Rocket  Ban  In  July, 
the  Pentagon 
punished  Boeing 
for  possessing 
documents  from 
rival  Lockheed 
Martin  that  helped 
win  rocket 
contracts.  Boeing 
has  been  indefinitely  banned  from 
bidding  on  military  satellite  launches, 
and  the  Pentagon  has  transferred  $1 
billion  of  future  business  to  Lockheed. 


:  vrr,  he  solved  a  vexing  problem  by 
I  uing  the  force  of  the  vortex  created 
!  jumbo  jets  take  off  This  allowed 
■deral  Aviation  Administration  to 
>p  rules  for  safe  spacing  between 
>s  aiul  smaller  aircraft,  rules  still  in 
today.  It  was  that  problem-solving 
nit  attracted  the  attention  ofThorn- 
.  " T"  Wilson,  then  Boeing's  chair- 
ind  CKO,  who  took  t lit-  engineer  un- 
is  wing.  "It  was  clear  that  young 
t  was  a  standout  engineer  anil  per 
recalls  (iranville  lia/ier,  a  retired 
g  senior  exec  and  longtime  friend 
irst  met  Condit  in  the  iiml  IQ60& 


Later,  Condit's  design  leadership  on 
the  757  and  777  programs  positioned  him 
to  take  over  the  top  job.  But  although  he 
won  great  praise  for  his  engineering 
prowess,  some  say  both  programs  were 
riddled  with  problems  that  resulted  from 
poor  management.  On  the  777,  for  exam- 
ple, Condit  made  some  inspired  design 
breakthroughs,  most  notably  switching  to 
software  that  allowed  Boeing  to  go  di- 
recdy  from  a  design  on  the  computer 
screen  to  the  factory  floor,  avoiding  ex- 
pensive mockups.  But  Condit  wildly 
overshot  his  initial  budget.  The  plane  was 
budgeted  for  $6  billion  in  development 


costs  but  ultimately  cost  $12  billion,  say 
close  observers.  "We  were  milking  money 
from  the  767  and  the  737,  and  that  money 
was  going  right  into  the  777,"  said  one 
former  high-ranking  Boeing  exec.  "Even 
though  it's  a  wonderful  machine,  on  a 
stand-alone  basis,  the  777  is  not  a  com- 
mercial success."  Boeing  declined  to  dis- 
cuss development  costs,  saying  they  are 
proprietary. 

Once  he  reached  the  top  spot,  Condit's 
shortcomings  as  a  manager  became 
more  worrisome.  Within  a  year  of  taking 
office,  Condit  overreached  in  trying  to 
step  up  airliner  production  even  as  the 
company  was  shifting  to  a  more  auto- 
mated manufacturing  system— the 
equivalent  of  replacing  the  engine  on  a 
race  car  as  it  wheels  around  the  track  at 
200  mph.  Boeing's  massive  Seattle  as- 
sembly lines  nearly  broke  down  in  1997, 
a  year  after  he  assumed  office.  By  the 
time  order  was  restored,  the  company 
had  lost  most  of  its  credibility  on  Wall 
Street— a  humiliation  that  seared  the 
new  CEO.  In  a  meeting  on  Aug.  5  of  that 
year— with  more  than  two  dozen  senior 
execs  in  the  board  room  of  Boeing's 
then-  headquarters  in  Seattle— Condit 
complained  about  the  embarrassment  he 
had  suffered  while  trying  to  soothe  an- 
gry investors  on  the  East  Coast,  recall  ex- 
ecs present  at  the  meeting.  He  had  been 
called  a  liar  by  shareholders  fed  up  with 
broken  promises,  the  production  fiasco, 
and  a  slumping  stock.  With  tears 
welling,  Condit  vowed  he  would  never 
suffer  such  indignity  again.  In  a  talk  this 
year  to  plant  workers,  Condit  took  re- 
sponsibility for  the  stumble,  saying:  "I 
give  myself  a  very  poor  grade.  It  hap- 
pened, and  so  it's  my  responsibility. 
There's  my  F." 

THE  FALL  GUY 

BUT  CONDIT'S  PROBLEMS  were  far  from 
over.  By  the  spring  of  1998,  with  earnings 
struggling,  global  markets  in  a  nosedive, 
and  the  stock  under  pressure,  investors 
were  calling  for  Condit's  head  and  pres- 
suring directors  to  do  something.  Condit 
saved  his  own  position,  but  others  were 
not  so  lucky.  On  a  Saturday  in  early  Sep- 
tember, he  called  Ron  Woodard,  then 
president  of  the  commercial  airplane  di- 
vision, and  asked  him  to  come  to  the  of- 
fice. Condit  told  Woodard  this  hurts  me 
more  than  it  hurts  you— and  fired  him. 
Woodard  became  the  fall  guy  for  the 
manufacturing  collapse.  "He  told  me  he 
had  a  real  close  brush  with  the  board,  and 
he  was  almost  dumped  two  months  be- 
fore," Woodard  told  BusinessWeek. 

But  if  there  was  any  lingering  sense  of 
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shame,  it  didn't  deter  Condit  from  his 
taste  for  lavish  living.  In  the  early  '90s,  he 
built  a  massive  medieval-style  mansion 
outside  Seattle,  replete  with  a  custom 
miniature  train  that  chugged  from  room 
to  room,  delivering  drinks  to  guests.  Con- 
dit hosted  elaborate  parties  that  often  in- 
cluded poetry  readings  and  evenings  of 
Camelot  themes,  featuring  characters 
from  King  Arthur. 

That  extravagance  soon 
began  filtering  into  a  com- 
pany culture  that  had  been 
based  on  modesty,  fiscal  re- 
straint, and  the  singlemind- 
ed  pursuit  of  building  big 
airplanes.  Former  CEOs  Bill 
Allen  and  T.  Wilson  both  es- 
chewed the  trappings  of 
corporate  privilege.  Wilson 
lived  in  the  same  middle- 
class  house  during  his 
career  at  Boeing, 
succeeded 
as  CEO  in 
had    three 


but  several  Boeing  executives  say  both 
happened.  "There  was  a  lawsuit  and  a 
settlement,"  said  one  Boeing  exec.  Con- 
dit declined  to  comment. 

As  Condif  s  airplane  factories  were  im- 
ploding in  1997,  so  was  his  third  mar- 
riage. That's  when  he  moved  into  the 
suite  at  the  Four  Seasons.  Condit  had 
married  Jan  Condit—  his  first  cousin— in 
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Condit 
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corporate  jets,  and 
senior  execs  were  required 
to  fry  commercial  airlines  to 
stay  in  touch  with  their  cus- 
tomers. Now,  Boeing  has  a 
fleet  of  corporate  jets,  in- 
cluding a  737  for  Condit, 
done  up  in  English-library 
style. 


Turbulence  at  Boeing 


Drop  in  Boeing's 
stock  price  since 
Condit  took  over  in 
1996.  Meantime, 
the  S&P  500  rose 
61.8%,  and  the 
S&P  aerospace 
index  is  up  20%. 


RAISED  EYEBROWS 

CONDIT'S  PERSONAL  life 
was  similarly  prone  to  ex- 
cess, and  it  began  to  raise 
eyebrows  within  the  com- 
pany and  among  directors. 
After  his  second  marriage, 
to  a  Boeing  secretary,  broke 
up  in  1990,  Condit  em- 
barked on  a  relationship 
with  a  Boeing  receptionist, 
Laverne  Hawthorne.  They 
dated  for  about  six 
months— until  Condit  got  promoted  to 
president  in  1992.  About  the  same  time, 
the  company's  customer  relations  de- 
partment downsized,  and  Hawthorne 
was  issued  a  pink  slip.  She  told  Business- 
Week that  she  immediately  went  to  see 
him  in  his  office  and  reminded  him  of 
promises  he  had  made  to  her.  As 
Hawthorne  recalls  it,  she  looked  him  in 
the  eye  and  said:  "One  of  us  in  this  room 
has  balls,  and  it  certainly  isn't  you." 
Then  she  stormed  out.  Hawthorne  de- 
clines to  say  whether  she  filed  a  wrong- 
ful-termination suit  against  Condit  or  re- 
ceived a  settlement  from  the  company, 
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Boeing's  deliveries 
of  commercial  jets 
in  2003.  Airbus  will 
surge  into  the  lead 
with  300  planes. 
In  1999,  Boeing 
delivered  620,  vs. 
294  for  Airbus. 


Data:  Bloomberg  Financial  Markets,  Boeing,  Airbus 


the  early  '90s.  The  two  divorced  in  1998, 
and  their  file  is  sealed  in  the  King  County 
Superior  Court  in  Seattle.  Jan  Condit  now 
lives  in  the  mansion. 

As  Condit  rose  through  the  ranks,  his 
private  life  became  more  of  an  issue  with- 
in the  company.  Former  Boeing  Chair- 
man Shrontz  had  long  been  concerned 
and  had  confronted  Condit  several  times 
about  his  personal  relationships,  say  peo- 
ple in  the  know.  Shrontz  declined  to  com- 
ment. Former  Boeing  director  Charles  M. 
Piggott,  retired  chairman  of  Paccar  Inc., 
had  expressed  concern  to  several  senior 
Boeing  executives  about  Condit's  behav- 


ior. Piggott  did  not  return  calls  I 
comment.  Said  one  Boeing  lawj 
senior  Boeing  executive:  "We  1 
other  Bill  Clinton  on  our  hands.' 

SEALED  COURT  FILES 

BOEING  HAS  OTHER  WOES  reld 
women.  A  class  action  alleging 
pay     discrimination 
women  is  now  penf 
federal  court  in  Seat 
suit  alleges  that  top  i 
ny  officials  knowind 
derpaid  women  and] 
them  promotion  to 
the  corporation"  att 
pense,      says      pla 
lawyer  Mike  Helgreil 
ing  says  that  allegata 
without  merit.  The  I 
ments  in  this  suit  ha\ 
sealed  by  the  court! 
nessWeek  has  asked  t\ 
them  unsealed.  That  i 
is  pending. 

Although   Condit 
trumpeted     his    visi 
strategic  skills,  they  I 
him  when  it  counted! 
As  late  as  1996,  in  a  ml 
with    Boeing's    lege| 
European  salesman, 
Hillinga,    Condit    asl 
him  that  Airbus  woulc 
er  launch  the  A380| 
gram.        According 
Hillinga,  Condit  said! 
give  you  my  personal 
antee,  that  this  time  ard 
Airbus  will  not  succl 
Condit  not  only  unde| 
mated  the  Airbus  threa 
also  waffled  when  he 
ed   to  respond   decisl 
Under  Condit,  Boeing| 
proposed  the  747x,  a  si 
sized  747,  and  then  latel 
Sonic  Cruiser,  a  high-s| 
jetliner. 
Despite    the    marketing    hype 
strong  suggestions  that  Boeing  w| 
launch  both  jetliner  programs,  Cc 
did  not  pull  the  lever.  While  Airbus 
bigger,  Boeing  stagnated.  The  failuil 
formulate  a  strategy  that  could  keej 
with  an  emboldened  Airbus  began  tc 
as  Boeing  fell  behind  in  both  techno^ 
and  manufacturing  efficiency  during 
'90s.  Boeing,  once  the  manufactud 
marvel  of  the  world,  now  spent  10/1 
20%  more  than  Airbus  to  build  a  pl( 
The  loss  in  market  share— from  nel 
70%  in  1996  to  roughly  50%  today— ( 
marked  an  astonishing  reversal.  Boe 


*PJL»ABillion 

This  summer's 
write-off  to 
account  for  quality 
problems  and  the 
reduced  value  of 
Boeing's  satellite 
and  rocket-launch 
businesses. 
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News  Analysis  &  Commentar 


believes   that   smaller 

planes      and      direct 

flights     will     prevail 

against  Airbus'  A380 

jumbo  jet,  and  says  it's 

focusing     on     profits, 

"not  market  share  at 

any  cost."   But  while 

Airbus  is  well  under 

way  with   the  A380, 

Boeing   has   still   not 

committed  to  its  latest 

proposal:  the  supereffi- 

cient  7E7  jetliner.  The 

company  says  it  will 

make    a   decision    on 

whether  to  go  forward 

by  the  end  of  the  year.  Condit  recently 

told   employees:   "I  would   not  trade 

strategies  for  any  amount  of  money." 

Partly  to  deal  with  the  cyclical  nature  of 
the  airline  business  and  the  rise  of  Airbus, 
Condit  took  steps  to  diversify  his  compa- 
ny. Boeing  started  gobbling  up  big  and 
small  aerospace  and  information-service 
outfits.  Condit  gets  high  marks  for  the 
McDonnell  Douglas  acquisition.  Al- 
though the  clash  in  company  cultures 
raised  serious  management  challenges,  it 
let  Boeing  expand  in  de- 
fense as  its  commercial 
business  waned.  Defense- 
related  sales  now  account 
for  more  than  half  of  the 
company's  revenues,  mak- 
ing Boeing  the  nation's 
No.  2  defense  contractor. 

But  as  Condit  got  the  acquisition  bug, 
some  of  his  forays  failed  to  bear  fruit.  In 
late  1999,  Boeing  bought  Hughes  Elec- 
tronics Corp.'s  Space  &  Communications 
Div.  for  $3.75  billion  and  later  paid  $1.5 
billion  for  Tribune  Co.'s  Jeppesen- 
Sanderson  Inc.,  the  world's  largest 
provider  of  flight  maps  and  other  services 
for  pilots.  Boeing  hoped  to  capture  more 
of  the  higher-margin  services  businesses 
and  expand  Hughes's  fledgling  satellite 
services  business.  Many  investors  at  the 
time  supported  Boeing's  belief  that 
space,  in  particular,  represented  a  huge 
growth  opportunity  and  would  add  more 
balance  to  the  volatile  commercial  air- 
plane business. 

SNOWBALLING  SCANDAL 

BUT  CONDIT  LATER  ADMITTED  that  he 
was  wrong.  He  told  Everett  (Wash.)  em- 
ployees this  summer  that  the  space  mar- 
ket "did  not  turn  out  to  be  what  we 
thought  it  was  going  to  be,  and  we  didn't 
perform."  The  $1.1  billion  charge  was 
the  latest  in  a  series  of  write-offs  related 
to  a  collapsing  space  market  as  well  as  to 
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serious  quality  and  manufacturing 
problems  dogging  the  former  Hughes 
satellites.  Boeing  officials  are  still  trying 
to  turn  it  around.  "I'll  be  the  first  to  ad- 
mit that  the  commercial  space  business 
was  a  dry  hole,"  Jim  Albaugh,  CEO  of 
Boeing's  integrated  defense  systems 
unit,  told  BusinessWeek.  "But  we  are  in 
good  company,  and  a  lot  of  good  people 
had  the  same  aspirations  and  had  the 
same  problems." 

But  if  strategic  blunders  and  failures  to 

Under  Condit, 
engineering 
skills  and  ethics 
seemed  to  lose 
sway  over  senior 
management.55 

-Loren  Thompson,  an  analyst 
at  the  Lexington  Institute 


execute  can  be  overlooked  by  a  board, 
scandal  can't  be.  Not  when  you're  a  de- 
fense contractor.  A  snowballing  ethics 
problem  threatened  to  imperil  the  side  of 
Boeing's  business  that  was  still  growing 
and  healthy:  its  lucrative  government 
contracts.  In  the  end,  that' s  what  did  Con- 
dit in.  The  intense  scrutiny  of  Boeing's 
misconduct  is  just  heating  up.  On  Dec.  2, 
the  Pentagon  postponed  action  on  the 
$18  billion  Air  Force  deal  to  acquire  100 
Boeing  767  tankers,  pending  an  investi- 
gation into  the  actions  that  led  Boeing  to 
sack  Chief  Financial  Officer  Michael 
Sears  and  manager  Darken  A.  Druyun 
for  ethics  violations.  The  Justice  Dept., 
two  investigative  branches  of  the  Defense 


NEW  TEAM 

Stonecipher,  a  if 
McDonnell  execj 
is  now  CEO,  and 
boss  Piatt  is  end 

Dept.,  and  the] 
Armed  Services 
mittee  are  invi. 
ing     allegation: 
Boeing  acted  imj 
ly,  or  even  crimir! 
an  effort  to  win 
two  multibillionl 
aerospace  defen 
tracts.  A  second 
dal,  dating  from 
involved  the  possession  of  35,000 
of  Lockheed  Martin  Corp.  docu 
during  the  1998  competition  for  i 
tary  rocket-launch  contract.  The 
gon  has  indefinitely  suspended 
from  bidding  on  future  rocket  cor 
pending  a  review  of  its  ethics.  Loc 
Martin  is  also  suing  Boeing  over  t 
leged  document  theft. 

Condit  was  not  personally  impli 
in  either  of  this  year's  Air  Force  scat 
But  the  recent  fusillade  of  emba 
ments  was  too  much  even  for  Bo< 
famously  forgiving  board  of  dire 
which  had  been  paying  out  rope  to 
dit  for  years.  After  Condit  resignec 
board  awarded  the  CEO  title  to  oi 
their  own,  Stonecipher,  67,    who 
served  for  five  years  as  Condit's  No 
ter  Boeing  acquired  McDonnell  Dou 
At  the  same  time,  the  board  namei 
rector  Lewis  E.  Piatt,  the  former  cl 
man  of  Hewlett-Packard  Co.,  to  the 
post  of  nonexecutive  chairman. 

Stonecipher's  mettle  will  immedh 
be  tested  by  a  momentous  decision 
Dec.  15,  the  board  is  expected  to  de 
whether  to  commit  to  the  developn 
of  the  7E7  jetliner,  which  would  be  I 
ing's  first  new  airplane  in  a  decade, 
decision  will  say  much  about  Boeii 
commitment  to  the  commercial  airpl 
market.  "This  is  really  a  pivotal  i 
ment,"  says  Richard  L.  Aboulafia, 
aerospace  analyst  at  Teal  Group  C( 
consultants.  "Failure  to  invest  in  the ' 
could  mean  the  beginning  of  the  end 
Boeing's  storied  airplane  business." 
To  many,  the  ascent  of  Stonecip 
represents  the  de  facto  takeover  of  B 
ing  by  McDonnell   Douglas.   Cond 
most  enduring  contribution  to  Boein 
history  may  be  ensuring  the  transform 
tion  of  Boeing  into  a  defense  contract! 
with  a  commercial  aviation  subsidiary 
an  ironic  legacy  for  a  brilliant  aviatit 
engineer.  ■ 
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THE  CHRISTMAS  RUSH 


RETAILERS  VS.  BUYERS: 
WHO  WILL  BLINK  FIRST? 

To  avoid  a  cut-price  Yuletide,  stores  have 
kept  stocks  low.  But  consumers  await  sales 


HEN  IGNACIO 
Castellano  hit  the 
stores  the  day  after 
Thanksgiving,  he 
found  just  about 
every  Christmas 
gift  on  his  list.  Ex- 
cept one:  a  Sony  PlayStation  2  for  his  12- 
year-old  son,  Eloy.  The  Chicago-area  fac- 
tory supervisor  wasn't  prepared  to  pay 
Sears'  $179  price  tag.  Castellano,  49, 
wants  to  spend  no  more  than  $140,  and 
figures  retailers  will  be  forced  to  cut 
prices  eventually  to  move  the  merchan- 
dise. Then  again,  his  son  wants  that 
PlayStation  pretty  bad.  So  if  Castellano 
can't  find  it  on  sale,  he'll  "pay  regular 
price  just  before  Christmas." 

If  retailers'  lean-and-mean  Yuletide 
strategy  works,  Castellano  may  well  end 
up  paying  top  dollar  for  the  toy— assum- 
ing he  can  find  any  left  in  stores  at  the 
11th  hour.  After  putting  too  much  mer- 
chandise on  the  shelves  for  the  past  three 
years  and  being  forced  to  discount  heav- 
ily, purveyors  of  everything  from 
women's  leather  coats  to  high-end  televi- 
sions are  being  conservative  this  year. 
Many  have  cut  inventories  sharply,  hop- 
ing to  keep  prices  firm  and  profits  de- 
cent—even if  that  means  losing  revenues 
when  popular  items  sell  out.  Says 
Michael  Keefe,  CEO  of  Hilco  Merchant 
Resources,  an  inventory-management 
company:  "Retailers  want  to  create  a 
sense  of  urgency  so  shoppers  will  buy 
early  and  not  try  and  wait  them  out." 

The  industry  could  sure  use  a  lift  after 
the  abysmal  Christmas  of  '02,  when  re- 
tailers were  forced  to  clear  out  much  of 
their  unsold  merchandise.  Most  analysts 
expect  sales  and  profits  to  be  more  robust 
this  year  than  last.  The  Bank  of  Tokyo- 
Mitsubishi  Ltd.  predicts  sales  at  stores 
open  at  least  one  year  will  rise  4.5%  this 
year,  up  from  0.5%  last  year.  And  Thorn- 


Hooking  the 
Holiday  Shopper 


DOOR  BUSTERS  Best  Buy,  Sears,  and  others  are 
offering  supercheap  deals-for  as  little  as  a  few  hours 
at  a  time-on  things  like  DVD  players  and  cashmere 


JOINT  MARKETING  The  Limited  Too  apparel  chain  has 
emblazoned  discount  coupons  on  some  40  million 
McDonald's  Happy  Meal  bags 


LOYALTY  REWARDS  At  Bloomingdale's,  shoppers  who 
buy  $100  worth  of  merchandise  get  a  card  good  for 
$15  off  their  next  purchase 


SEXY  COME-ONS  Abercrombie  &  Fitch  is  charging 
customers  $1  to  be  photographed  with  an  under- 
dressed  male  model,  with  proceeds  going  to  charity 


son  First  Call  predicts  fourth- 
profits  for  major  retailers  will  rise 
up  from  13.5%  in  2002. 

But  even  a  strong  season  overaj 
be  enough  to  save  everyone  in  a 
crowded  retail  environment,  wh 
chain's  gain  often  comes  at  anoth 
pense.  This  is  particularly  true 
mid-priced  retailers,  which  are 
squeezed  from  below  by  lower 
discounters  and  from  above  by  1 
end  stores  with  more  interesting 
chandise.  Under  pressure  from  Wa 
Stores  Inc.,  toy  retailer  FAO  Schwa 
the  latest  casualty,  when  it  disclos 
Dec.  2  that  it  would  seek  Chap 
bankruptcy  protection  for  the  s 
time  this  year. 


DANGLING  CARROT! 

WHATEVER  THE  seg 
the  key  to  success  w 
holding  the  line  on  p 
So  far,  that  seems 
happening.     "There 
fewer      promotions 
around,"    says    Tod( 
Slater,  an  analyst  at  L< 
Freres  &  Co.  For  gooc 
son:  Consumers  are  o 
ing  their  wallets  an> 
The  Bank  of  Tokyo 
subishi     estimates 
sales  at  stores  open  at 
a  year  rose  5.2%  durin 
traditional    Thanksgi 
shopping  week.   For 
month  of  November, 
bank  estimates  that  s 
grew    a    respectable 
over  the  previous  ye 
in   line  with   its   hoi: 
forecast. 

It's    not   that   ret£ 
aren't   discounting 
are.  But  in  place  of 
season's  store-wide  cl 
ance    sales,    this    ye 
markdowns      are      m 
strategically  planned, 
limited  to  a  small  num 
of  goods.  At  the  Gap  chg 
for  example,  stores  ar 
awash  in  red  sales  sign 
they  were  this  time  1 
year.  Instead,  they're  r 
ning  a  more  discreet  p 
motion      featuring      $ 
sweaters.  Retailers  are 
trying  to  use  sales  to  stc 
further  spending.  Bloo 
ingdale's  strategy  is  to  gil 
escalating     discounts 
customers    who    shop 
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When  one 

retailer 

slashes 

prices, 

others 

follow 


several  departments  and  buy  more 
merchandise.  Pacific  Sunwear,  a  boom- 
ing purveyor  of  surfing-inspired  appar- 
el, is  seeking  to  lure  customers  back  by 
offering  them  discounts  at  checkout 
that  are  good  for  their  next  visit  to 
the  store. 

Others  are  using  so-called  door- 
busters— deep  discounts  on  a  few  pop- 
ular items  for  just  a  few  hours.  Best  Buy 
Co.  for  example,  lured  customers  the 
day  after  Thanksgiving  with  $19.99 
DVD  players  and  $8  CDs.  The  hope,  of 
course,  is  that  once  inside,  shoppers 
will  buy  lots  of  other  stuff  at  full  price. 
The  strategy  is  a  good  bet  for  the  likes 
of  Best  Buy,  Circuit  City,  and  Wal-Mart, 
say  analysts.  They  note  that  higher- 
priced  consumer  electronics— flat-panel 
TVs,  video  games,  and  digital  cam- 
eras—are must-haves  on  many  Christ- 
mas wish  lists 
this  season. 

Will  retailers 
manage  to  main- 
tain price  disci- 
pline? The  last 
few  years  have 
taught  shoppers 
to  wait  for  items 
to  go  on  sale. 
"Consumers  have 
become  quite 
adept  at  playing 
the  price  game," 
says  Anne  Brouwer,  senior  partner  at 
consultancy  McMillan/Doolittle  LLP. 
Last  December,  many  held  off  until  the 
last  Saturday  before  Christmas  before 
plunking  down  their  plastic.  The  lull  in 
sales  prompted  many  retailers  to  pull 
the  clearance  trigger  to  get  shoppers  in 
the  door.  Says  Marshal  Cohen,  a  princi- 
pal at  NPD  Group:  "All  it  takes  is  one  re- 
tailer to  blink  before  the  others  do,  too." 
Then  again,  last  year,  retailers  had  a 
lot  more  inventory  they  had  to  get  rid 
of— especially  those  in  fashion.  Ac- 
cording to  Lazard  Freres,  apparel  in- 
ventories actually  jumped  8.5%  during 
the  fourth  quarter  of  2002  over  the  pre- 
vious year,  while  sales  grew  a  meager 
1.5%.  By  contrast,  Lazard  expects 
clothing  inventories  to  rise  just  2.9%  in 
the  fourth  quarter  of  '03,  while  sales 
should  jump  6.2%.  If  the  relatively 
strong  demand  seen  so  far  endures, 
consumers  may  start  to  see  something 
they  haven't  in  a  long  time:  empty 
shelves.  II 

-By  Robert  Berner  in  Chicago,  with 
Gerry  Khermouch  in  New  York,  Christo- 
pher Palmeri  in  Los  Angeles,  and  Ann 
Tlierese  Palmer  in  Chicago 
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MERCHANDISE 


MY  TWO  FRONT  TEETH 
-AND  A  HANDHELD 

Toymakers  are  targeting  the  sippy-cup  set 
with  increasingly  sophisticated  gadgets 


V-v 


JESSICA  ROGERS  IS  ONE 
wired  five-year-old.  The 
East  Rutherford  (N.J.) 
kindergartner  has  a 
Playskool  talking  barbecue 
set,  a  pair  of  pink  Pottery 
Barn  Kids  walkie-talkies, 
and  a  Barbie  Bank  with  Me  ATM  ma- 
chine that  spits  out  play  money  when  she 
inserts  a  card.  And  high  on  her  Christ- 
mas list:  a  working  telephone  and  televi- 
sion. "Five-year-olds  can  have  TVs,"  she 
says.  "My  friend  Kelly  does." 

Welcome  to  the  latest  trend  in  the  toy 
industry:  adult-style  gadgets  for  ever- 
younger  kids.  With  children  maturing 
more  rapidly  and  playing  with  comput- 
ers from  a  very  young 
age,  they  quickly  tire  of 
toys  that  seem  too,  well, 
toylike.  So  the  $20  bil- 
lion industry,  strug- 
gling to  goose  sales  af- 
ter three  flat  years,  is 
going  head  to  head 
with  consumer  elec- 
tronics companies  with 
a  host  of  products  rang- 
ing from  portable  video 
players  to  handheld 
electronic  games. 

Realizing  that  Mick- 
ey Mouse  toothbrushes 
and  Pooh  Bear  bed- 
spreads may  not  be 
enough,  Walt  Disney 
Co.  this  year  launched  a 
line  of  consumer  elec- 
tronics aimed  at  kids 
aged  six  and  up.  Dis- 
ney's $119  color  TV  features  a  remote 
control  designed  especially  for  little 
hands.  Adjust  the  volume  and  Princess 
Ariel  flits  across  the  screen.  Touch  the 
channel  changer  and  Cinderella  pops  up. 
Hasbro  Inc.  also  has  high  hopes  for 
VideoNow,  a  handheld  video  player  re- 
tailing for  $50.  Kids  slip  in  3.5-inch  discs 


containing    cartoons    like    Spo 
SquarePants.  Brian  Goldner,  presi 
Hasbro's  U.S.  toy  division  envis 
whole  family  of  handheld  device: 
ing  down  the  pike.  "Kids  are  on 
more  than  ever,"  he  says.  Then 
the  company's  ThinTronics  line  < 
skinny  FM  radios  and  telephones 
colors  that  are  designed  to  han 
posters  on  a  bedroom  wall.  With  a 
of  the  button,  kids  can  call  up 
friends  and  chat  over  the  speaker  p 
embedded  in  the  poster. 


ooki 


KID  STUFF 

Disney's 
$119  color 
TV;  Fisher- 
Price's 
$80  Pixter 


BELLS  AND  WHISTLES 

OTHER  TOYMAKERS  are  taking  oi 
game  industry.  Mattel  Inc.'s  Fisher- 
unit,  for  example] 
added  color  and  g\ 
to    its    three-yea 
W       Pixter,  a  PDA-styld 
vice  with  a  stylus 
allows  preschooleip 
make     sketches 
store  them.  The  cor 
ny  doubled  the  pri<] 
$80— and  droppec 
age   rating   from 
to  four. 

Despite  the  prol 
tion,  not  everyone 
fan.  Paul  Thier 
graduate    stuc 
in     Santa     Cl| 
Calif.,  bought 
three-year-old  i 
Chace,  a  used  il 
computer    ea 
this    year.    Chi 
plays  counting  ;| 
spelling  games  on  it.  But  for  Christ 
Chace  wants  a  video-game  player,  a 
Pop  has  nixed  that  idea  for  now.  Sinj 
Thiem:  "I  see  kids  becoming  obsess 
with  those  things."  That's  exacdy  wl "' 
the  toymakers  are  counting  on.  ■ 
-By  Christopher  Palmeri  in  LosAnge 
with  Faith  Arner  in  Bost 
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COMMENTARY 


BY  WENDY  ZELLNER 


Lessons  from  a  Faded  Levi  Strauss 

It  has  one  of  the  world's  best-known  brands,  but  it's  not  hip.  And  sales  are  dis 


LEVI  STRAUSS  &  CO.'S  LONG- 
running  woes  became  painfully 
clear  on  Dec.  1,  the  day  the 
legendary  jeans  maker  called  in 
the  turnaround  doctors  and 
replaced  its  chief  financial  officer.  CEO 
Philip  A.  Marineau  is  now  counting  on 
restructuring  experts  from  Alvarez  & 
Marsal  Inc.  to  jumpstart  cost-cutting  and 
marketing  efforts  that  so  far  have  failed 

to  stem  Levi's  depressing  decline. 

It'll  take  a  lot  to  fix  what  ails 
Levi's.  The  story  of  Levi's  slide  is  a 
classic  case  of  a  powerful  brand 
that  lost  its  way.  Born  in  the 
California  gold  rush,  this 
American  icon  helped  baby 
boomers  define  themselves  in  the 
1960s  as  hip  and  apart  from 
Establishment  culture.  But  now 
the  Levi's  name  has  grown  into 
doddering  old  age  in  a  brutally 
competitive  apparel  market.  Sales 
have  slid  from  a  peak  of  $7.1 
billion  in  1996  to  about  $4  billion 
this  fiscal  year.  The  company's 
promises  of  growth  have 
evaporated,  and  losses,  including 
restructuring  charges,  hit  $16  million 
in  the  first  nine  months  of  the  year. 
Some  hard  lessons  clearly  await  the 
new  turnaround  team: 

THE  MIDDLE  IS  A  PAINFUL  PLACE  TO  BE 
For  years,  Levi's  stuck  to  the  middle 
even  as  the  jeans  business  became 
increasingly  polarized.  Fearful  of 
devaluing  the  brand,  which  it  sold 
largely  through  such  mid-market 
channels  as  J.C  Penney  and  Sears,  it 
avoided  the  discount  fray  even  as  its 
core  customers  turned  to  the  likes  of 

Wal-Mart,  Target,  and  Kohl's.  At  the  same  rime,  the  company 
was  slow  to  capitalize  on  the  boom  in  high-fashion  denim  as 
new  rivals  such  as  Diesel  and  Lucky  piled  in.  The  result:  both 
price-  and  fashion-conscious  buyers  abandoned  Levi's. 
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Along 
loyalty  to 
American 
workers 
hurt  the 
company 


Certainly,  Marineau  has  tried  to  fix  that  since  arriving 
PepsiCo  in  1999,  with  such  lines  as  Levi  Strauss  Signaru 
Wal-Mart  and  other  discounters  and  the  more  expensive 
Premium  Red  Tab  for  the  likes  of  Nordstrom  and  Neima 
Marcus.  But  by  covering  the  retail  landscape  with  a  vark 
poorly  differentiated  Levi's  labels,  he  risks  further  dilutii 
already  faded  image.  "The  question  is,  is  it  too  little,  too 
late?"  asks  Philip  H.  Kowalczyk,  managing  director  of  re 
consultancy  Kurt  Salmon  Associates. 

THESE  ARE  NOT  YOUR  FATHER'S  LEVI'S.  Sure,  Levi's  is  on 
the  best-known  names  in  the  world.  But  the  company's 
promotions  of  its  "authentic"  jeans  don't  resonate  with 
younger  shoppers.  While  some  boomers  still  consider  the 
hip,  that's  precisely  why  their  kids  don't.  "My  daughter  dc 

think  Levi's  is  a  cool  brand,"  s: 
Steven  D.  Persky,  CEO  of  hedge 
fund  Dalton  Investments  LLC, 
which  has  traded  in  Levi's  bon< 
His  15-year-old  "is  interested  u 
things  like  Juicy  [Coutiire]  and 
other  hipper  brands." 

Lew  Frankfort,  CEO  of  Coac 
Inc.,  who  knows  a  thing  or  two 
about  rebuilding  a  dying  branc 
says  Levi's  failed  to  create  the 
"emotional  associations"  with 
consumers  that  build  brand  loy 
as  Ralph  Lauren  and  others  ha^ 
Levi's  execs  "saw  themselves  as 
jeans  company  making  great  je 
as  opposed  to  part  of  the  Ameri 
landscape,"  he  adds. 
UNFORTUNATELY,  NICE  GUYS  OFTEN  DO  FINISH  LAST.  With  a 
long  history  of  taking  care  of  its  workers  and  an  admirable 
commitment  to  American  manufacturing,  Levi's  discovers 
that  it  simply  couldn't  compete  with  brands  produced  mor 
cheaply  overseas.  So  after  years  of  plant  shutdowns,  Levi's 
announced  in  September  that  it  would  close  its  last  two  IL 
plants.  Union  leaders  say  Marineau  and  the  controlling  Ha 
family  made  the  move  reluctantly.  For  too  long,  Levi's  histo 
and  culture  has  prevented  it  from  becoming  the  lean 
marketing  and  design  organization  needed  to  compete 

While  some  retail  experts  credit  Marineau  with  starting  t 
move  Levi's  in  the  right  direction,  he  and  the  board  of  the 
privately  held  company  clearly  didn't  act  with  the  urgency 
needed.  And  that  brings  us  to  the  most  important  lesson  of 
all:  Properly  nurtured,  an  iconic  image  and  storied  history 
can  help  a  brand  soar.  But  if  taken  for  granted  for  too  long, 
those  attributes  can  quickly  weigh  down  a  brand.  II 
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EXECUTIVE  SUITE 


KEEPING  THE  KEYS 
TO  THE  KINGDOM 

Critics  have  plenty  of  bones  to  pick  with 
Michael  Eisner— and  they'll  keep  picking 


IT  WAS  A  BOARDROOM  REVOLT 
that  could  have  been  drawn  on  the 
storyboards  of  a  studio  made  fa- 
mous by  evil  stepmothers.  In  un- 
usually blunt  terms,  Roy  E.  Disney 
left  the  company  started  by  his  Un- 
cle Walt  80  years  ago,  blasting  the 
man  he  helped  put  in  charge  back  in 
1984.  Walt  Disney  Co.  Chairman  Michael 
D.  Eisner  is  "rapacious,  soulless,  and  al- 
ways looking  for  the  quick  buck,"  Disney 
wrote  in  his  resignation  letter.  A  day  later, 
Disney's  longtime  financial  adviser,  Stan- 
ley P.  Gold,  also  resigned  from  the  board, 
claiming  the  61-year  old  Eisner  is  no 
longer  capable  of  leading  the  $27  billion- 
a-year  entertainment  giant.  "He  just  ran 
out  of  gas,"  Gold  said  of  Eisner. 

The  duo  will  take  their  complaints 
to  Wall  Street,  arguing  that  Eisner  has 
frittered  away  the  Disney  franchise, 
alienated  hot  talent,  and  backed 
bombs  at  ABC.  For  now,  that  could  be  a 
tough  sell:  After  seven  years  of  mostly 
flat  earnings,  recent  hits  like  Pirates  of 
the  Caribbean:  The  Curse  of  the  Black 
Pearl  and  a  ratings  boost  at  sports 
channel  ESPN  Inc.  have  lifted  Disney's 
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stock  30%  this  year.  "Stanley  Gold  and 
Roy  Disney  aren't  going  to  be  an  im- 
mediate catalyst,"  says  Anthony  Valen- 
cia, whose  TCW  Group  Inc.  owns  1.19 
million  shares.  "But  if  something  hap- 
pens next  quarter,  they'll  come  out  of 
the  woodwork  again." 

Eisner  can  hardly  relax.  More  needs  to 
be  done  if  he  hopes  to  quiet  his  critics. 
Despite  his  well-publicized  moves  to  im- 
prove Disney's  weak  corpo- 
rate governance,  for  exam- 
ple, investors  complain  he 
still  holds  sway  over  the 
board.  Moreover,  two  mem- 
bers of  the  board,  whom 
Disney  says  are  independ- 
ent, have  ties  to  the  compa- 
ny. Those  two,  presiding  di- 
rector ex-Senator  George  J. 
Mitchell  and  Edison  Inter- 
national Chairman  John  E. 
Bryson,  who  heads  the  gov- 
ernance committee,  hold  key  posts. 
Bryson's  wife  draws  a  big  salary  at  Dis- 
ney's 50%-controlled  Lifetime  cable 
channel,  and  Mitchell  was  a  consultant 
until  a  year  before  being  named  to  his 


WHO'S  NEXT? 

Eisner's 
succession 
plan  is  unclear 


committee  post, 
didn't  return  ca] 
Mitchell  has  s; 
"has  always  fel' 
pletely  free  to 
[his]  views."  That's  not  enough  ft 
governance  gurus.  "This  is  still 
board,"  says  Patrick  McGurn  of 
tional  Shareholder  Services  Inc. 
advises  large  clients. 

Nothing  would  dispel  that 
quicker  than  if  the  Disney 
moved  to  address  complaints  th; 
ner  has  no  clear  successor,  an( 
trols  the  selection.  While  Eisn< 
hinted  he  would  tap  Robert  A.  Ig 
Disney  president  isn't  uriii 
backed  by  the  board.  Worse,  Gok 
directors  have  never  serious! 
cussed  succession;  instead, 
keeps  the  name  of  his  choice 
sealed  envelope  in  his  desk.  Cri 
Eisner  are  unlikely  to  be  satisfie 
the  board  makes  clear  that 
choose  the  next  CEO,  not  Eisner. 


THE  EISNER  RECORD 


LOSING  NEMO? 

OF  COURSE,  the  corporate  gover 
flap  would  hardly  matter  if  the  comj: 
earnings  and  stock  price  were  betti 
vestors  demand  that  Eisner  make 
on  his  long-promised  turnaround 
So  far,  despite  modest  improveme 
ABC  and  ESPN,  progress  has  been 
Critics  say  Disney  needs' to  beef 
holdings  in  local  TV  stations  to  boo 
tribution  for  its  movies  and  TV  s 
Says  Merrill  Lynch  &  Co.  analyst  J 
Reif  Cohen:  "We  believe  it's  a  str; 
imperative." 

Holding  on  to  Disney's  creative 
will  be  harder  but  no  less  essential.  1 
why  outsiders  are  closely  watchin 
tempts  to  patch  its  troubled  alliance 
Pixar  Animation  Studios,  which  tet 
with  Disney  to  make  such  hits  as  i 
sters,  Inc.  and  Fir* 
Nemo.  Doing  so  will 
force 


a:."" 
Speed 


some 
share 


'olutionj 
fcgant 
%ntc 


c 


IKttoi 


AUG.  31,  '84  NOV.  28,  '03 

Data:  Bloomberg  Financial  Markets 


Disney   to   give 
of  its  current 
of  the   profits 
with  its  own  animators 
during  only  more 
hits,  such  as  the  Br<L 
Bear,  the  costs  of  lo 
Pixar  would  be  greater. 
Roy  Disney  and  Sta 
Gold     won't     push 
Michael  Eisner.  But  untfc 
addresses  their  underlying  co 
neither  he  nor  investors  can  rest  easy.  Y 
—By  Ronald  Grover  in  Los  Ang  J|S 
with  Tom  Lowry  and  Louis  Lavel 
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BY  HOWARD  GLECKMAN 


Medicare's  $86  Billion  Band-Aid 

The  subsidy  won't  stop  many  companies  from  scaling  back  retiree  drug  benl 


THE  MASSIVE  MEDICARE  BILL 
that  President  Bush  is  set  to 
sign  on  Dec.  8  will  create  a 
new  drug  benefit  for  seniors 
who  currently  don't  have 
prescription  coverage.  But  it  also 
threatens  the  nearly  12  million  retirees 
who  now  get  drug  insurance  from  their 
former  employers.  The  reason:  With  a 
government-financed  option  now 

available,  many  companies  will  consider 
dumping  coverage  and  letting  Medicare 
provide  drugs  for  their  retirees  instead. 

To  prevent  such  a  shift,  Congress  bought  a 
little  insurance  of  its  own:  It  set  aside  $86 
billion  to  induce  employers  to  keep  providing 
prescription  drug  benefits  over  the  next 
decade.  Problem  is,  much  of  that  funding  will 
be  wasted.  That's  because  it  will  provide  a 
windfall  for  some  employers  unlikely  ever  to 
drop  coverage.  And  it  isn't  enough  to  forestall 
others  from  joining  the  trend  toward  slashing 
retiree  benefits.  In  fact,  the  new  legislation 
will  allow  some  companies  to  blame 
Washington  for  dropped  coverage.  "Retirees 
will  get  a  letter  from  their  former  employer 
that  begins,  'Due  to  recent  legislative  changes 
in  Congress...'"  says  Heritage  Foundation 
health  policy  analyst  Edmund  F.  Haislmaier. 

WHY  DIDN'T  CONGRESS  design  a  better 
solution?  Mostly,  because  nobody  can  think  of 
one— short  of  redesigning  the  entire  Medicare 
program,  a  step  Congress  rejected.  The  subsidy 
may  have  its  flaws,  but  without  it,  most  retirees 
would  wind  up  with  Medicare  coverage,  which 
is  less  comprehensive  than  private  plans. 
Today,  the  average  senior  has  annual  drug 
costs  of  about  $2,500.  Those  with  employer 
insurance  pay  about  $500  out  of  pocket.  Under 
the  Medicare  plan,  their  costs  would  double,  to 
$1,000.  So  shifting  millions  of  seniors  to 
Medicare  would  not  only  have  cost  taxpayers 
hundreds  of  billions,  it  risked  sparking  a  revolt 
among  retirees. 

Still,  a  close  look  at  how  the  subsidy  will 
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work  shows  why  its  efficacy  will  be  limited.  For  many 
employers,  the  aid  was  the  price  of  their  support  for  the 
Medicare  bill.  But,  for  others,  the  subsidy  will  be  a  pure| 
windfall.  Some  90%  of  cities  and  states  say  they  would  : 
drop  drug  benefits  for  their  two  million  retirees,  with  or 
without  a  subsidy.  And  companies  that  are  locked  into  t| 
collective-bargaining  agreements  with  unions  such  as  1 
United  Auto  Workers  can't  dump  benefits. 

INDEED,  General  Motors  Corp.,  which  is  expected  to  sr. 
an  estimated  $3.6  billion  this  year  on  retiree  health,  incll 
$900  million  for  prescription  drugs,  just  signed  a  four- 
contract  with  the  UAW  that  barely  touches  the  insurance 
new  law  will  have  "no  impact"  on  GM's  coverage,  a  comj 
spokesman  says.  But  GM  can  still  expect  more  than  $20(] 
million  a  year— or  in  excess  of  $2  billion  oij 
the  next  decade— in  subsidies. 

Much  of  the  rest  of  Corporate  America, 
however,  will  face  tough  choices  about 
continuing  drug  coverage  after  the  Medica 
plan  starts  in  2006.  The  likely  trend  is  ck 
Since  1993,  the  share  of  large  employers 
offering  retiree  insurance  has  dropped  fror 
40%  to  just  23%,  according  to  Mercer  Hur 
Resource  Consulting  LLC.  Still,  Credit  Suiss 
First  Boston  estimates  that  companies  in  I 
Standard  &  Poor's  500-stock  index  will 
spend  $27  billion  in  2004  for  retiree  health  | 
benefits. 

Now  corporations  will  have  to  weigh 
whether  to  take  the  subsidy  and  swallow  thjj 
remaining  retiree  costs  or  simply  dismantle 
their  coverage.  "Companies  are  faced  with  : 
of  decisions,"  says  Joe  Martingale,  a  health- 
care expert  at  consulting  firm  Watson  Wyat 
Co.  Since  the  government  will  subsidize  onlj 
25%  to  50%  of  the  cost  of  private  drug 
insurance,  employers  that  stop  providing  di 
coverage  will  still  save  quite  a  bundle.  The 
Congressional  Budget  Office  figures  that  abd 
2.7  million  retirees  will  lose  employer  benefij 
as  a  result  of  the  new  law. 

With  a  better  overall  bill,  this  mess  might  | 
well  have  been  avoided.  But  a  deeply  dividec 
Congress  created  a  patchwork  plan  that  mix^ 
public  and  private  insurance.  So  $86  billion 
the  price  of  the  bailing  wire  and  bubble  gum^ 
lawmakers  needed  to  hold  together  the  sha 
health-care  system  for  seniors.  II 

-With  David  Welch  in  Det 


Data:  Credit  Suisse  First  Boston  Equity  Research 
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Brunswick  Bowling  was  on 

better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 
alley.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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News  In  Biz  This  Week 


EDITED  BY  MONICA  ROMAN 


MOBILIZING 
MA  BELL 

Troubled  telco  AT&T  has  hired 
a  new  president,  William 
Hannigan,  to  dial  up  growth. 
Hannigan,  44,  was  tapped  for 
the  job  on  Dec.  2  by  AT&T  CEO 
David  Dorman,  replacing 
Betsy  Bernard,  48.  The 
former  president  had  helped 
cut  costs  during  a  brutal 
industry  downturn,  but  now 
Dorman  is  counting  on 
Hannigan,  who  had  been 
chairman  and  CEO  of  online 
travel  giant  Sabre  Holdings, 
to  reverse  a  four-year  slide  in 
revenues.  "The  big  challenge 
is  changing  the  momentum," 
says  Hannigan. 

He  certainly  has  the 
experience  for  the  job.  A 
former  Navy  officer,  Hannigan 
has  an  extensive  background 
in  telecom,  having  worked 
with  Dorman  at  Sprint  and  at 
SBC  Communications.  His 
strong  ties  to  the  airlines 
should  also  help,  since  they 
account  for  more  than  10%  of 
AT&T's  corporate  sales, 
analysts  say.  Following  the 
collapse  of  merger  talks  with 
BellSouth  this  fall,  many 
expect  AT&T  to  struggle  on  its 
own.  But  if  Hannigan  can  fire 
up  the  sales  force  and  boost 
innovation,  he  might  just 
prove  the  skeptics  wrong. 

-Sfeve  Rosenbush 


HUMBLED 
MASTERCARD 

MasterCard's  television 
commercials  have  long 
acknowledged  that  "there  are 
some  things  money  can't 
buy."  And  as  of  February, 
MasterCard  customers  can't 
buy  anything  at  Wal-Mart 
Stores— at  least  not  if  they  try 
to  sign  for  it  with  their 
MasterCard  debit  card.  It's 
the  first  cancellation  by  a 
major  merchant  since  a 
lawsuit  setded  in  April  gave 
retailers  more  freedom  to 
pick  which  credit  and  debit 
cards  they  accept.  The 
settlement  also  gave  the 
major  retailers  more  clout  to 
negotiate  lower  transaction 
fees  with  Visa  and 
MasterCard.  But  the 
concessions  MasterCard  was 
willing  to  make  clearly 
weren't  to  Wal-Mart's  liking. 
In  response,  MasterCard 
criticized  Wal-Mart,  the 
nation's  largest  retailer,  for 
dictating  how  its  customers 
pay.  It  warns  that  dropping 
the  debit  card  will  "result  in 
dissatisfied  customers  and 
lost  sales." 


WHY  IT'S 
GLITTERING 


Jitters  over  global  terrorism,  a 
declining  dollar,  and  even  the 
distant  prospect  of  inflation 
helped  drive  gold  prices  over 
$400  an  ounce  for  the  first 
time  in  nearly  eight  years  on 
Dec.  1.  A  key  reason  for  the 


rise  is  Canadian  giant  Barrick 
Gold's  decision  to  stop 
locking  in  future  prices  by 
selling  production  years  in 
advance.  Such  hedging  by 
Barrick  and  others  has 
capped  prices  during  the  past 
20  years.  By  abandoning  the 
practice,  Barrick  is  "creating 
a  buying  element  in  the 
market,"  says  David  Meger, 
director  of  metals  trading  for 
Chicago's  Alaron  Trading. 
Meger  thinks  gold  could  hit 
$460  an  ounce  in  2004. 


HANGING  ON  AT 
HEALTHSOUTH 

Richard  Scrushy  has  been 
ousted  as  CEO  at  Health- 
South,  the  hospital  rehab 
chain  he  founded,  and 
indicted  on  85  criminal 
counts  of  fraud.  But  the 
scandal  hasn't  cost  him  his 
board  seat.  Scrushy  will 
remain  even  though  five 
other  directors  have  resigned 
as  part  of  a  Dec.  2  settlement 
with  the  Teachers'  Retirement 
System  of  Louisiana.  Scrushy 
refused  a  board  request  to 
resign,  the  company  said.  He 
can  only  be  ousted  by 
shareholders.  HealthSouth, 
which  is  re-auditing  its  books 
after  admitting  it  inflated 
profits  by  nearly  $3  billion, 
has  agreed  to  hold  an  annual 
meeting  within  60  days  after 
the  re-audited  financials  are 
available. 


BYE-BYE, 


It  looks  like  Viacom  wants  to 
unload  its  controlling  stake 
in  Blockbuster.  Although 
Viacom  hasn't  decided  how 
to  divest  its  82%  share  of  the 
video  rental  giant,  it  is 
mulling  a  sale  to  a  group  of 
private-equity  investors  that 
includes  Thomas  H.  Lee  Co. 
and  Blackstone  Group. 
Viacom,  Lee,  and  Blackstone 
did  not  return  calls  seeking 


comment.  Blockbuster! 
Chairman  and  CEO  Jor! 
Antioco  told  BusinessWi 
believes  "any  move  to  i 
a  separation  between " 
and  Blockbuster  could  ! 
appropriate."  Althougl 
Blockbuster  faces 
competition  from  videc 
demand,  online  video,  i 
cheap  DVDs,  its  cash 
attractive  to  private  invd 


ETCETERA.. 

»  Andarko  Petroleum  hii 

Dynegy  Energy  CEO  Jan 
Hackett  as  its  chief. 
>>  An  investor  group  bov 
the  Enron  Tower  out  of 
bankruptcy  for  $55.5  mill 
»  Merck  sees  2004  earn 
rising  between  5%  and  9 


CLOSING  BELI 


Shares  in 
steelmaker  Nucoi 
slid  8.5%  over  twc 
days,  closing  at 
$51.85  on  Dec.  3 
following  reports 
that  President 
George  W.  Bush  w 
soon  end  tariffs  or 
steel  imports.  The 
decline,  however, 
came  after 
Charlotte  (N.C.)  - 
based  Nucor  hit  a 
16-month  high  of 
$56.95  on  Dec.  1. 


DOLLARS 


NUCOR 
STOCK  PRICE 


NOV.  24,  '03  DEC.  3 

Data:  Bloomberg  Financial  Markets 
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We'd  like  to  say  your  relationship  with  your 

Financial  Advisor  hasn't  changed  a  bit. 

But  it  has.  There's  more  to  it. 


Today's  investor  has  more  complex  needs 
than  ever  before.  And  your  Financial 
Advisor  is  better  equipped  than  ever  to 
provide  the  kinds  of  solutions  necessary  to 
address  the  intricacies  of  your  financial 
situation.  But  we  never  forget  it's  still 
about  two  people  working  together:  you 
and  your  Financial  Advisor. 

You  used  to  know  us  as  PaineWebber. 
Now,  as  part  of  one  of  the  world's  leading 
wealth  management  firms  and  backed 
by  a  top-ranking  investment  bank  and  a 
premier  global  asset  manager,  your 
Financial  Advisor  has  access  to  a  vast  array 
of  resources.  Like  structured  products, 
alternative  investments  and  professionally 
managed  funds,  and  research  with  a 
significantly  broadened  global  reach. 

With  the  expanding  resources  we  now  have 
to  offer,  your  Financial  Advisor  has  an  even 
greater  ability  to  deliver  strategies  and 
opportunities   to   assist   you    in    pursuing 


your  individual  goals.  Whether  it's  planning 
for  retirement  or  a  college  education,  or 
sophisticated  solutions  like  specialized 
lending  products  or  equity  risk  management, 
we  can  help  you  get  where  you  want 
to  be. 

And  while  a  lot  may  have  changed,  one 
thing  hasn't.  And  that  is  the  committed 
relationship  between  you  and  your 
Financial  Advisor.  A  relationship  built  on 
listening,  understanding  your  individuality 
and  finding  customized  investment 
solutions  tailored  to  your  financial  goals. 
For  we  know  that  it  is  through  this  kind 
of  dialogue  that  we  can  help  you 
make  the  appropriate  financial  decisions, 
with  confidence. 

Our  Financial  Advisors  are  excited  about 
the  resources  they  now  have  available 
to  them. 

We  think  you  will  be,  too. 


UBS  Financial  Services  Inc. 


T  TOG  Wealth 
LJ-DO  Management 


•  world  All  rights  reserved  UBS  I 


,  Member  SiPC 
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Security 


Security  is  MCl's  wholly  owned,  seamless  network,  which  offers  end-to-end  protection. 
Security  is  MCl's  award-winning  Security  Operations  Center,  delivering  best-in-class  defense 


against  worms,  viruses  and  other  malicious  intrusions.* 


Security  is  MCl's  proactive  audit  and  analysis  of  over  a  million  firewall  log  messages  per  day. 


Security  is  secure  with  today's  MCI. 
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'Based  on  2003  Security  Technology  Leadership  Awards— The  SANS  Institute. 
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www.mci.com 
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ED  BY  RICHARD  S.  DUNHAM 


as  Gerrymandering 
one  too  Far? 


I  CONGRESS  ALMOST  EVENLY  divided,  both  parties  are  more 
ng  than  ever  to  test  the  limits  of  the  law  to  gain  ground. 
House  Republicans,  that  means  leaning  on  friendly  state 
>latures  to  redraw  the  lines  of  congressional  districts  and 
te  safe  GOP  havens.  It's  a  brutally  efficient  approach:  Last 


n  Pennsylvania,  for  example, 
Micans  wiped  out  four  Democratic 
cts.  And  GOP  leaders  elsewhere  are 
)ntent  to  wait  until  after  the  next 
>:s  in  2010  to  play  the  gerrymander 
•Newly  elected  Republican  majorities 
<as  and  Colorado  this  year  took  the 
jal  step  of  re-redistricting— changing 
already  ratified  by  the  courts, 
th  redistricting  disputes  creating  an 
"nore  vicious  political  jungle,  these 
i  are  likely  to  land  in  the  U.S. 
ame  Court,  which  will  be  asked  to 
how  and  when  congressional  lines 
rawn.  The  Colorado  Supreme  Court 
a  warning  shot  on  Dec.  1,  when  it 
ted  a  GOP  plan  to  turn 
wing  districts  into 
iblican  bastions.  Its 
>ning:  The  state, 
ritution  permits 
tricting  only  once 
r  10  years,  not  at  the 
n  of  the  party  in  power. 

in  the  Census 

is  \n  argument  also 
g  used  by  Texas 
.ocrats.  Republicans, 
ig  advantage  of  their 
Btatehouse  majority, 
Rimmer  broke  with  the 
it  ion  of  redistricting 
after  a  census.  They 
pied  a  new  map  to  topple  seven 
io<.iatic  congressional  incumbents— a 
isan  shift  unmatched  in  the  annals  of 
ymandering.  On  Dec.  LI,  a  three-judge 
ral  panel  will  hear  the  case  in  Austin, 
t  kind  of  open-ended  redistricting 
ds  to  chaos,"  says  Representative 
tm  Frost  ( I'  lex.),  whose  seat  was 
stormed  into  a  GOP  stronghold, 
ven  before  the  Texas  and  Colorado 
lUtes  W  ind  then  way  to  the  high  court. 


FROST  awaits  a 
ruling  on  his 
redrawn  Texas 
seat 


the  justices  are  preparing  to  weigh  in  on 
redistricting  shenanigans.  On  Dec.  8,  the 
Supreme  Court  will  hear  a  Democratic 
complaint  that  some  of  Pennsylvania's 
districts  were  illegally  drawn  for  the  sole 
purpose  of  electing  GOP  candidates.  The 
case  has  potential  to  change  the  political 
landscape,  literally  and  legally.  The  court 
long  ago  ruled  that  racial  gerrymandering 
violates  the  Constitution,  but  it  has  never 
limited  partisan  gamesmanship. 

Republicans  accuse  Democrats  of  being 
sore  losers.  "What  the  other  side  calls  an 
abuse  is  strictly  in  the  eyes  of  the 
beholder,"  says  Colorado  Senate  President 
John  Andrews,  a  suburban  Denver 
Republican  who  says 
legislators  have  the  "right 
and  responsibility"  to  map 
congressional  districts. 

The  GOP  may  find  that 
two  can  play  this  game.  If  it 
gets  away  with  its  plans  in 
Texas  and  Colorado, 
Democrats  threaten  to 
redraw  maps  in  Illinois  and 
New  Mexico,  where  they 
control  the  legislatures. 
Because  the  parties  are  so 
evenly  matched,  "there's  a 
willingness  to  fight  fiercely,  and 
perhaps  even  a  bit  dirty,  for  these 
things,"  says  David  Lublin,  an 
associate  professor  of  government  at 
American  University. 

States  such  as  Iowa,  Washington,  and 
New  Jersey  try  to  avoid  partisan 
bloodletting  by  having  blue-ribbon  panels 
—not  lawmakers— draw  district  lines  once 
a  decade.  But  such  a  sensible  approach  is 
unlikely  to  be  widely  adopted  until  the 
Supreme  Court  answers  the  question: 
When  does  partisanship  go  too  far'''  ■ 

-By  Lorraine  WbeUert, 
with  Alexandra  Starr 


CAPITAL 
WRAPUP 

TIT  FOR  TAT  ON 
SOFT  MONEY' 

REPUBLICANS  WERE 
outmaneuvered  when 
Democrats  found  a  way  around 
strict  campaign  fund-raising 
limits  passed  last  year.  Now  a 
group  of  GOP  strategists  is 
fighting  back.  Former  Reagan 
and  Bush  I  officials  Frank  J. 
Donatelli,  George  J.  Terwilliger 
III,  and  Craig  Shirley  have 
established  Americans  for  a 
Better  Country  (ABC),  which 
says  it  will  mimic  the  fund- 
raising  tactics  of  America  Votes, 
America  Coming  Together,  and 
other  left-leaning  groups  that 
are  raking  in  unregulated  cash. 
The  Democratic  groups  have  a 
leg  up— thanks  to  $10  million 
in  seed  money  from  billionaire 
financier  George  Soros— so  the 
GOPers'  first  move  is  to  try  to 
shut  down  their  liberal  rivals. 
In  mid-November,  ABC  asked 
the  Federal  Election 
Commission  to  decide  whether 
partisan  activities  such  as 
those  of  America  Votes  are 
legal.  But  if  the  FEC  blesses  the 
soft-money  groups,  ABC  will 
raise  "as  much  money  as  we 
legally  can"  to  run  ads  and 
mobilize  voters  next  year, 
Shirley  says. 

NEW  REGS 

FOR  NET  PHONES 

THE  FAST-GROWING 
popularity  of  Internet  phone- 
calling  has  regulators 
scrambling.  Some  states  want 
to  assess  phone-related  charges 
on  the  Web -based  services,  but 
Congress  could  block  them. 
The  Federal  Communications 
Commission  is  likely  to  adopt  a 
lighter  touch.  FCC  Chairman 
Michael  K.  Powell,  who  held  a 
Dec.  1  hearing,  will  probably 
push  the  new  providers  to 
offer  on  services,  pay  for 
universal  phone  access 
subsidies,  and  give  the  FBI 
wiretapping  capabilities. 
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TRADE 


WHERE  FREE 
TRADE  HURTS 

Thirty  million  jobs  could  disappear 
with  the  end  or  apparel  quotas 


^ 


Y  CAMBODIA'S  MODEST 
standards,  Tuch  Phearom 
is  a  success  story.  For  the 
past  four  years  she  has 
been  sewing  sweaters,  a 
'  job  that  now  earns  her  as 
much  as  $80  per  month. 
The  money  has  helped  her  family  build  a 
new  wooden  house  that  sits  on  stilts,  leav- 
ing room  for  the  chickens,  pigs,  and  cattle 
to  sleep  and  forage  below.  And  her  wages 
have  allowed  her  father  to  expand  the  plot 
of  land  he  farms  to  4.5  hectares. 

The  winds  of  global  commerce, 
though,  may  soon  blow  right  through 
Tuch's  humble  prosperity.  The  U.S.  and 
Europe  next  year  are  set  to  remove  a  30- 
year-old  regime  of  strict  import  quotas  on 
clothing  and  textiles,  which  could  put 
Tuch  and  the  1,300  other  workers  at  the 
Thai-Pore  Garment  Manufacturing  Co. 
out  on  the  street.  The  reason:  Once  the 
quotas  are  lifted,  a  handful  of  countries- 
most  notably  China— are  expected  to 
quickly  dominate  the  clothing  industry 
worldwide,  using  their  low  wages,  mod- 
ern factories,  and  good  infrastructure  to 
put  outfits  like  Thai-Pore  out  of  business. 
"I'm  worried  my  family  will  have  noth- 
ing," says  the  24-year-old  Tuch.  Adds  her 
boss,  Managing  Director  Roger  Tan: 
"China  is  a  major,  major  threat." 

It's  not  just  a  threat  to  Cambodia.  From 
the  Dominican  Republic  to  Bangladesh, 
some  30  million  workers  in  dozens  of  de- 
veloping countries  could  see  their  jobs 
evaporate.  Under  a  1974  global  pact 
called  the  Multi-Fiber  Arrangement 
(MFA),  47  nations  each  gets  a  share  of  the 
European  and  U.S.  markets  for  clothing 
and  textiles.  Cambodia,  for  instance,  this 
year  can  export  to  the  U.S.  1,721,232  cot- 
ton  pillowcases,  72  silk  dresses,  and 
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37,896  playsuits— in  all,  $1.4  billion 
worth  of  clothing  and  textiles.  The  origi- 
nal idea  of  the  quotas  was  to  afford  some 
protection  to  the  declining  textile  indus- 
tries of  the  developed  countries.  The  real- 
ity was  different:  With  quotas  effectively 
guaranteeing  market  access,  manufactur- 
ers sprang  up  in  such  unlikely  places  as 
Jamaica  and  Sri  Lanka,  which  before  the 
quotas  had  no  significant  textile  industry. 

"TRADE  NOT  AID" 

TALK  ABOUT  unintended  consequences. 
Clothing  exporters  such  as  Ghana,  the 
Dominican  Republic,  and  Turkey  had 
long  protested  that  quotas  were  holding 
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Looming  Gloom 

A  30-year-old  pact  that  controls  global  trade  in  apparel  will 
end  in  2004.  The  shift  will  eliminate  import  quotas  on 
clothing  and  textiles  and  slash  prices  in  the  U.S.  and  Europe. 
But  it  will  also  devastate  developing  economies  that  depend 
on  textile  exports. 


THE  HISTORY  To  persuade 

developing  nations  to  beef  up 
intellectual  property 
protection  and  loosen 
investment  rules,  rich  nations 
agreed  to  phase  out  import 
quotas  on  textiles  and 
apparel. 

THE  REASONING  Developing 
nations  initially  liked  the 
agreement  because  they  have 
low-cost  garment  industries 
and  hoped  to  be  able  to 
export  more  when  quotas  for 
WTO  members  ended. 


NEXT  YEAR  A  10-year 
process  of  phasing  out 
European  and  American 
import  quotas  will  be 
completed.  Trade  in  most 
categories  will  be  liberalized 
during  the  year  and  all  quotas 
will  be  lifted  by  Jan.  1,2005. 


THE  RISE  OF  CHINA  When  the 

deal  was  struck,  China  wasn't 
a  WTO  member  so  it  didn't 
stand  to  benefit.  But  China 
joined  the  group  in  2001,  and 
now  it  is  expected  to  quickly 
dominate  the  market. 
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back  their  development.  Not  so  re 
years  ago,  each  expected  to  ramp  up  a  was 
duction  dramatically  if  the  quota  sys 
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MADE  IN  CAMBODIA 

Clothing  produces 
93%  of  export 
earnings 


n|j  countries  hailed  the  agreement, 
at  was  before  China  was  invited  to 
party.   In   December,  2001,  China 
d  the  WTO  and  now  it's  poised  to 

I  nate  the  world  apparel   industry. 

i  ,iing  workers  in  China  earn  an  aver- 
>f  $73  per  month,  compared  with  $75 
donesia,  $102  in  the  Dominican  Re- 

i  iic,  and  $300  in  Honduras.  Moreover, 
the  help  of  trading  companies  in 
g  Kong,  China  can  quickly  deliver  its 
rls  to  stores  thousands  of  miles  from 
lores.  Once  all  quotas  are  lifted,  Chi- 
share  of  the  $500  billion  global 
ling  market,  now  17%,  is  expected  to 
kly  jump  to  45%,  the  World  Bank  es- 
tes.  China's  piece  of  the  U.S.'s  $60 
)n  in  apparel  and  textile  imports 
d  rise  from  the  current  $6.5  billion  to 
billion  by  2010,  the  World  Bank  says, 
addenly,  the  much-maligned  quota 
sm  looks  like  a  lifeline.  Rather  than 
>ing  developing  nations,  the  phaseout 
UOtas  creates  a  Darwinian  survival  of 
fittest  — or,  as  critics  of  globalization 
ild  have  it,  a  race  to  the  bottom,  where 
es  and  benefits  are  certain  to  be  sacri- 
1  in  a  frantic  effort  to  retain  market 
re.  When  quotas  on  baby  clothes  and 
luggage  ended  last  year,  China's  e.\- 
ts  of  baby  clothes  to  the  U.S.  leaped 
"...  and  its  soft  luggage  shipments 
•  fivefold.  In  Thailand,  Indonesia,  and 
mid,   production   of  those    products 


Prices  have 
fallen  30% 
on  items 
that  went 
off  quota 
last  year 


dropped  by  roughly  half. 

That  kind  of  competition 
clearly  benefits  rich-nation 
consumers.  Prices  have  al- 
ready fallen  by  30%  on 
items  that  went  off  quota 
last  year,  according  to  in- 
dustry estimates.  And  buy- 
ers from  companies  such  as 
the  Gap  and  Nike  have 
been  flocking  to  China  in 
anticipation  of  the  end  of 
the  quota  regime.  M.  Mani- 
wanen,  CEO  of  Indonesia's  Busana  Ap- 
parel Group,  got  a  taste  of  what  life  may 
soon  be  like  when  he  met  in  November 
with  officials  of  Phillips-Van  Heusen 
Corp.  The  Van  Heusen  team  insisted  Bu- 
sana's  prices  of  $12  to  $15  for  a  dozen 
dress  shirts  were  too  steep.  "They're  tak- 
ing advantage"  of  the  phaseout,  says  a 
dispirited  Maniwanen.  Van  Heusen  exec- 
utives could  not  be  reached  for  comment. 

Still,  China  is  sure  to  take  the  heat  for 
the  pricing  pressure.  Last  year's  surge  in 
U.S.  imports  of  three  off-quota  items  from 
China— bras,  bathrobes,  and  woven  fab- 
ric—has already  created  a  mini-crisis  in 
Beijing's  relations  with  Washington.  On 
Nov.  30,  the  U.S.  announced  it  would  im- 
pose emergency  "safeguard"  quotas  on 
the  three  categories  to  give  domestic 
manufacturers  some  breathing  room. 
China  pleads  that  it  is  only  looking  after 


its  own  interests.  "China  is  still  a  devel- 
oping country,  so  for  a  long  time  we  will 
need  labor-intensive  industry,"  says  Cm. 
Xinyu,  vice-chairman  of  the  Chins 
Chamber  of  Commerce  for  Import  &  Kx- 
port  of  Textiles. 

One  of  the  primary  victims  of  the  end 
of  quotas  is  likely  to  be  the  U.S.  apparel 
and  textile  industry.  In  the  past  12 
months,  nearly  50,000  U.S.  textile  and 
garment  jobs  have  been  lost,  leaving  just 
780,000  workers  in  the  two  sectors. 
Some  expect  the  U.S.  industry  to  nearly 
disappear,  much  as  production  of  toys,  bi- 
cycles, and  consumer  electronics  moved 
offshore  with  the  quiet  acquiescence  of 
Washington  policymakers  years  ago.  The 
union  representing  U.S.  textile  workers, 
UNITE,  puts  the  potential  job  loss  from 
the  quota  phaseout  at  500,000. 

Washington  is  also  worried  about  the 
destabilizing  impact  of  the  end  of  appar- 
el quotas  in  the  developing  world.  Last 
spring,  U.S.  Trade  Representative  Robert 
B.  Zoellick  ordered  a  report  on  the  effect 
of  a  quota  phaseout  on  poorer  nations. 
His  main  concern:  The  Caribbean,  Cen- 
tral America,  and  the  Andean  nations. 
Their  inefficient  industries  survive  today 
only  because  they  have 
guaranteed  quotas  and  can 
export  to  the  U.S.  duty-free 
as  long  as  they  use  Ameri- 
can-made fabric.  But  after 
the  study  was  completed  in 
October,  Zoellick  refused  to 
release  its  contents.  Accord- 
ing to  sources  familiar  with 
its  conclusions,  it  warns  of  a 
devastating  impact  on  many 
developing  economies.  Do- 
minican officials  say  they 
could  lose  more  than  a  third 
country's     119,000     garment 


of    the 
workers. 

The  likely  losers  are  scrambling  to  fight 
back.  Central  American  nations,  for  in- 
stance, are  desperately  trying  to  negotiate 
a  trade  deal  with  the  U.S.  by  Jan.  1  that 
would  eliminate  tariffs  no  matter  where 
they  buy  their  fabric.  "For  us,  [a  free- 
trade  pact  with  the  U.S.]  is  a  question  of 
life  or  death,"  says  Jesus  Canahuati,  pres- 
ident of  the  Honduran  Maquiladora 
Assn.,  an  industry  group  representing 
clothing  manufacturers. 

China  won't  be  the  only  survivor.  India 
and  Pakistan  are  also  likely  to  benefit 
from  the  lifting  of  quotas.  Both  countries 
grow  plenty  of  cotton  and  make  high- 
quality  synthetic  fibers.  Pakistan's  textile 
and  clothing  industry  employs  more  than 
a  third  of  the  country's  industrial  work- 
ers, while  its  $7  billion  in  sales  abroad  ac- 


December  15.  20C       BusinessWeek    55 


News  International  Business 


count  for  two-thirds  of  the  country's  ex- 
port earnings. 

India  is  in  an  even  stronger  position. 
India  claims  the  world's  third-largest 
cotton  production,  behind  China  and 
the  U.S.  And  Indian  exporters  have  es- 
tablished close  ties  to  major  U.S.  retail- 
ers such  as  J.C.  Penney  and  Target.  Op- 
timists in  the  industry  are  already 
getting  a  jump-start  on  2005.  Welspun 
India  Ltd.,  the  world's  fifth-largest  tow- 
el maker,  is  doubling  capacity  at  its 
plant  outside  Bombay,  where  a  stream 
of  U.S.  buyers  are  placing  orders  in  an- 
ticipation of  the  quota  phaseout  on  tow- 
els. "We  see  ourselves  as  one  of  the 
dominant  players,"  says  Rajesh  R. 
Mandawewala,  executive  director  of 
Welspun. 

Will  the  Bush  Administration  yield  to 


CHINA  RISING 
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pressure  at  home  and  abroad  to  save  ap- 
parel factories?  "Politically,  it's  not  go- 
ing to  be  possible  to  do  nothing,"  says 
Fernando  Silva,  managing  director  of 
Kurt  Salmon  Associates,  a  consultant 
for  consumer  product  companies.  U.S. 
officials  concede  the  pressure  is  intense. 
"I  have  people  in  my  office  all  the  time 
saying,  'You  gotta  do  something,' "  says 
James  C.  Leonard  III,  the  U.S.  Com- 
merce deputy  assistant  secretary  for  tex- 
tiles, apparel,  and  consumer  goods. 
"What  am  I  going  to  do?  Everybody 
agreed  to  do  away  with  quotas." 

Still,  China  has  so  many  advantages 
that  its  rise  seems  inevitable.  "Take  any- 
thing—garments or  textiles— and  peo- 
ple will  say,  'Sorry,  China  is  cheaper 
than  anywhere  else,'"  says  G.K.  Ram, 
general  manager  of  a  Kahatex  Group 
factory  in  Bandung,  Indonesia,  that 
churns  out  apparel  for  Wal-Mart  Stores 
Inc.  and  Kmart.  Perhaps  sooner  than 
most  realize,  Tuch  Phearom  and  mil- 
lions like  her  will  be  struggling  to  find 
new  jobs.  ■ 

-By  Paul  Magnusson  in  Washington, 

Frederik  Balfour  in  Phnom  Penh,  and 
Michael  Shari  in  Jakarta 


CHINA 


A  BUSH  IN  HAND 
IS  WORTH...  A  LOT 

The  President's  brother  is  working  for 
chipmaker  with  powerful  ties  to  Beijinj 


XECUTIVES  AT  GRACE 
Semiconductor  Manufac- 
turing Corp.  know  a  thing 
or  two  about  guanxi,  the 
web  of  connections  that  fu- 
els business  in  China.  The 
Shanghai-based  company 
was  co-founded  by  Jiang  Mianheng,  the 
son  of  former  Chinese  President  Jiang 
Zemin.  The  other  co-founder  is  Taiwan- 
born  Winston  Wong,  whose  father  Y.C. 
Wang  runs  petrochemical  maker  For- 
mosa Plastics  Corp.  and  is  probably  the 
island's  most  powerful  businessman. 
That's  not  to  say  the  two  don't  have  pret- 
ty solid  credentials:  Wong  founded 
Nanya  Technology  Corp.  in  Taiwan, 
while  Jiang  has  a  PhD  in  physics  from 
Drexel  University  in  Philadelphia  and  is 
vice-president  of  the  Chinese  Academy 
of  Science.  But  their  true-blue  bloodlines 
don't  hurt. 

So  it  should  come  as  no  surprise  that 
Grace  last  year  hired  a  certain  Neil  Bush. 
After  all,  he's  the  son  of  the  former  pres- 
ident and  brother  of  President  George  W. 
Bush.  Neil  Bush's  retainer  with  Grace, 
which  pays  him  $400,000  in  stock  an- 
nually over  five  years,  came  to  light  dur- 


Chips  Off 
The  Old  Block 

Grace  Semiconductor's 
power  trio: 

JIANG  MIANHENG  (CO 

founder)  Son  of  former  Chi- 
nese President  Jiang  Zemin 

WINSTON  WONG  (co-founder) 
Son  of  Taiwan's  most  powerful 
tycoon,  Y.C.  Wang 

NEIL  BUSH  (consultant)  Son  of 
George  HW.  Bush;  brother  of 
President  George  W.  Bush 


Data:  eusiness'Veed 


ing  Bush's  divorce  proceedings  in  Ta 
Although  the  48-year-old  Bush  admj 
in  a  deposition  that  he  has  little  knJ 
edge  of  semiconductors,  his  family 
offers  plenty  of  Washington  guanxi.  | 

BUSH'S  ROLE 

SO  JUST  WHAT  HAS  Neil  Bush  done 
Grace?  According  to  a  contract  filed  < 
Bush's  divorce  papers,  Grace  hired 
as  a  consultant.  Grace  says  Bush  is  all 
director— though  officials  decline  to  f 
anything  more  about  his  role.  Nob| 
has  accused  Grace  or  Bush  of  doing ; 
thing  illegal,  and  Grace  says  Bush  di(j 
help  the  company  get  permits  this  yea 
import  sensitive  equipment  from  the  I 
used  to  etch  silicon  wafers.  Bush  did 
return  phone  calls  to  his  Texas  officesl 
Still,  there  is  little  doubt  that  Grl 
could  use  a  hand  in  Washington.  Gracl 
one  of  many  companies  that  would  b  J 
eft  from  a  repeal  of  controls  on  the  said 
tech  equipment  that  the  West  fears  coJ 
be  used  by  the  Chinese  military.  The  col 
pany  hopes  to  build  a  semiconduci 
plant  capable  of  churning  out  chips  frq 
wafers  12  inches  in  diameter— which 
quire  the  most  advanced  manufacturi| 
gear  available,  and 
which   Grace's   vendc 
would  need  an  export  | 
cense  from  the  U.S. 
fund     the     expansic 
Grace  plans  a  $350 
lion  private  placement  | 
shares,  and  is  conside 
ing    a    public    offerir 
Grace  is  clearly  an  ami 
tious  company— but  oij 
that    knows    a    bit 
guanxi  can  be  as  impo| 
tant    to    success    as 
roomful  of  engineers. 
-By  Frederik  Balfoi\ 
and  Bruce  Einhorn  \ 
Hong  Kong,  with  Kal^ 
Murphy  in  Housto 
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RUSSIA 


THE  BILLIONAIRE  WHO 
MAYBAGYUKOS 

As  its  merger  with  Sibneft  falters,  all  eyes 
are  on  Roman  Abramovich 


OMAN  ABRAMOVICH  IS 
one  of  Russia's  wiliest  oli- 
garchs, a  businessman 
possessed  of  a  shark's 
taste  for  blood.  Well-timed 
grabs  have  turned  the  37- 
year  old  Abramovich  into 
Russia's  second-wealthiest  man,  with  a 
fortune  estimated  at  $6  billion.  His  latest 
move  may  put  him  in  control  of  Yukos- 
Sibneft,  the  new  giant  that  was  set  to  be 
the  country's  largest  oil  major  and  a  pos- 
sible partner  with  Exxon  Mobil  Corp. 

It's  a  complicated  tale.  On  Nov.  28, 
Abramovich  shocked  investors— and 
Yukos— by  suspending  the  planned  $35 
billion  merger  with  his  oil  company  Sib- 
neft. Many  interpreted  the  move  as  an 
attempt  by  Abramovich  to  separate  his 
company  from  the  fate  of  Yukos,  whose 
Chairman  Mikhail  Khodorkovsky  sits  in 
jail  on  charges  of  tax  evasion  and  fraud. 
But  the  suspension  is  now  looking 
more  like  a  head  feint  by  Abramovich.  In- 
stead of  nixing  the  deal,  he  seems  intent 
on  exploiting  Khodorkovskys  weakness 
to  seize  management  control  of  the 
merged  company  for  himself  and  his 
partners.  Under  the  terms  of  the  original 
deal,  announced  in  April,  Abramovich 
was  to  fold  his  Sibneft  stake  into  a  com- 
pany owned  and  managed  largely  by 
Khodorkovsky  and  his  associates. 

Known  as  the  "quiet  oligarch"  because 
he  avoids  the  limelight,  Abramovich  has 
made  it  something  of  a  habit  to  profit 
from  the  troubles  of  other  tycoons.  After 
his  former  partner  Boris  A.  Berezovsky- 
Russia's  most  outspoken  oligarch— fell 
out  with  Putin  in  2000,  Abramovich 
bought  Berezovsky's  stakes  in  Sibneft  and 
Aeroflot.  "The  Sibneft  guys  are  some  of 
the  smartest  businesspeople  [in  Rus- 
sia]," says  Erik  Wigertz,  co-head  of  re- 
search at  United  Financial  Group  invest- 
ment bank  in  Moscow.  "When  they  smell 
weakness,  they'll  go  for  it." 

The  Putin  government  certainly  seems 
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Roman  Abramovich: 
The  Quiet  Magnate 


CHILDHOOD  Orphaned  at  age  4. 


EARLY  CAREER  Trading  oil  products  in 
the  late '80s  and  early '90s. 


BIG  BREAK  Business  partnership  with 
Boris  Berezovsky  in  1990s. 


LUCKY  ESCAPE  Avoiding  the  tlak  when 
Berezovsky  lost  favor  with  Putin. 


BUSINESS  INTERESTS  With  partners, 
around  90%  ot  Sibneft  oil  company,  plus 
25%  of  Russian  Aluminum.  Owner  of 
Chelsea  Football  Club  since  July,  2003. 


POLITICAL  INTERESTS  Governor  of 
Chukotka  province  in  northern  Russia. 


Data,  BusinessWeek 


intent  on  weakening  Khodorkovsky.  It 
not  only  threw  him  in  jail  but  also  froze 
his  42%  stake  in  Yukos.  And  on  Dec.  2,  it 
hinted  that  Yukos  will  be  forced  to  pay  $5 
billion  in  "outstanding  taxes  and  penal- 
ties." Abramovich  may  be  simply  doing 


the  Kremlin's  bidding.  "This  is  a  1< 
move  by  the  President  for  forcing  o 
shareholders    of  Yukos,"    says    i 
Mukhin,  a  political  analyst  at  the  C 
for  Political  Information  in  Mosco1 
ferring  to  Khodorkovsky  and  his  par 
Most  observers  assume  Khodorki 
was  arrested  because  his  political  a 
ties  annoyed  President  Vladimir  V.  I 
But  Abramovich  has  plenty  of  his 
reasons  to  fiddle  with  the  deal.  Wh< 
agreed  to  the  merger,  internation; 
majors  were  lining  up  to  pay  megab 
for    participation.    Following    Khc 
kovskys  arrest,  Yukos  has  become  a 
ah,  and  its  market  value  has  dec 
28%,  while  Sibneft  shares  are  down 
Abramovich  may  want  more  equit 
well  as  more  control  to  compensat 
the   heightened   risk  of  dealing 
Yukos.  "If  you  look  at  Abramovich's 
ation,  there  is  a  clear  economic  log 
what  he's  doing,"  says  William  F.  Bi 
der,  ceo  of  Hermitage  Capital  Man 
ment  Ltd.  Sibneft  shares  are  up  9%  s 
its  surprise  announcement  on  Nov.  2 

BEST-RUN  COMPANY 

WITH  HIS  GROUP'S  $7  billion 
hoard,  Abramovich  has  the  finari 
might  to  purchase  control  of  Yukos 
neft.  If  Khodorkovsky's  shares  are  ft 
up,  Abramovich  could  buy  them  dire 
from  the  Yukos  boss— who  may  be  in 
mood  to  sell  after  a  few  more  month 
jail.  Or  Abramovich  might  be  able  to 
the  shares  from  the  government  if  it 
cides  to  confiscate  them  to  make  up 
back  taxes.  Investors  are  not  likely 
complain  if  Sibneft  has  a  bigger  role 
the  new  outfit:  Sibneft  is  seen  as  the  b< 
run  oil  company  in  Russia.  If  Abramov 
gets  his  way,  the  top  slot  would  go 
Eugene  Shvidler,  Sibneft's  president. 

Even  if  this  buyout  plan  doesn't  wc 
acquiring  management  control  may 
enough  to  satisfy  Abramovich.  He  coi 
still  profit  by  selling  a  large  minority  st; 
in  Yukos-Sibneft  to  a  foreign  invest 
Selling    off   would    be    in    line    w 
Abramovich's  recent  moves  to  get  out 
Russian  business:  He  has  already  sold 
stakes  in  Aeroflot  and  Russian  Alumim 
and  acquired  the  English  football  cl 
Chelsea.  Paradoxically,  upping  his  inf 
ence  in  Yukos-Sibneft  may  actually  be  t 
best  way  to  do  that.  With  Khodorkovsk 
role  reduced  and  the  Kremlin  giving 
blessing,  Yukos-Sibneft  could  once  aga 
be  in  a  position  to  attract  an  internatio 
al  suitor.  Whatever  happens,  the 
Abramovich  is  likely  to  emerge  rich 
than  before.  ■ 

-by Jason  Biish  in  Moscc. 


Before  we  talk  about 

the  growth  of  broadband, 

let's  talk  about 

infrastructure. 


Everyone  wants  to  know  what's 
behind  the  surprising  growth  in 
broadband  these  days.  Well  to  be 
perfectly  honest,  it's  not  all  that 
surprising.  Quietly,  behind  the 
scenes,  we've  been  hard  at  work 
building  the  only  nationwide 
broadband  DSL  network.  And  now 
that  the  infrastructure  is  in  place, 
and  broadband  is  growing  at  nearly 
40%  a  year,  the  best  is  yet  to 
come.  If  you  don't  know  us,  we're 
Covad,  the  company  supplying 
broadband  to  the  biggest  names 
in  communications.  And  every  day, 
we're  continuing  our  work  by 
simplifying  delivery  systems, 
improving  the  customer 
experience  and  providing  a  solid 
foundation  for  growth.  Hang  on 
tight,  because  unless  the 
world  suddenly  decides  that 
slower  is  better,  broadband  will 
only  get  bigger. 


To  learn  more  go  to  www.covad.com 
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A  Tiny  Seed  to  Make 
Mideast  Peace  Bloom? 


IT'S  TEMPTING  TO  DISMISS  the  unofficial  peace  initiative  formally 
unveiled  by  a  group  of  former  Israeli  and  Palestinian 
politicians  in  Switzerland  on  Dec.  1  as  a  public-relations  ploy— 
and  little  more.  After  all,  Israeli  Prime  Minister  Ariel  Sharon 
has  condemned  the  proposal,  known  as  the  Geneva  Accord, 

chairman  of  Delta  Galil  Industries  Ltd., 


to  create  a  Palestinian  state  along  Israel's 
1967  borders.  Palestinian  leader  Yassir 
Arafat  provided  only  a  muted 
endorsement  because  the  Palestinians 
would  have  to  give  up  such  cherished 
goals  as  the  "right  of  return"  to  their 
former  homes.  After  three  years  of 
violence,  few  Israelis  and  Palestinians 
dare  to  hope  for  a  way  out  of  the  impasse. 

Renewed  Efforts 

NO  ONE  THINKS  the  Geneva  Accord, 

negotiated  by  former  Israeli  Justice 

Minister  Yossi  Beilin  and  former 

Palestinian  Information  Minister  Yasser 

Abed  Rabbo,  will  be  adopted.  But  the 

accord  and  other 

nongovernmental 

efforts  may  just  be 

enough  to  force 

Sharon  and  the 

Palestinians  to 

reengage.  The 

accord  follows  a 

peace  plan  called 

People's  Voice, 

written  by  Ami 

Ayalon,  a  former 

Israeli  security 

services  director, 

and  Sari  Nusseibeh, 

a  leading  Palestinian 

intellectual.  It  has  been  signed  by  125,000 

Israelis  and  65,000  Palestinians.  And  four 

former  Israeli  security  chiefs  recently 

caused  a  stir  by  warning  publicly  of  a 

"catastrophe"  if  talks  don't  resume.  "It's 

the  beginning  of  a  [new]  peace  movement 

in  Israel.  It's  been  dead  for  a  long  time," 

says  Edward  S.  Walker  Jr.,  a  former  U.S. 

ambassador  to  Israel. 

Just  as  important,  leading  Israeli 
business  executives  are  backing  the  peace 
efforts.  Among  the  300  delegates  to  the 
Geneva  ceremony  were  Dov  Lautman, 
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Israel's  largest  textile  company,  and  Bruno 
Landsberg,  chairman  of  Sano  Bruno's 
Enterprises  Ltd.,  a  major  household 
cleaning  products  maker.  Organizers  have 
spent  $1  million  to  publish  the  accord  in 
Israeli  and  Palestinian  newspapers  and 
send  it  to  every  Israeli  home,  and  plan  to 
spend  much  more  on  marketing.  "The 
debate  will  only  get  more  heated,"  says 
Dror  Sternschuss,  the  Geneva  group's 
marketing  director.  Meanwhile, 
entrepreneur  Orni  Petruschka,  former  co- 
chairman  of  tech  startup  Chromatis 
Networks  Inc.,  has  become  general 
manager  and  a  financial  backer  of  People's 
Voice  since  selling 
Chromatis  for  $3.8 
billion.  "The  conflict 
has  stopped  all 
economic  and  social 
progress.  Without  a 
solution,  we'll 
continue  to 
stagnate,"  he  says. 

Sharon  faces 
criticism  from  other 
fronts.  Shinui,  the 
No.  2  party  in  his  coalition,  wants  the 
government  to  dismantle  not  only  illegal 
Jewish  outposts  in  the  West  Bank  but 
larger,  government-sanctioned  settlements. 
The  trouble  is  ultranationalist  parties 
threaten  to  quit  the  coalition  if  Sharon 
makes  concessions  to  the  Palestinians. 
Even  so,  expectations  are  growing  that  he 
will  have  to  take  unilateral  action  to  get 
peace  talks  going  again  soon.  One 
possibility:  compromise  on  the  planned 
route  of  Israel's  security  fence,  which  will 
dip  into  the  West  Bank.  If  such  a  move 
brings  the  two  sides  back  to  the  table,  the 
peace  campaigners  will  have  scored  far 
more  than  a  public-relations  coup.  ■ 

-By  Neal  Sandler  in  Jerusalem 


GLOBAL 
WRAPUP 

GERMANY'S  CDULEADl 
TAKES  LEAD  ON  REFOR 

WITH  THE  tactical  sharpnesj 
that  has  so  often  frustrated  ] 
rivals,  German  center-right 
leader  Angela  Merkel  used  a 
party  convention  in  Leipzig  i 
Dec.  2  to  take  the  initiative  ir 
the  national  debate  on 
economic  reform.  Merkel 
persuaded  delegates  of  her 
Christian  Democratic  Union  I 
back  a  program  that  includes! 
steeper  tax  cuts  and  more  lab| 
market  deregulation  than  is 
proposed  by  center-left 
Chancellor  Gerhard  Schroder's 
government.  Besides  stealing 
the  limelight  from  Schroder, 
Merkel  overshadowed  rival  aj 
fellow  conservative  Edmund 
Stoiber,  the  Bavarian  Prime 
Minister  who  has  hesitated  tc 
back  drastic  changes  to  the 
welfare  system.  Merkel's  courl 
is  risky,  since  many  Germans  [ 
also  fear  reform.  But  if  she  ca 
convince  them  that  fess 
government  intervention  will  | 
bring  more  prosperity,  she 1 
solidify  her  chances  to  lead  thl 
center-right  against  Schroder  f 
2006  elections. 

MORE  TROUBLES  FOR 
BRITAIN'S  BLAIR 

TONY  BLAIR'S  credibility  as 
Prime  Minister  is  on  the  line  i  r| 
his  battle  to  require  British 
university  graduates  to  pay 
about  $5,100  per  year  in  fees 
after  entering  the  workforce. 
The  measure  has  sparked  a 
rebellion  in  his  Labour  Party. 
More  than  140  Labour  MPs 
have  signed  a  motion  opposing  ft 
the  plan,  forcing  Blair  to  delay 
vote  until  January.  If  he  fails  to 
win  enough  support  to  pass  hi! *< 
pet  scheme  for  providing  new 
funding  for  British  universities 
he  may  face  pressure  to  resign. 
Blair's  likely  successor  would  1 
Chancellor  of  the  Exchequer 
Gordon  Brown,  who  doesn't  hide 
his  ambition  for  the  job. 
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Innovative  banking  creates  value. 
Profit  from  it. 
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fer  customers  new  solutions,  the  Societe  Generate  Group  consistently  innovates  in  its  three  businesses 
jtail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving  15  million 
Dmers  in  30  countries  ■  Asset  Management:  the  No.  3  bank  in  the  euro  zone,  with  €273  billion*  under 
agement;  among  the  world  leaders  in  alternative  investment  management,  multi-management 
funds  of  funds  ■  Corporate  and  Investment  Banking:  the  3'°  largest  bank  in  the  euro  zone  based 
avenues  and  a  global  leader  in  derivatives  and  structured  finance.  www.socgen.com 
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Hyundai  can  See  it.  It's  under  the  hood.  New  cars  from  Hyundai  do  more  than 
drive  -  they  talk  back.  IBM  and  Hyundai  Motors  teamed  up  to  put  "telematics"  in 
Hyundai  vehicles.  Performance  data  streams  from  car  to  carmaker.  So  maintenance 
efficiency  goes  up.  After-sales  service  improves.  Warranty  costs  come  down.  And 
information  gets  fed  back  into  Hyundai's  new  car  designs,  shortening  production 
cycles  and  cutting  costs.  Voila.  Cash  money.  Found. 


A  guide  to  the  on  demand  world:  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 


you  had. 


Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  uber-efficiency,  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  what  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linuxf 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


an  you  see  it?  It's  an  on  demand  world.  And  IBM  Business 
Dnsulting  Services  can  look  at  your  business  holistically  (at  the 
aero  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
:>portunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
nar  out  of  them.  You  show  us  the  .couch,  we'll  help  show  you  the 
ash.  On  demand  business.  Get  there  with  (<J> business  on  demand" 


ibm.com/ondemand 


Workplace  Divers  it 


Coming  Out  in 
Corporate  America 

Gays  are  making  huge  strides  everywhere, 
but  in  the  executive  suite.  BY  CLIFF  EDWARDS 


LEADERSHIP  Capital 
One's  Connelly  says 
being  out  makes 
her  a  better  boss 


NE  CHILLY  FALL  DAY 
last  year,  Gary  Osifchin 
trooped  into  a  manda- 
tory training  session  at 
S.C.Johnson  &  Son  Inc. 
The  privately  held  com- 
pany, located  in  Racine, 
Wis.,  which  was  voted  2003's  "all-Ameri- 
can city"  by  the  National  Civic  League, 
manufactures  Raid  insecticide  and  Glade 
air  fresheners.  It's  the  kind  of  place  where 
factory  workers  ride  to  the  assembly  line 
on  Harley-Davidsons,  dine  on  local 
bratwurst,  and  chase  it  down  with  Mil- 
waukee beer. 

About  20  plant  managers  were  seated 
in  a  circle  in  a  drab  conference  room.  Os- 
ifchin, an  S.C.  Johnson  marketing  exec, 
walked  into  the  center  and  started  telling 
stories— about  his  boyfriend,  his  romantic 
life,  and  his  experiences  as  a  homosexual. 
He  told  co-workers,  for  instance,  that  one 
constant  source  of  stress  was  having  to 
come  out  anew  every  time  he  sat  down 
with  a  new  supervisor  or  switched  units. 
"Somebody  might  see  a  picture  of  a  guy 
on  my  desk,  and  that  just  sparks  conver- 
sation," he  said. 

The  frank  talk  was  the  kickoff  of  Gay 
201,  the  upper-level  course  in  gay  sensi- 
tivity training  offered  at  S.C.  Johnson.  It's 
available  only  to  graduates  of  Gay  101,  an 
introductory  seminar  that  debunks 
stereotypes.  The  classes  at  Johnson  are 
hardly  anomalous.  Eastman  Kodak  Co. 
offers  similar  sessions.  Lucent  Technolo- 
gies, Microsoft,  Southern  California  Edi- 
son, and  dozens  of  others,  meanwhile, 
send  executives  to  weeklong  training 
courses  for  gay  managers  at  the  Universi- 
ty of  California  at  Los  Angeles'  Anderson 
School  of  Management. 

The  programs  are  just  one  small  piece 
of  a  growing  gay,  lesbian,  bisexual,  and 
transgender  (GLBT)  rights  movement  in 
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Corporate  America.  Following  in  the 
footsteps  of  African  Americans,  women, 
and  other  traditionally  marginalized 
groups,  corporate  gays  are  increasingly 
standing  up  for  their  rights.  Defense  con- 
tractors such  as  Raytheon  Co.  and  Lock- 
heed Martin  Corp.  now  sponsor  gay  sup- 
port groups.  American  Express  Co.  and 
Lehman  Brothers  Inc.  promote  their  gay 
financial  advisers  in  GLBT  publications. 
Even  culturally  conservative  Wal-Mart 
Stores  Inc.,  which  bans  racy  magazines 
and  compact  discs  with  offensive  lyrics, 
this  year  adopted  a  nondiscrimination 
policy  toward  gays. 

GALLOPING  CHANGE 

THE  NEW  ATTITUDE  of  GLBT  acceptance 
in  the  business  world  stems  from  the 
same  cultural  forces  that,  in  recent 
months,  have  led  to  openly  gay  clergy,  the 
television  hit  Queer  Eye  for  the  Straight 
Guy,  the  Supreme  Court's  landmark 
Lawrence  v.  Texas  decision  banning  anti- 
sodomy  laws,  and  the  prospect  of  gay 
marriage  in  Massachusetts.  Change  is 
coming  quite  rapidly  to  corporations  as 
well.  Of  the  nation's  top  500  companies, 
95%  now  offer  policies  that  preclude  dis- 
crimination based  on  sexual  orientation, 
and  70%  offer  domestic  partner  benefits 
for  same-sex  couples.  In  2000,  the  num- 
bers stood  at  51%  and 
25%,  respectively.  "To  be 
competitive,  we  need  to  be 
able  to  get  the  best  from 
people  when  they're  at 
work,  and  to  do  that  they 
need  to  bring  their  whole 
self  to  the  table,"  says 
Marge  Connelly,  director 
of  operations  at  credit- 
card  issuer  Capital  One  Fi- 
nancial Corp.  She  should 
know— she's     a    lesbian. 
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The  Gay-Friendl 

Workplace 

First  it  was  minorities  and  women.  Now  it's  gay 
Here's  how  companies  are  rethinking  their  cult 
and  the  employee  programs  and  benefits  they 
as  gay  employees  come  out  of  the  corporate  ck » 


"Being  out  is  imperative  far  me  to  !>«•  .1 
good  leader,"  Connelly  says.  "You've  got 

tO  let  people  know  you.  People  have  to 
trust  you." 

TOUGHER  AT  THE  TOP 

STILL,  IT  COMES  AS  no  surprise  that,  as 
is  the  ease  with  society  at  large,  gays  still 
face  plenty  of  discrimination  in  their  jobs. 
In  a  study  released  on  Oct.  1  by  researcher 
Harris  Interactive  Inc.  and  marketer 
Witeck  Combs  Communications  Inc., 
41%  of  gay  employees  said  they  had  been 
harassed,  pressured  to  quit,  or  denied  a 
promotion  because  of  sexual  orientation. 
Homosexuality  is  still  legitimate  legal 
grounds  for  firing  an  employee  in  36 
states.  "For  a  lot  of  people,  the  fear  is  very 
real  and  justified  that  if  you  are  openly 
gay  in  the  workplace,  it  will  jeopardize 
your  earning  potential,"  says  Walter  B. 
Schubert  Jr.,  the  first  openly  gay  member 
of  the  New  York  Stock  Exchange. 

So  while  gays  may  have  won  more  ac- 
ceptance at  work,  that  does  not  mean  they 
have  gained  legal,  financial,  and  occupa- 
tional equality.  Intolerance  that  has  built 
up  over  centuries  does  not  disappear  be- 
cause of  the  sudden  emergence  of  harass- 
ment-training videos  and  rainbow  flags  in 
cubicles.  Many  members  of  the  GLBT 
community  believe  that  discrimination 
increases  as  they  rise  up  the  corporate  hi- 
erarchy into  the  executive  suites,  board- 
rooms, and  country  clubs  where  true 
power  is  wielded. 

Need  proof?  Just  look  at  a  list  of  openly 
gay  corporate  leaders.  While  there  are 
some  big  names— including  DreamWorks 
SKG  co-founder  David  Geffen,  former 
Quark  CEO  Tim  Gill,  and  Ford  Vice-Chair- 
man  Allan  D.  Gilmour— it  is  pretty  paltry 
roster  for  a  highly  educated  minority  that 
comprises,  by  some  estimates,  6%  of  the 
population.  In  fact,  many  corporate  CEOs 
who  are  widely  believed  to  be  gay  are  not 
comfortable  discussing  their  sexuality  on 
the  record.  The  price  of  success,  even  in 
2003,  may  be  having  to  stay  in  the  closet. 

Ironically,  many  of  the  companies  that 
are  most  progressive  about  GLBT  rights 


ITS 

ion's  top  500  companies, 
offer  health  benefits  to 
couples.  But  others  are 
some  rules  to  expand  the 
of  family.  Capital  One 
Corp.  lets  gay  and 
mployees  alike  take  up  to 
urgency  family  leave" 
ar. 


SUPPORT  GROUPS 

IBM,  Raytheon,  Eastman  Kodak,  and 
others  have  large  gay  employee 
support  groups.  They  lobby  for 
greater  benefits,  offer  social  events, 
help  recruit  in  the  gay  community, 
and  encourage  closeted  employees 
at  the  company  to  come  out.  IBM's 
group  has  30  chapters  worldwide 
and  more  than  1,100  members. 


SENSITIVITY  TRAINING 

To  overcome  the  stereotypes 
afflicting  gay  workers,  S.C.  Johnson 
&  Son  launched  two  classes:  Gay  101 
debunks  homosexual  stereotypes; 
Gay  201  puts  straights  in  the  shoes 
of  gay  workers  through  role-play 
scenarios.  Kodak  also  pioneered 
classes  to  help  recruit  gay  workers 
to  its  Rochester  (NY)  headquarters. 


MARKETING 

IBM  has  two  executives,  Sarah 
Siegel  and  Joseph  Bertolorti,  whose 
full-time  job  is  to  market  to  gay- 
owned  businesses.  Their  team  had 
sales  of  tens  of  millions  in  2002. 
American  Airlines'  "Rainbow  Team" 
of  gay  employees  in  2002  brought  in 
$192  million  in  revenue  by  targeting 
the  gay  community. 
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THE  NEW  CORPORATE  CITIZENSHIP 

Often  described  as  business  ethics,  corporate  responsibility,  sustainable  development,  or  corporate  soj 
responsibility,  corporate  citizenship  is  not  just  about  how  companies  give  their  money  away,  today  it'; 
much  about  how  businesses  make  their  money. 


At  its  core,  corporate  citizenship  is  about  living  up  to  the  core  values  that  are  at 
the  heart  and  soul  of  great  organizations.  These  will  be  different  for  different 
companies,  but  typically  include  operating  with  integrity,  all  around  excellence, 
respect  and  concern  for  employees  and  communities,  as  well  as  creating  shareholder 
value  and  beating  the  competition.  The  new  corporate  citizenship  demands  that  companies 
make  good  on  all  of  these  values. 

It  also  means  that  companies  recognize  that  they  work  in  a  marketplace  but 
live  in  a  society.  Companies  must  manage  risk  to  ensure  that  the  decisions  they  make 
impart  the  least  possible  harm  to  society  and  the  environment.  In  return,  companies  that 
do  so  will  find  that  societal  and  environmental  stakeholders  will  support  the  business, 
rather  than  challenge  it  or  pose  risks. 

The  new  corporate  citizenship  challenges  executives  to  find  alternatives  to  zero-sum 
solutions  that  often  emphasize  shareholder  value  at  the  cost  of  social  and  environmental 
welfare.  Instead,  the  new  corporate  citizenship  challenges  companies  to  deliver  not  just 
financial  returns  but  also  environmental  and  social  value-together  marking  the  pillars 
of  what  is  called  a  "triple  bottom  line"  or  "blended  value." 

At  its  core,  the  new  corporate  citizenship  is  about  engagement— building  bridges 
to  stakeholders  who  can  affect,  or  are  affected  by,  the  company.  At  its  best,  dialogue 
with  stakeholders  doesn't  tie  corporate  hands.  Rather,  these  groups  become  sensing 
eyes  and  ears  contributing  to  innovation,  risk  management,  and  problem  solving.  The 
new  corporate  citizenship  requires  business  transparency  and  accountability  regarding 
the  ways  in  which  business  practices  generate  benefits  and  costs  for  issues  ranging  from 
employee  diversity,  community  development,  working  conditions,  clean  air  and  water, 
human  rights,  poverty,  and  corruption. 

The  new  corporate  citizenship  is  fundamental  to  good  business.  It  is  integrated  into 
governance  systems,  reflected  in  the  voice  of  leadership,  and  embedded  through  policies, 
strategies,  systems,  roles,  and  responsibilities.  Leading  corporate  citizens  measure  their 
performance  and  seek  feedback  from  stakeholders. 

Moving  beyond  the  old  corporate  citizenship -based  on  compliance,  regulation,  penalty, 
boycott,  and  lawsuit— to  the  new  corporate  citizenship  helps  business  mitigate  risks  and, 
at  the  same  time,  maximize  opportunities  to  create  value  for  their  shareholders,  employees, 
and  society.  Indeed,  the  new  corporate  citizenship  promises  returns  that  are  much  greater 
than  the  sum  of  its  parts.  It's  up  to  companies  to  make  it  deliver. 

Steven  A.  Rochlin,  Director  of  Research  and  Policy  Development, 
The  Center  for  Corporate  Citizenship  at  Boston  College 

The  Center  for  Corporate  Citizenship  at  Boston  College,  the  nation 's  leading  research 
center  and  provider  of  executive  education  programs  on  corporate  citizenship  issues,  has 
a  membership  comprising  350  prestigious  companies.  For  more  information  see 
www.bc.edu/corporatecitizenship. 


HABITAT  FOR  HUMANITY: 
A  WIN-WIN  PARTNER 

Since  its  start  in  1976,  Habitat  fo 
Humanity  International  has  built  mor< 
than  150,000  houses  for  people  ir 
need  in  more  than  2,000  communitie 
and  92  countries.  HFHI  works  i 
partnership  with  individuals,  organiza 
tions,  and  businesses  everywhere  t 
strengthen  communities,  building  home: 
one  family  at  a  time. 

Businesses  partner  with  Habitat  t 
sponsor  homes  through  donations  of  cash 
and  product.  Employee  volunteer  programs] 
provide  hands-on  labor.  Corporations  also 
raise  awareness  through  media  campaigns 
and  cause-marketing  initiatives. 

Why  should  corporations  large  and 
small  partner  with  Habitat? 

■  Companies  increase  brand  value  and 
differentiate  themselves  from  their 
competition  because  customers  prefer 
businesses  that  do  good  in  the  community. 

■  Businesses  strengthen  the  market- 
place for  their  products  and  services  by 
supporting  the  communities  in  which 
they  operate. 

■  Management  and  employees  develop 
a  greater  sense  of  pride  and  company 
loyalty  by  working  with  Habitat— and 
hands-on  experiential  projects  strengthen 
bonds  and  build  teamwork. 

Habitat  can  target  opportunities  for 
corporate  partners  in  specific  markets 
and  communities.  To  learn  more  visit 
www.habitat.org  or  call  (229)  924-6935. 
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You  're  looking  at  our  accounting  department  at  work. 
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NETWORKING  The  annual 
summit,  Out  &  Equal,  in 
Minneapolis 

are  reluctant  to  stand  up  for 
them  in  public  for  fear  of  be- 
ing identified  too  closely 
with  the  issue— an  appre- 
hension that  is  likely  only  to 
mount  if  gay  marriage 
touches  off  a  national  cul- 
ture battle  in  coming 
months.  Several  companies 
that  were  more  than  willing 
to  discuss  their  benefits  and 
programs  were  unwilling  to 
allow  gay  employees  to  pose 
for  photographs  that  might 
wind  up  prominently  dis- 
played in  the  pages  of  Busi- 
nessWeek. Coors  Brewing 
Co.,  whose  products  were 
boycotted  by  the  gay  com- 
munity in  the  1970s  for  giv- 
ing money  to  anti-gay 
groups,  adopted  its  sexual 
nondiscrimination  policy  in 
1978.  Since  1988,  it  has  of- 
fered financial  support  to 
gay  community  causes.  But 
the  Golden  (Colo.)  company 
would  not  allow  Scott  Coors,  the  gay  vice- 
president  and  marketing  director  who  is 
the  son  of  Vice-Chairman  William  Coors, 
or  any  other  spokespeople,  to  talk  to  Busi- 
nessWeek about  its  programs. 

ORDINARY  PEOPLE 

THE  PEOPLE  DRIVING  the  gay  rights 
revolution  in  Corporate  America  by  and 
large  are  not  working  in  the  executive 
suite.  They're  ordinary  employees  like 
Daniel  Kline.  The  United  Parcel  Service 
Inc.  supervisor  last  year  applied  for  the 
company's  Management  Initiated  Trans- 
fer, which  allows  employees  to  follow 
spouses  to  other  cities  and  keep  their  jobs 
and  seniority.  An  employee  for  more  than 
two  decades,  Kline  wanted  to  move  with 
his  longtime  partner,  who  was  reas- 
signed by  United  Airlines  Inc.  from  San 
Francisco  to  Chicago.  After  receiving  ap- 
proval at  district  and  regional  levels  to 
take  an  open  position  in  Chicago,  Kline 
was  rejected  at  the  corporate  level. 

UPS  backed  down  this  August  after  the 
couple  enlisted  Lambda  Legal  Defense  & 
Education  Fund,  a  gay  advocacy  organiza- 
tion, to  sue  on  their  behalf,  contending  the 
company  violated  California  antidiscrimi- 
nation laws.  A  spokesman  says  UPS'  policy 
on  so-called  trailing  partners  now  includes 
same-sex  couples.  "I'm  not  looking  to 
change  the  world.  I  simply  want  to  live 


with  the  person  with  whom  I've  shared  the 
last  27  years,"  says  Kline. 

Not  all  companies  need  to  be  pushed. 
Consider  the  story  of  Melissa  Feinmel, 
who  was  asking  for  far  greater  accom- 
modation than  Kline.  After  boarding 
American  Airlines  Inc.  planes  for  10  years 
as  pilot  Mark  Feinmel— and  participating 
in  the  sports  talk  and  sexual  innuendo 
that  suffuse  the  macho,  military-influ- 
enced cockpit  culture— she  nevertheless 
decided  to  undergo  a  sex- 
change  operation  in  2000. 
Instead  of  opposing  the 
move,  American  executives 
worked  with  Feinmel  to 
clear  the  many  federal  regu- 
latory hurdles  that  arose. 
For  instance,  the  Federal 
Aviation  Administration  re- 
quired Feinmel  to  undergo 
additional  psychological 
and  physical  tests.  The  air- 
line also  had  to  figure  out 
which  bathroom  to  desig- 
nate for  her  while  she  changed  sexes. 
"There  was  a  fear  of  losing  my  job,  fear  of 
losing  my  friends,  fear  of  discrimination 
in  the  cockpit,"  says  Feinmel.  American 
"helped  face  all  those  issues."  Now  she 
happily  flies  777s  on  transatlantic  routes. 

While  the  gay  experience  in  Corporate 
America  is  far  from  monolithic,  most  gay 


In  2000, 
25%  of  top 
companies 
gave  same- 
sex  benefits. 
Now  if  s  70% 


managers  interviewed  by  BusinessWe* 
say  it  has  become  easier  in  recent  years 
be  themselves  in  the  workplace.  Displa; 
ing  a  picture  of  a  same-sex  lover  on  a  dej 
or  bringing  a  partner  to  a  corporate  gatl 
ering  is  no  longer  quite  as  intimidating  a 
it  used  to  be.  Many  now  attend  event 
such  as  the  Out  &  Equal  Workplace  Sum 
mit,  held  this  year  in  Minneapolis  in  Oc 
tober.  "I  used  to  keep  my  worklife  and  m;l 
private  life  separate,  never  talking  abou 
what  I  did  on  the  weekend,' 
says  IBM  Microelectronic! 
Vice-President  Scottie  Ginn 
"Once  you  come  out,  yoi 
feel  a  much  more  whole 
person." 

Broadly  speaking,  there  i 
a  generational  divide  amon 
gay  workers.  Younger  em 
ployees,  typically  those  be 
low  35,  saw  Roseanne  Ban- 
kiss  another  woman  on  TV 
and   comedian   Ellen    De- 
Generes    declare    publicly 
that  she  was  a  lesbian.  They  tend  to  come 
into  the  workplace  as  unashamedly  gay 
and  to  demand  equal  rights  more  aggres- 
sively. Older  workers,  raised  in  times  of 
greater  stigma,  tend  to  be  quieter  about 
their  sexual  identity  to  both  co-workers 
and  customers.  Says  James  Law,  a  gay  ad- 
viser at  American  Express  Financial  Advi- 
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Samsung  Imaging  Phones.  That's  DigitAII  style. 

Introducing  the  stunning  Samsung  a600  —  the  camera  phone  with 
a  180-degree  rotating  screen.  It  also  comes  with  other  sophisticated 
features  like  a  65,000-color  display,  a  built-in  flash,  digital  zoom 
and  the  ability  to  take  high-resolution  pictures.  Just  one  in  a  line 
of  beautiful  camera  phones  that  capture  images  as  well  as  attention. 


ore  information  visit  www.samsungusa.com/wireless 

>g  mobile  phones  havo  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row.  according 
d  Keys,  a  leading  Independent  authority  on  brand  loyalty  O2003  Samsung  Telecommunications  America 
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How  to  calculate 
the  real  cost  of 
an  inexpensive 
computer. 
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t:  That  discount  price  tag  on  your  PC  might  cost  you  more  in  the  end.  Why?  Because  IT  help  desk  and 
tance  costs  account  for  up  to  80°o  of  the  total  cost  of  PC  ownership.  And  if  your  employees'  PCs  are  being 
'  on.  they're  not  working  on  them.  So  how  can  you  define  real  value  when  it  comes  to  your  PCs?  With 
ions  that  let  your  IT  department  deploy  and  manage  the  transition  of  new  hardware  quickly  and  easily.  A  Rapid 
} "'  feature  that  lets  users  instantly  begin  to  restore  previously  saved  data  in  case  of  a  virus  attack.  An  Intel 
1  4  Processor  with  HT  Technology  on  select  ThinkCentre"  PCs  that  helps  to  further  increase  the  productivity 
workforce.  Things  that  add  real  value.  Things  you  can't  buy  off  a  shelf.  To  learn  more,  visit  ibm.com/pc/think 


Think  big  picture      ThinkCentre 

ThinkPad 
i  ThinkVision' 


Cost  of  Computer 


+  70Z  more  II  staff 

■+-  50°/o  increase  in  I.Tcalls 

4-  Late  ni«ht  pizza  for  the  1 1  staff 

—  decrease,  in  productivity 


=  "Total  Cost  of  Ownership 
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sors  Inc.:  "With  my  older  clients,  I'm  less 
prone  to  bring  it  up.  With  my  younger 
clients,  it's  a  nonissue." 

CONTROVERSY  AWAITS 

THE  MASSACHUSETTS  Supreme  Court's 
recent  decision  supporting  gay  marriage  is 
certain  to  shake  up  employee-benefits 
practices,  but  it  is  still  too  early  to  predict 
how  widespread  the  victory  will  be.  In  the 
court's  50-page  ruling,  the  justices  held 
that  gay  couples  working  in  the  private 
sector  should  be  entitled  to  the  same 
health  insurance,  life  insurance,  and  be- 
reavement benefits  that  straight  married 
couples  receive.  The  court  gave  the  state 
legislature  until  May  to  pass  a  law  giving 
gays  marriage-like  rights,  which  will  affect 
companies  with  offices  in  the  state. 

But  not  all  issues  are  covered  by  the 
ruling.  Veterans  benefits,  citizenship 
rights,  and  traditional  retirement  plans 
regulated  by  federal  law,  such  as  401(k) 
plans  and  Social  Security,  are  unaffected. 
Under  the  federal  Defense  of  Marriage 
Act  of  1996,  which  defines  marriage  as  a 
legal  union  "between  one  man  and  one 
woman,"  gays  are  legally  barred  from 
claiming  the  same  federal  benefits  as 
straight  couples. 

Now  the  action  on  this  issue  is  likely  to 
shift  to  Congress  and  state  legislatures. 
Some  gay  advocacy  groups  want  to  chal- 
lenge the  Defense  of  Marriage  Act.  Their 
conservative  counterparts  want  to  broad- 
en it.  California  and  Minnesota  have  re- 
cently passed  laws  requiring  employers  to 


treat  benefits  for  same-sex  couples  effec- 
tively the  same  as  for  married  couples. 
But  many  other  state  legislatures  are  op- 
posed to  such  a  move. 

The  controversy  will  surely  make  life 
more  complicated  for  CEOs  trying  to  navi- 
gate this  contentious  issue.  While  they 
may  not  want  to  alienate  cultural  conser- 
vatives, they  will  also  be  loath  to  drive 
away  the  gay  community.  After  all,  the 
GLBT    universe    in    the    U.S.    includes 
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American  helf 
Melissa  Feinm 
formerly  Mark 
as  she  change 


The  Top-Ranked 

Companies  in  America 


The  Human  Rights 
Campaign  Foundation,  a  gay 
rights  advocacy  organization, 
ranks  the  biggest  U.S. 
companies  based  on  a  series 
of  seven  subjective  and 
objective  criteria,  including 
benefits,  training,  support 
groups,  and  marketing 
strategies.  Ratings  range 
from  0  to  100%.  In  2003, 21 
companies  got  perfect 
scores,  while  5  tied  for  last 
place,  with  a  score  of  14% 


LEADERS 

Aetna 

Hewlett-Packard 

MetLife 

American  Airlines 

IBM 

NCR 

Apple  Computer 

Intel 

Nike 

Avaya 

J. P.  Morgan  Chase 

PGE 

Bank  One 

Lehman  Brothers 
Levi  Strauss 

Prudential 

Capital  One 

S.C.  Johnson 

Eastman  Kodak 

Lucent  Technologies 

Xerox 

LAGGARDS* 

Aramark 

ExxonMobil 

National  Gypsum 

Domino's 

Meijer 

*  Aramark  plans  to  add  domestic-partner  benefits  on  Jan.  1  and  now  includes 
gays  in  its  nondiscrimination  policy.  Both  Domino's  and  ExxonMobil  say  that 
their  general  nondiscrimination  policies  protect  gays.  Meijer  says  that,  as  a 
private  company,  it  does  not  discuss  benefits.  National  Gypsum  did  not  return 
calls  seeking  comment. 


72  I  BusinessWeek  I  December  15.  2003 


some      15      million 

consumers.      Many 

have  high  disposable 

incomes.     Research 

from  online  company 

MarketResearch.com 

pegs  GLBT  buying  power  this  year 

$485  billion. 

Of  course,  the  path  of  gay  rights 

Corporate  America  is  not  a  line  angli 

boldly  upward.  When  Exxon  bought  IV 
bil  Oil  in  1999,  it  rescii 
ed  the  target  compan 
policy  of  offering  medi  |)0f^ 
benefits  to  gay  partnl      , 
and    disowned     MoharVefll1 
written  policy  against  d 
crimination  based  on  si  ntroduc 
ual  orientation  (argui  )rj  (|lc 
that  gay  partners  are  I  . 
legal    spouses    and    tru™s 
gays  are  covered  under  "id  put 
broader    nondiscrimir 
tion  policies).  But  desp  j„. 
such  setbacks,  far  mc 
companies  are  expandii 
gay  rights  than  contrai  :0f 
ing    them.    There's 
doubt     that     full     leg^ 
equality  for  gays  is  mai 
years  away.  But  for 
first  time,  it  seems  reaso: 
able  for  gays  in  Corpora 
America  to  dream  of  a  d; 
when   Gay   101   will 
longer  be  necessary.  I 
-Withjessi  Hemp 
in  New  Yoi 


Data:  Human  Rights  Campaign  Foundation 
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Some  documents  have  always  been  difficult  to  edit. 
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A  PDF  file  doesn't  have  to  be  one  of  them. 


forking  with  PDF  files  is  like  trying  to  work  with  documents  that  have  been 
arved  in  stone.  Easy  to  view,  but  nearly  impossible  to  edit  -  until  now. 

ltroducing  ScanSoff  PDF  Converter,  the  first  application  that  instantly  turns 
'DF  files  into  fully-formatted  Microsoft  Word  documents,  complete  with  text, 
olumns,  tables  and  graphics.  Eliminate  the  time  wasted  re-creating  documents, 
nd  put  all  of  your  information  to  work  -  quickly  and  easily. 

>ee  what  PDF  Converter  can  do  for  you  and  your  organization. 

ror  a  Free  Trial  and  Cost  Savings  Calculator  visit 
<vww.ScanSoft.com/PDFConverterTrial  or  call  1  -800443-7077. 
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ScanSoft 

Productivity 

without  Boundaries' 


icanSon  and  iho  ScanSolt  logo  are  trademarks  or  registered  Iradamatka  ol  ScanSolt.  Inc  .  in  the  US  and/o'  other  countries  All  other  company  names  and  product  names  may  be  trademarks  ol  their  respective 
iwners  Copyright  O  2003  ScanSoli.  Inc  All  rights  reserved. 
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Nancy  DeViney,  IBM  cross-industry  learning  innovator 


Gladiator  school  vs. 
modern  corporate  training. 

It's  a  question  of  assessing  results,  really.  In  ancient  Rome,  gladiators 
trained  professionally  for  years  at  the  Ludus  Gladiatorius.  Then  they  were 
evaluated.  There  wasn't  a  lot  of  gray  area  —  either  Antonius  kills  the  lion, 
or,  well,  Antonius  is  lunch. 

Now,  corporate  training:  it's  much  more  complicated.  Can  you  really 
know  what  the  chunk  of  payroll  you  invest  in  learning  accomplishes? 
There  is  no  "lion  test."  But  the  consequences  can  still  be  dire.  Especially 
if  your  learning  objectives  aren't  quite  aligned  with  your  strategy. 

In  an  on  demand  world,  you  need  to  think  quickly.  Adapt  fast.  It's  not 
about  teaching  one  thing.  It's  about  enabling  people.  Putting  real-time 
information  at  hand.  Making  better  decisions.  Do  that,  and  your  returns 
become  clear:  A  market  change  reveals  the  benefits  of  learning. 
Education  pays  off. 

The  lesson?  In  any  arena,  training  has  one  purpose:  Results. 

On  demand  business  starts  with  on  demand  thinking. 

IBM  has  over  3,000  learning  practitioners  who  can  work  with  you  from 
design  to  development  to  deployment.  So  your  training  goals  are  in  sync 
with  your  strategic  goals.  And  your  people,  business  processes  and  IT 
are  in  lockstep.  On  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 

K;  Can  you  see  it? 


e  IBM  logo  are  trademarks  or  registered  trademarks  ot  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  <?2O03  IBM  Corp  All  rights  reserved 
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No  other  U.S.  wireless  company  covers  the  world  like  we  do  ^^y0^^^^^] 
one  number  while  traveling  abroad  or  dialing  internationally  from  home.AT&TWreessoTa 
TwideTange  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  mternatio, 
coverage "tc 'the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  s.mpler. 
Call  1  866-REACHOUT  or  visit  attwireless.com 


.  same  number. 


AT&T  Wireless 


ID 


AT&T  Wireless.  A„  Rights  Reserved.  Requires  ™  *^|?"  ™^ 
and  a  $175  cancellation  fee.  Service  and  features  not  available  on  all  devices  rate  plans  or  aval  aoie to jju  frequencies.  Most  worldwide  coverage  when  using  tlO] 

Go  to  attwireless.com/international  for  current  coverage  and  rate  information. 


Media  Radio 


an  NPR  Bear  the 
urden  of  Wealth? 

;200  million  bequest  could  pit  the 
[profit  against  its  local  radio  stations 


■  lli>       WOULDN'T 
I    II    ^M  welcome     i 
Vm    I^V    million  gift?  As  tht 

m^f^^^K  SU] 

■  ■    W  donation 

■  ■  ■       from   late   philan- 

W  thropist  Joan  B, 
in  early  November  settles  in  among 
>nal  Public  Radio  staff,  its  750  mem- 
stations,  and  listeners,  everyone 
is  to  knew  how  to  spend  the  dough. 
ho  windfall  could  pit  NPR,  provider 
ows  such  as  Bob  Ed wards'  Morning 
on,  againsl  the  cash-strapped  local 
>ns  thai  buy  diem,  dividing  the  pub- 
idio  community.  "It's  like  when  a 
in  wins  the  lottery  and  everybody  in 
amiK  squabbles  over  how  he  should 
d  it,"  says  Marcia  Alvar,  president  of 
'uhlic  Radio  Program  Directors  Assn. 

one  staffers  already  call  nim<  too  cor 
te, despite  us  scrappy, grassroots ori 
33  years  ago.  They  worry  the  money 


will  make  NPR  more  risk- averse.  "In  the 
past,  when  NPR  or  other  big  organiza- 
tions have  had  money  given  to  them  to 
experiment,  they  tend  to  be  derivative,  as 
opposed  to  distinctive,"  says  Chicago 
Public  Radio  President  Torey  Malaria.  An- 
other fear:  Individual  gifts,  which  keep 
many  local  stations  alive,  will  fall  if  lis- 
teners think  public  radio  has  cash. 


EDWARDS  'Ihe  reality  is  te- 
stations have  a  gilt  won't  go  directly 
tough  time  paying  to  stations.  There's 
for  shows  like  ;1,V)  w       congress 

Morning  Edition        m „  ,r       •„  _ 

^^^^£  may  cut  the  pittance 

(about  $1  million  of 
NPR's  annual  $104  million  budget)  the 
feds  mark  for  public  radio.  'Ihe  Kroc  estate 
doesn't  say  how  to  spend  the  gift,  expected 
in  six  months.  But  NPR's  board  already 
plans  to  invest  it  in  the  nonprofit's  endow- 
ment and  dole  out  only  up  to  $10  million 
yearly  from  investment  income. 

A  syndicator  of  shows  and  a  program- 
mer, NPR  has  had  a  few  good  years: 
Weekly  listeners  are  up,  from  13  million  to 
22  million  since  1998.  It  broke  even  in 
2002.  Half  of  its  income  is  from  station 
dues  and  programming  fees;  25%  from 
corporate  underwriting;  and  the  rest 
from  foundations  and  its  endowment. 

But  for  all  the  success,  member  stations 
still  rely  on  individual  donations  for  about 
33%  of  their  budgets.  Less  local  giving 
would  sting,  since  stations  say  fees  for  NPR 
programming  are  high.  Some  pay  NPR  $1 
million  or  more  a  year.  One  idea  is  to  have 
the  Kroc  money  help  stations  defray  costs. 
Thaf  s  unlikely,  but  it  hasn't  been  ruled  out. 

Also,  member  stations  are  more  subject 
to  political  pressure:  They  get  about  12% 
of  their  funding  from  Washington,  unlike 
the  mother  ship.  If  conservatives,  who  of- 
ten call  public  radio  a  platform  for  liberals, 
opt  to  exploit  the  gift,  it  could  hurt  still 
more.  Stations'  budgets  are  already 
stretched  as  they  upgrade  to  digital  trans- 
mission. The  stations  have  no  choice  but 
to  "find  local  versions  of  Joan  Kroc,"  says 
Minnesota  Public  Radio  President 
William  H.  Ming. 

The  top  priority,  says  veteran  public  ra- 
dio broadcaster  Larry  Josephson,  should 
be  to  draw  young  talent.  He  has  a  point:  If 
the  voice  of  public  radio  isn't  distinctive  in 
the  cacophony  of  todays  airwaves,  no 
amount  of  money  will  help.  ■ 

-By  Tom  Lowry  in  New  York. 

Joseph  Weber  in  Chicago, 

and  Catherine  Yang  in  Washington 


How  to 
Spend  the 
Loot 

A  few  popular 
suggestions  for 
spending  NPR's 
$200  million  windfall: 


BOOST  QUALITY  OF  PROGRAMMING  Expand  foreign 
bureaus  and  refresh  old  hits  such  as  Morning  Edition; 
create  new  shows  to  reach  broader  audiences 

LOWER  FEES  Headquarters  could  help  its  member 
stations  offset  fees  they  pay  for  programming 


PREPARE  FOR  DIGITAL  ERA  Help  stations  develop 
programming  for  the  additional  channels  that  digital 
technology  creates,  such  as  emergency,  health,  and 
education  information 

RAISE  SALARIES  Pay  scales  in  public  radio  are  much 
lower  than  for  comparable  jobs  in  commercial  radio 
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The  Taming 
Of  the  Internet 

A  deluge  of  spam  is  forcing  new  rules 
and  controls  on  the  once  wide-open  Web 
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AUL  PRENTICE  WAS  UNDER 
siege.  All  through  last 
'winter  and  spring,  the 
manager  of  security  and 
directory  services  at  Steel- 
case  Inc.  was  frantically 
fighting  the  rising  tide  of 
spam  pouring  into  the  Grand  Rapids 
(Mich.)  office-furniture  company.  At  the 
same  time,  he  was  fielding  a  flood  of  an- 
gry e-mail  from  executives  and  workers. 
They  all  begged  him  to  get  spam  under 
control.  Like  many  of  his  colleagues 
throughout  the  corporate  world,  Prentice 
hired  a  spam-filtering  company,  in  his 
case,  Postini  Inc.,  to  stem  the  flow. 

Spam  is  down  to  a  trickle  in  Grand 
Rapids  these  days.  But  what  began  as  a 
campaign  against  junk  mail  has  evolved 
into  a  company-wide  revamp  of  Internet 
communications.  The  filtering  system 
that  scrutinizes  each  piece  of  mail,  Pren- 
tice quickly  saw,  can  han- 
dle lots  of  other  jobs.  Now 
he's  broadening  its  man- 
date. The  system  is 
searching  mail  for  com- 
petitive leaks,  ferreting 
out  inappropriate  attach- 
ments such  as  MP3  files  or 
porn,  and  even  keeping  an 
eye  on  personal  corre- 
spondence. In  short,  the 
company  is  asserting 
much  more  control  over 
employees'  use  of  the  Net. 
"People  have  already  been  notified  that 
our  e-mail  is  monitored,"  Prentice  says. 

The  scourge  of  spam,  which  clogs  the 
Internet  with  some  15  billion  e-mail  mes- 
sages a  day,  is  provoking  powerful  re- 
sponses. It's  pushing  companies  and  in- 
dividuals alike  to  install  new  tools  and 
adopt  norms  for  online  behavior.  These 
responses  are  turning  cyberspace  into  a 
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10.4 

million  spam 
e-mails  are  sent 
every  minute 
worldwide 


place  with  tougher  rules,  thicker  walls, 
and  new  laws.  On  Nov.  25,  Congress 
leaped  into  action  as  the  Senate  passed 
sweeping  anti-spam  legislation  that 
awaits  President  George  W.  Bush's  signa- 
ture. While  many  predict  that  the  law  will 
leave  most  spammers  unscathed,  it 
marks  a  large  and  ambitious  step  to  regu- 
late the  Internet  and  e-commerce. 

WAKE-UP  CALL 

THESE  NEW  LAWS  AND  barricades  are 
shaping  a  new  stage  in  the  short  history 
of  the  Net.  While  in  its  infancy,  the  Inter- 
net was  marked  by  its  soaring  potential, 
this  new  era  is  defined  by  limits  and  de- 
fenses. The  last  year  alone  has  provided  a 
sobering  wake-up  call.  Not  only  has 
spam  quadrupled  but  the  spammers' 
technology  and  methods  also  have  been 
adopted  by  virus  writers,  grifters,  and 
thieves.  Now  they  can  deliver  their  poison 
to  hundreds  of  millions  of 
inboxes.  Brightmail,  a  lead- 
ing spam-blocking  compa- 
ny, estimates  that  fully  13% 
of  the  spams  circulating  are 
not  just  advertisements, 
but  scams.  Web  giants 
from  Amazon.com  to  eBay 
Inc.  are  seeing  spammers 
swipe  their  identities,  sow- 
ing distrust  among  shop- 
pers in  the  $3.9  trillion 
global  e-commerce  market. 
The  result,  says  Aviel  Ru- 
bin, director  of  Information  Security  In- 
stitute at  Johns  Hopkins  University: 
"We're  going  to  change  the  way  We  use 
the  Internet." 

Say  good-bye  to  the  unruly  Internet  of 
old.  It's  heading  straight  to  obedience 
school,  safety  classes— you  name  it.  This 
is  the  taming  of  the  Net.  Where  tradi- 
tional Internet  communications  are  un- 
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fettered,  open,  and  chaotic,  look  (or  the 
next  generation  to  be  far  more  regulated, 
orderly,  and  closed.  Mailings  from  work, 
friends,  ami  e-tailers  will  plop  down  into 
separate  mailboxes,  and  many  of  these 
addresses  will  be  closely  held  secrets.  Al- 
ready, 70%  of  people  online  avoid  giving 
out  their  e-mail  addresses,  according  to  a 
recent  survey  by  the  Pew  Research 
Center. 

END  OF  LETHARGY 

FOR  THIS  NEXT  STAGE  of  the  Net,  secu- 
rity is  quickly  becoming  the  new  growth 
industry.  Companies  that  can  offer  safe 
and  foolproof  connections  stand  to  rise  to 
the  top.  "It's  the  key  differentiator,"  says 
Ted  Leonsis,  vice-chairman  of  America 
Online.  AOL  and  Microsoft  Corp.  are 
pouring  research  into  state-of-the-art 
spam  filters  and  child-protection  guards. 
And  financiers  in  Silicon  Valley  are  stir- 
ring from  their  post-crash  lethargy  to 
bankroll  a  veritable  rush  of  startups,  each 
of  them  intent  on  develop- 
ing the  perfect  fortress  for 
customers.  Sales  of  anti- 
spam  software  alone  are 
expected  to  reach  $653  mil- 
lion in  2003  and  to  double 
in  two  years,  according  to 
Radicati  Group  Inc.,  a  re- 
searcher in  Palo  Alto,  Calif. 
a  I'd  estimate  that  there  are 
1,000  businesses  selling 
anti-spam  software,"  says 
Felix  Lin,  CEO  of  Qurb  Inc., 
a  spam-fighting  startup  in 
San  Mateo,  Calif.  About  a 
dozen,  say  venture  capitalists,  have  lined 
up  venture  funding. 

Only  a  few  of  those  companies  are  like- 
ly to  land  with  a  splash.  But  those  that  do 
will  be  contributing  to  a  cyberworld  bris- 
ding  with  class  and  privilege— a  place 
where  insiders  trade  information  in 
trusted  circles  while  outsiders  must  fill  in 
passwords  and  submit  to  iris  scans.  "If  s  a 
bifurcation  between  who  you  know  and 
who  you  don't  know,"  says  Kevin  Doerr, 
who  heads  Microsoft's  20-person  spam- 
fighting  team.  The  changes  are  akin  to  de- 
fenses in  the  physical  world.  With  each  e- 
mail  address  that's  hidden,  each  filter 
installed  to  block  intruders,  the  Internet's 
homesteader  heritage  fades.  It's  fast  be- 
coming a  place  with  doors  that  lock,  ring- 
ing alarms,  and  thousands  of  neighbor- 
hood-watch programs. 

>In  fact,  the  whole  bedrock  of  the  cyber- 
tcrrain  is  shifting.  It  no  longer  matters  if 
an  online  offering  is  cool,  fun,  useful,  and 
easy-tO-USe  If  it's  DOt  secure.  This  has 
grave  implications  for  the  Internet.  Think 
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of  executives  say 
e-mail  is  even 
more  vital 
to  their  business 
than  the  telephone 
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of  the  crucial  technologies  just  taking 
shape,  the  powerful  peer-to-peer  net- 
works linking  researchers  and  music- 
fans,  the  new  wireless  links  circling  the 
globe,  and  the  massive  grids  hitching  to- 
gether the  computer  systems  of  hundreds 
of  companies.  Each  of  these  visions  is 
built  upon  unhindered  communication 
coursing  between  hundreds  or  millions  of 
users— each  one  of  them  a  security  risk. 
Experts  say  that  new  systems  must  now 
be  engineered  with  the  assumption  that 
everyone  is  a  possible  hacker  or  thief.  "If 
you  can't  trust  your  neighbor,  a  lot  of  the 
Internet's  promise  goes  up  in  smoke," 
says  Neil  Iscoe,  former  manager  of  ad- 
vanced technology  at  tech-services  giant 
Electronic  Data  Systems  Inc.  and  now  di- 
rector of  technology  commercialization  at 
the  University  of  Texas. 

Growing  distrust  also  spells  trouble  for 
startups.  In  a  world  teeming  with  spam 
and  viruses,  such  companies'  outgoing  e- 
mail  is  likely  to  be  filtered,  zapped,  or  ig- 
nored. And  while  a  hand- 
ful of  companies  will 
succeed  in  building  trust- 
ed brands,  unknowns  face 
suspicion.  Consider  the 
case  of  Compu-Net  Enter- 
prises, an  Internet  service 
provider  (ISP)  in  Paris, 
Tenn.  When  spammers 
appropriated,  or 
"spoofed,"  the  company's 
address  earlier  this  year 
and  started  firing  off  mil- 
lions of  e-mails  under  its 
^^^^^^^m  domain  name,  the  big  In- 
ternet companies  blocked  mail  coming 
from  Compu-Net.  Innocent  customers 
briefly  saw  their  communications  para- 
lyzed. No  one  dares  block  all  the  mail 
from  giant  rivals  such  as  AOL  or  Earth- 
Link.  "The  mom-and-pop  businesses  get 
ignored,"  says  Bill  Larson,  Compu-Nefs 
network  administrator. 

Businesses,  large  and  small,  are  re- 
thinking how  they  market  on  the  Net  to 
cope  with  the  gathering  storm  of  spam. 
Most  have  given  up  on  mass  e-mailings 
after  getting  lumped  in  with  gambling 
solicitations  and  Viagra  offers.  Instead, 
look  for  them  to  gain  entry  to  e-mailbox- 
es  by  lavishing  the  public  with  coupons 
and  freebies.  US  Airways  Group  Inc.,  for 
example,  gives  1,000  frequent-flier  miles 
to  passengers  who  sign  up  for  the  com- 
pany's promotional  e-mail  messages. 
"Our  big  retail  clients  are  planning 
sweepstakes  and  promotions  to  build 
their  [e-mail]  lists,"  says  Chris  Henger, 
senior  vice-president  for  sales  and  mar- 
keting at  Performics,  a  Web  consulting 
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company  in  Chicago.  "It  separates  them 
from  the  spam." 

In  the  new,  tamer  Net,  defense  is  the 
rallying  call.  And  it  can  turn  traditional 
Net  communication  on  its  head.  Consid- 
er one  of  the  most  popular  anti-spam 
techniques.  The  so-called  white  list  ac- 
cepts e-mail  only  from  a  list  of  approved 
contacts.  The  downside?  An  effective 
white  list  shuts  the  doors  on  the  vast 
population  online— a  big  part  of  the  In- 
ternet's magic— and  limits  contact  to  a 
cloistered  group.  Pavni  Diwanji,  CEO  of 
MailFrontier,  a  Palo  Alto  spam-blocking 
software  company,  predicts  that  the  In- 
ternet population  will  congregate  into 
zillions  of  small,  gated  communities. 
Trusted  members,  she  says,  "will  be  able 
to  walk  in  without  even  ringing  the 
door."  Others  will  line  up  outside  while  a 
digital  guard  sifts  through  their 
documents. 

EarthLink   Inc.,  the   No.  3   Internet 


service  provider  in  the 
U.S.,  is  already  building 
this- future.  Its  "challenge- 
response"  system  blocks 
every  mailing  that  comes 
from  outside  the  user's 
white  list.  It  sends  a  form 
back  to  the  sender  with  a 
simple  question  to  answer, 
or  even  a  word  to  type.  Hu- 
man senders  can  handle 
this— the  spammers'  auto- 
mated computers  cannot. 
Once  the  Earthlink  system 
receives  a  satisfactory  re- 
sponse, it  lets  the  mail 
through.  This  method  ef- 
fectively blocks  most  of  the  spam.  But 
like  all  other  defenses,  it  comes  at  a  cost. 
If  the  sender  steps  away  from  the  com- 
puter, the  message  is  delayed.  Important 
automatic  mailings  from  eBay  or  Expe- 
dia  Inc.  can  hang  in  limbo.  The  possibil- 
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of  the  e-mail 
reaching  AOL  is 
tagged  as  spam 
and  blocked. 
That's  2.5  billion 
messages  a  day. 


Data:  America  Online 


How  Spam 

Is  Changing  the  Picture 

CLOSED  COMMUNITIES  E-mailers  are  starting  to  withdraw  into  small,  trusted  enclaves. 
Only  certified  friends  make  it  past  the  guard.  This  is  safer  but  risks  balkanizing  the  Web 
and  slowing  the  growth  of  promising  new  technologies,  such  as  peer-to-peer  file  sharing. 

MULTIPLE  IDENTITIES  Netizens  are  creating  separate  e-mailboxes  for  friends,  work, 
spam-ridden  e-commerce  sites,  and  even  porn.  Some  12%  of  AOL  users  have  alternate 
accounts.  What  to  do  with  spammy  accounts?  Replace  them,  just  like  dirty  oil  filters. 

DESPERATE  E-MERCHANTS  E-merchants  are  paying  for  spots  in  mailboxes,  so  the 
flow  of  coupons  and  sweepstakes  could  grow.  U  S  Airways  now  grants  1,000  bonus 
miles  just  for  signing  up  for  e-mail  bulletins. 

MIGRATING  SPAMMERS  Spam  will  become  more  common  in  instant  messaging 
and  in  text  messages  on  cell  phones.  Cell  spam  is  already  on  the  rise  in  Europe. 
And  now  such  messages  come  with  pictures. 

COMPANIES  CRACK  DOWN  While  putting  in  new  spam  and  virus  filters,  employers  will 
expand  surveillance  of  workers'  e-mail.  Already,  companies  screen  e-mail  for  sexual 
content,  competitive  leaks,  and  MP3  files.  They'll  probably  keep  an  eye  on  instant  chat. 

FIRST-CLASS  MAIL  Premium  services  will  encrypt  mail  and  escort  it  past  spam  filters. 
AT&T,  tor  one,  plans  blue-ribbon  offerings.  That  will  help  corporations  communicate 
safely  with  suppliers,  workers,  and  customers. 
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ity  of  such  glitches 
confidence  in  e-mai 
deed,  30%  of  e-m 
fret  that  spam  filters 
key  messages,  acco 
to  the  Pew  survey. 

How  else  to  sid 
the  deluge?  By  ere 
alternate  identities.  J 
12%  of  AOL  subscri 
according  to  a  com 
survey,  have  establisl 
separate  e-mail  ace 
for     e-commerce. 
idea?  Web  surfers' 
^^^^^^^_    actions  in  the  hurly-1 
online  marketplace 
erate  a  lot  of  spam.  A  second,  dedic 
e-address   leaves   the   personal   i: 
cleaner— but  makes  it  harder  for  h 
mate    e-businesses    to    connect 
customers. 

In  time,  say  analysts,  many 
surfers  will  run  a  full  stable  of  identit 
some  cosseted,  others  fast  and  loose, 
means  one  address  for  work,  anothe 
friends,  one  for  e-commerce,  and  perl 
a  hidden  box  for  porn  or  gambling.  ]V 
of  these  accounts  will  be  throwaw 
When  they  draw  too  much  spam,  th< 
discarded. 

THE  NEW  MATH 

THE  FOCUS  ON  DEFENSE,  thoi 
spells  the  demise  of  e-mai}  as  a  too 
stirring  up  new  business.  In  the  e 
years  of  e-mail,  unsolicited  mails  yie 
responses  topping  10%,  say  consults 
It  was  a  crucial  tool  for  startups. 

Now  it's  hell.  Last  summer,  Elizat 
McCarthy,  vice-president  for  markei 
at  Brava  LLC  in  Coconut  Grove 
planned  to  send  out  e-mail  pitching 
company's  enhancement  bras.  She 
confident  she  could  set  Brava  apart  fi 
the  coundess  miracle  pills  and  se> 
come-ons.  She  spent  June  designin 
serious,   informative   online   brochi 
And  in  July,  she  launched  a  trial  a 
paign  of  20,000  mailings.  The  respor 
one  solitary  e-mail.  A  frustrated 
Carthy  concluded  that  her  mailing 
lost,  zapped,  or  filtered.  She  pulled 
plug  on  the  campaign.  "Spam  killed  i 
test,"  she  says. 

In  truth,  McCarthy  hadn't  adjustec 
the  new  math  that  spammers  h; 
brought  to  e-mail.  Sending  out  20,0  - 
ads  was  the  cyber  equivalent  of  knocki 
on  two  or  three  doors.  For  spammers,  c 
in  20,000  is  cause  for  rip-roaring  d 
bration.  That  comes  to  5  per  100,000, 
per  million.  A  spammer  working  that 
tio  could  send  out  10  million  e-mails 
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There  must  be  a  more  intelligent  way 
to  track  your  financials. 
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Bi  siness  Intelligence  from  Business  Objects 


When  you  need  financial  information,  you  need  it  now. 
|   Not  later. You  simply  can't  afford  to  sniff  around,  track 
down,  and  piece  together  information  that's  out  of  date 
even  before  you  gel  to  use  it. 

There  is,  fortunately,  a  more  intelligent  alternative. 
Business  intelligence  software  from  Business  Objects. 
It  mines  all  your  financial  and  operational  systems  c\nd 
presents  a  complete,  detailed,  and  up  to  date  financial 
picture  oi  your  business.  You  can  access  and  create 
financial  reports.  Analyze  your  data.  And  turn  it  into 
instant,  actionable  information. 
Whefhei  you  have  crucial  business  decisions  to  make, 
oi   you're  trying  to  ensure  compliance  with  today's 


regulatory  reporting  requirements,  our  business 
intelligence  solutions  will  provide  all  the  financial 
information  you  need.  So  you  can  track,  understand,  and 
manage  your  business  better  than  ever  before. 
Every  day  more  than  17,500  companies  around  the 
world  rely  on  our  business  intelligence  software  to 
unlock  the  power  of  information  to  improve  enterprise 
performance.  Perhaps  you  should,  too. 
For  vour  free  copy  of  our  new  business  paper 
"Optimizing  Enterprise  Performance  through  Financial 
Intelligence,"  visit  www.busi nessobjects.com/track. 
Or  call  Business  ( )bjects  at  1  -800-527-0580.  And  we'll 
help  get  you  on  the  right  track. 


Business  Objects 
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How  Spammers 
Are  Fighting  Back 


As  Congress  and 
tech  companies 
fight  to  stop  junk 
e-mail,  the 
spammers  are 
growing  more 
aggressive  and 
creative.  In 
their  latest 
bag  of  tricks: 


■  Blitz  anti-spam  groups  with  millions  of  e-mail 
messages.  The  goal:  To  overwhelm  their  servers  and  shut 
them  down.  The  anti-spammers  at  Infinite  Monkeys  &  Co. 
were  recent  victims. 

■  Hire  hackers,  often  in  Eastern  Europe,  to  break  through 
spam  defenses.  They  forge  names  and  addresses,  including 
the  recipient's  name  in  the  mail  to  confound  filters. 

■  Employ  especially  powerful  computers  that  employ 
different  words  and  symbols  to  customize  each  spam- 
making  it  hard  for  filters  to  recognize  them  as  such. 

■  Launch  viruses  that  dismantle  defenses.  August's  SoBig 
attack  raided  e-mail  directories  and  sent  spam  messages  to 
the  victims'  contacts.  This  undermined  the  popular  "white 
list"  defense,  which  limits  entry  to  approved  e-mailers. 


few  hours  and,  theoretically,  harvest  500 
responses  within  days— a  veritable  gold 
mine.  Alan  Ralsky,  a  spammer  in  the  De- 
troit suburb  of  West  Bloomfield,  Mich.— 
and  one  of  the  rare  ones  to  speak  pub- 
licly—says that  sheer  volume  of  messages 
pays  off.  "Even  a  blind  squirrel,"  he  says, 
"can  find  a  nut." 

Spammers  looking  for  a  quicker  payoff 
are  retooling  their  spam-spewing  ma- 
chinery for  theft.  With  each  month,  the 
spoofs  appearing  to  come  from  eBay, 
Citibank,  and  others  are  becoming  slick- 
er—and endangering  confidence  in  e- 
commerce.  Last  spring,  the  early  spoofs 
encouraged  customers  to  enter  their 
bank  data  on  crude  copies  of  company 
sites.  They  were  full  of  misspellings  and 
bad  grammar  and  were  topped  by  Web 
addresses  unrelated  to  the  company. 
These  days,  the  fake  sites  are  nearly  per- 
fect. They  come  complete  with  privacy  lo- 
gos established  by  the  industry— suppos- 
edly to  ensure  security.  Worse,  the  spam 
thieves  are  using  authentic  company 
Web  sites.  They  simply  gather  data  by 
serving  up  their  own  forms,  which  appear 
to  pop  up  from  the  company  site. 

CLANDESTINE 

THESE  SPAMMING  THIEVES  hop  over 
borders  with  a  click  of  the  mouse.  Secure 
Science  Corp.,  a  security  startup  in  Los 
Angeles,  has  tracked  a  recent  flurry  of 
scams  targeting  eBay  and  Citibank  cus- 
tomers. They  involve  computers  in 
Delaware  and  Russia  that  stay  up  only  for 
a  couple  of  hours  so  that  authorities  don't 
have  time  to  track  them  down.  But  they 
gather  plenty  of  bank  data.  And,  accord- 
ing to  the  FBI,  they  sell  the  credit-card 
numbers  at  clandestine  Web  sites  for  $1 
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apiece.  "These  sites  move  constantly," 
says  Bill  Murray,  spokesman  for  the  FBI's 
cybercrime  division.  "They're  up  for  a 
day,  and  they  move." 

Even  if  they're  not  pushing  scams, 
many  spammers  are  busily  adapting  to  all 
the  filters  and  obstacles  that  corporations 
and  consumers  put  in  their  path.  Ralsky 
says  he  has  three  Lithuanian  computer 
whizzes  who  devise  ways  to  break  through 
filters.  And  with  the  spam  revenue  pouring 
in,  many  of  the  biggest  op- 
erations are  beefing  up 
their  computer  assets  and 
using  them  to  bombard  the 
defenses.  Ralsky,  for  one, 
says  business  is  booming. 

High-powered      spam- 
mer programs,  say  experts, 
sidestep    filters    by    cus- 
tomizing each  of  the  tens  of 
millions  of  messages  they 
send.  This  can  confuse  fil- 
ters, which  are  often  pro- 
grammed to  look  for  cer- 
tain word  combinations. 
Spammers    also    unleash 
torrents  of  e-mails  at  anti-    Data  PEW       ■ 
spam  companies  and  consumer  groups, 
hoping  to  cripple  their  servers  with  so- 
called    denial-of-service    attacks.    Two 
groups  that  organized  "block  lists"  to 
sideline  spam,  Compu-Net  and  Infinite 
Monkeys  &  Co.,  both  withdrew  from  the 
battle  last  summer  after  suffering  wither- 
ing spam  attacks.  "The  spammers  are 
winning  the  war  to  control  the  inboxes," 
says  Compu-Net's  Larson. 

Equally  menacing,  spammers  have  ex- 
tended the  battlefield  to  the  entire  Inter- 
net. As  recently  as  two  years  ago,  ISPs 
could  block  most  spam  by  targeting  the 
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THE  STAT 


7% 

of  U.S.  Web  surfers 
say  they  have 
purchased 
something  from  an 
unsolicited  e-mail 


domains  that  were  generating  it.  E 
the  past  year,  spammers  have  rel( 
viruses  which  turn  computers  aroun 
world  into  mail-serving  zombies.  In 
of  a  handful  of  domains,  the  span  . 
come  from  just  about  anywhere.  Th  JAW 
Big  worm  launched  in  August,  say  ii  ' 
try  experts,  represented  an  escalatii 
the  battle.  It  harnessed  the  contact  li  \M ' 
its  victims  and  sent  millions  of  spai  '• 
all  their  friends  and  families.  "Th 
dismantling  the  defenses,"  says  Ka 
cob,  CEO  of  Cloudmark,  a  San  Fran 
spam-blocking  company. 

This  is  leading  companies  sue 
AT&T  to  create  premium  services, 
idea?  To  encrypt  mail  and  provide  c'oi 
nies  with  guaranteed  delivery— a  cybe 
swer  to  FedEx  Corp.  "Today's  Interr  ff 
coach  class,"  says  Hossein  Eslamb( 
chief  technology  officer  at  AT&T.  "} 
we're  building  is  first  class  and  busi 
class."  AT&T  expects  to  start  selling  a 
ice  next  year  that  will  let  corporations 
a  subscription  fee  to  make  sure  the 
mail  winds  its  way  past  security  and 
safely  to  the  intended  recipients. 

Betrayal.  That' s  what  pioneering  c 
puter  scientists  feel  when  they  see  \ 
has  happened  to  the  Internet.  They  bi  expenses 
miraculous  system  with  a  foundatio 
trust,  and  if  s  being  overrun  by  scound 
"If  s  a  downgrading  of  the  Net  and  its 

ture,"  says  David  Faj(perfom 
professor  of  computer 
ence  at  Carnegie  Me 
University,  "And  I  don'i 
any  gangbuster  alterna 
That's  what  bothers  mt 
Already,  scientists 
working  on  new,  imprc  choice  f 
Internet     standards 
make  communications 
the  network  more  sec 
But  by  the  time  they  s<  find  the 
on    new    protocols— , 
this  decade  at  the  ei  ° 
est— the  rest  of  the  w(  orvisi 
probably  will  already  h 
!>■■■■■    improvised  a  secure  In 
net  for  these  troubled  times. 

It  sounds  like  grim  work,  focusing 
fences  and  digital  locks  instead  of 
and  games.  But  if  tech  companies  dei 
op  a  host  of  safe  and  secure  spam- 
systems,  they  will  bolster  the  Intern 
position  as  a  pillar  of  the  global  eco 
my.  Security  is  the  missing  link.  I 
takes  the  spammers  and  virus-push 
to  ignite  an  effective  response— v* 
would  have  guessed  it?— that  clutter 
obscene  ads  may  yet  prove  to  be  good 
something. 

-By  Stephen  Baker  in  New  York 
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INVESTMENT  MANAGEMENT  EXCELLENCE 


How  have  your  equity  funds 
performed  versus  their  peers? 


f  t  T.  Rowe  Price,  we  believe  a  consistent,  long-term 
proach  to  investing  is  essential. That's  why  strong 
rformance  versus  peers  over  time  is  one  of  the  most 
nportant  factors  in  choosing  a  fund.  If  your  current 
iquity  funds  have  underperformed  versus  their  peers, 
laybe  it's  time  to  consider  a  switch. The  following  are 
jst  a  few  T  Rowe  Price  funds  that  have  outperformed 
neir  Lipper  peers  over  the  1-,  5-,  and  10-year  periods 
is  of  9/30/03.  These  funds  are  100%  no  load,  with 
ixpenses  well  below  the  industry  average.' 

Mutual  funds  are  subject  to  market  risk,  and  past 
)erformance  can't  guarantee  future  results.  When 
issessing  performance,  investors  should  consider 
)oth  short-  and  long-term  returns.  While  results 
will  vary  for  other  periods,  we  believe  the  strong 
jerformance  of  these  funds  makes  them  an  excellent 
:hoice  for  long-term  investors. 

vVe  offer  over  85  no-load  funds  and  can  help  you 
ind  the  one  that's  right  for  your  goals  and  tolerance 
or  risk.  Call  our  Investment  Guidance  Specialists 

or  visit  our  Web  site. 


TROWEPRICE.COM/MUTUALFUNDS 


Over  75%  of  our  funds  beat  their  Lipper  averages 
for  the  1-,  5-,  and  10-year  periods,  including: 


Average  annual  total 
returns  as  of  9/30/03 

Growth  Stock  Fund 

Lipper  Large-Cap 
Growth  Funds  Average 

Equity  Income  Fund 

Lipper  Equity  Income 
Funds  Average 


1  year  5  year  10  year 

27.13%  4.23%  10.73% 

21.15%  -1.39%  6.54% 

21.67%  5.14%  10.91% 

20.35%  2.68%  8.28% 


Equity  Index  500  Fund          24.06%  0.75%  9.76% 

Lipper  S&P  500 

Funds  Average                       23.55%  0.47%  9  63% 

Growth  &  Income  Fund        22.10%  1.19%  8.17% 

20.86%  -0.01%  7.84% 


Lipper  Large-Cap  Core 
Funds  Average 


Spectrum  Growth  Fund        27.91%      4.59%      9.07% 

Lipper  Multi-Cap  Core 

Funds  Average  23.87%      4.11%      9.05% 


T.RoweFVice 


•  Ik* 


INVEST    WITH    CONFIDENCE 

for  more  nloimalion  including  risks  lees,  and  expenses  request  a  lund  profile  or  prospectus:  read  it  carefully  belore  investing  For  updated  performance  information  please  visit  our  Web 
site  oi  contact  a  I  Rowe  Price  representative  Averaqe  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends  and  capital  gain  distributions  Inveslmenl  return 
nil  value  will  v.i  r  y  and  \lwies  may  be  worth  more  or  lessMl  redemption  than  at  original  purchase.  *As  ol  9/30/03  the  funds'  total  expense  ratios  versus  their  retail  lipper  category 
n  Giowlh  Slock  versus  1 .80°o  lor  the  large-cap  growth  funds  category  0  78°°  for  Equity  Income  versus  I  59%  for  the  equity  income  lunds  category  0  35"o  lor  Equity 
Index  500  versus  0  85%  lor  Ihe  S&P  500  hinds  category  0.8 1  %  lor  Growth  &  Income  versus  I  60%  lor  the  large-cap  core  lunds  category  0  89%  lor  Speclrum  Giowlh  versus  1 .55%  loi  the 
mulli    i|i  core  lunds  category.  All  lunds  including  in  classes,  more  than  six  months  old  as  ol  9/30/03  are  included  in  tin  ^ised  on  total  return.  88  ol  II4,  59  ol  73 

and  37  ol  47 1.  Rowe  Pin  e  funds  im  hiding  separate  share  classes,  oulperlormed  Iheir  lipper  averages  lor  Ihe  I-,  5-,  and  10-year  periods  ended  9/30/03  respectively  (Source  lor  data  lipper  Inc.) 
I.  Rowe  Price  Inveslmenl  Services  Inc.  Distributor.  MKGW68I65 
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Science  Technology  Wi reless 


Beyond  Wi-Fi: 
A  New  Wireless  Age 

Three  technologies  will  boost  the  capacity 
of  our  airwaves— and  innovation,  too 


N  THE  CLEAR  MORN- 
ing  of  June  10,  Mark 
McHenry  climbed  onto 
the  rooftop  of  a  seven- 
floor  office  building 
near  Washington's  busy 
Dupont  Circle.  Lugging 
an  unwieldy  10-foot  antenna  and  a  gray 
metal  box,  he  and  another  engineer  set  up 
an  experiment  to  measure  the  actual  us- 
age of  airwaves  above  the  Nation's  Capi- 
tal during  peak  business  hours. 

They  were  out  to  debunk  a  popular 


myth:  With  the  explosion  of  wireless  de- 
vices, the  air  is  nearly  saturated  with 
zinging  TV,  radio,  cell-phone,  and  Black- 
Berry  signals,  right?  Not  to  mention 
satellite  and  air-traffic-control  signals, 
police  dispatches,  and  mushrooming  Wi- 
Fi  networks.  And  yet,  the  duo  found  that 
even  in  a  heavily  trafficked  part  of  the 
airwaves  above  the  District  of  Columbia, 
only  19%  to  40%  of  the  spectrum  was  oc- 
cupied at  any  moment  during  an  eight- 
hour  period. 

The  experiment  highlights  a  paradox 


Radio  Revolution^^^^. 

For  years,  the  airwaves  were  considered  a  precious  resource  to  be 
parceled  out  gingerly.  Three  emerging  technologies  on  the  following 
pages  are  poised  to  free  up  as  much  radio  spectrum  as  we  may  need. 
This  will  speed  up  the  pace  of  innovation  in  wireless  and  change  the 
way  governments  regulate  radio  frequency: 


Conventional  Cell  Towers: 
Signals  Everywhere 

The  airwaves  are  divided  into 
different  bands  representing 
frequencies  set  aside  for 
various  applications.  FM  radio 
at  around  100  MHz,  cell 
phones  at  1.9  GHz,  Wi-Fi  at 
2.4  GHz,  etc.  In  cellular 
systems,  a  base  station 
handles  connections  between 
subscribers.  As  a  caller  travels 
away  from  a  cell  tower,  the 
signal  grows  weaker-^until  the 
tower  finally  "hands  off"  the 
call  to  the  next  nearest  tower. 


that  vexes  the  wireless  industry.  Alt 
nearly  all  of  America's  best  ready- 
spectrum  is  rented  out  to  tenants  i ^ 
from  broadcasters  to  the  U.S. 
most  of  the  time,  it's  unused— just  I 
space.  "It's  as  though  every  opera tl 
his  own  personal  road  to  go  to  wq 
stead  of  sharing  the  road,"  says  Mel 
president  of  tech  startup  Shared  I 
trum  Co.  in  McLean,  Va.  The  uj 
Wireless  inventors  with  a  new  ide| 
not  get  access  to  the  airwaves. 

As  any  of  these  inventors  migl 
you,  however,  momentous  changes! 
the  air.  Digital  technologies  have  al 
allowed  cellular  operators  to  packl 
signals  into  each  band  than  they[ 
under  the  old  analog  regime.  Now, 
of  intelligent  network  technologl 
sweeping  from  university  and  ml 
labs  into  the  marketplace.  The  in| 
tions  are  known  by  various  name 
eluding  smart  antennas,  mesh  net 
and  agile  radios— all  of  them  shark 
same  basic  breakthroughs  in  digitil 
nal  processing.  Together,  they  aj 
poised  to  knock  down  the  lane  divid<[ 
the  spectrum  highway,  which  wer 
vised  about  75  years  ago  when  fe| 
regulators  concluded  that  the  air 
were  a  scarce  resource. 

Regulators  are  applauding  the  II 
tion  of  the  spectrum— especially  aftej 
nessing  the  meteoric  rise  of  Wi-Fi.l 
wireless  networking  standard,  ancf 
ubiquitous  Internet  "hot  spots"  ill 
spawned,  took  off  in  the  U.S.  only  be<| 
there  was  a  swath  of  airwaves  that 
lators  left  open  for  unlicensed  gad 
such  as  microwave  ovens  and  gaj 
door  openers.  That's  why  the  FCC  i^ 
manding  more  fences.  In  mid-Nover 
it  offered  up  a  new  slice  of  lighdy  reg 
ed  frequency  in  the  5-gigahertz  r^ 
"The  more  people  who  can  play  ir 
sandbox,  the  higher  the  probabilH 
technological  innovation,"  says  Fed 
Communications  Commission  Chiei] 
gineer  Edmond  Thomas. 

DUG-IN  RESISTANCE 

BROADCASTERS,  CELL-PHONE  can! 
and  other  longtime  licensees  of  spect[ 
rights  won't  give  up  their  exclusive 
without  a  fight.  "If  we  have  to  pajl 
spectrum  and  others  can  gain  accea 
those  very  bands  for  free,  it  becomj 
parity  issue,"  says  Brian  F.  Fontes, 
president  for  federal  relations  at  Cing 
Wireless.  Still,  engineers,  inventors,  I 
their  financial  backers  are  sure  to  keei 
pressure  on  the  FCC  to  use  the  airvvj 
with  greater  efficiency  and  imaginatf 
Together,  new  ideas  about  intelligent 
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Security  is  the  last  thing  on  this  Chief  Security  Officer's  mind.  That's  because  it's 
the  first  thing  on  ours.  Armed  with  real-time  information  and  response  capabilities 
from  VeriSign's  Security  Intelligence  and  Control™  Services,  he  can  now  take  the 
initiative.  Play  offense,  rather  than  defense.  Focus  on  the  kinds  of  projects  that  will 
keep  his  Fortune  500  publishing  company  competitive,  like  establishing  a  global 
VPN.  And  reducing  operating  costs.  Now  he  can  think  freely.  At  least  until  an 
editor  calls,  wanting  to  stop  the  presses. 

To  learn  more  about  Verisign's  new  Security  Intelligence  and  Control    Services,  visit  www.verisign.com 


The  Value  of  Trust 


inregislered  trademarks  ol  VeriSIgn  and  lit  subsidiaries  in  the  United  States  and  in  foreign  countries. 
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vices  and  novel  network  architectures  will 
open  up  a  wireless  frontier.  Here's  what 
the  engineers  have  in  mind: 

Smart  Antennas:  When  the  first  am  radio 
tower  went  up  in  1920  at  KDKA  in  Pitts- 
burgh, the  proud  antenna  on  top  beamed 
out  signals  360  degrees  around  it.  Like  a 
pebble  thrown  into  a  pond,  it  sent  energy 
indiscriminately  in  concentric  ripples 
through  the  air. 

What  a  waste,  say  many  engineers  to- 
day. If  you  could  throw  all  that  energy  in 
just  the  direction  of  the  users  you  want 
to  reach,  the  signal  could  travel  much 
farther  and  avoid  unnecessarily  jam- 
ming airwaves  in  other  directions.  With 
a  "smart  antenna,"  a  narrow  beam 
shoots  a  greater  distance  in  the  same 
way  that  a  water  hose  sprays  farther 
when  the  gardener  puts  a  thumb  over 
the  nozzle.  But  that  doesn't  capture  the 
intelligence  of  these  systems.  Wireless 
consultant  Nitin  Shah  prefers  the  analo- 
gy of  a  spodight  following  individual  ac- 
tors on  a  stage,  as  opposed  to  a  room 
light  that  illuminates  everyone. 

There  are  many  approaches  to  such 
antennas  under  study  at  universities  and 
corporate  labs— including  a  commercial 
product  from  San  Francisco  startup  Vi- 
vato  Inc.  By  clustering  128  pencil-size  an- 
tennas, Vivato  can  project  signals  as  far 
as  2.5  miles.  They  achieve  this  by  squish- 
ing a  tiny  bit  of  energy— roughly  100  mil- 
liwatts, or  half  the  power  of  a  cell 
phone— into  narrow  seven-to-eight-de- 
gree beams.  Each  antenna,  starting  at  a 
different  moment,  sends  out  its  own  sig- 
nals on  regular  radio  waves.  When  the 
waves  of  one  start  waning,  those  of  an- 
other might  be  cresting.  Taken  together, 
these  waves  can  form  rays   specially 
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Smart  antennas: 
Pointing  at  you 

Old-fashioned  antennas  on  ( 
towers  (top)  send  energy  in'c 
directions,  like  a  fountain.  A 
smart  antenna  (bottom)  is 
more  like  a  garden  hose:  It 
sprays  in  one  direction,  easir 
congestion  everywhere  else, 
one  smart-antenna  approacl    4 
startup  Vivato  clusters  togetl 
128  pencil-size  antennas,  eat 
packing  data  on  waves  startii 
at  different  points  in  time.  Wl 
the  waves  of  one  antenna  sta 
to  wane,  those  from  another  $. 
may  be  cresting.  Combined,  1, 
waves  form  rays  shaped  to     >66l 
reach  the  target. 
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Data:  Vivato.l 


shaped  to  reach  a  particular  target.  With 
the  help  of  software,  the  antennas  can 
change  the  shape  and  direction  of  these 
rays  at  a  moment's  notice  when  targets 
move.  In  this  way,  Vivato  expects  to  ex- 
tend the  range  of  Wi-Fi,  currently  limited 
to  about  300  feet.  "Smart  antennas  are 
the  future  of  spectrum  sharing  for  wire- 
less," says  Greg  Raleigh,  CEO  of  Airgo 
Networks  Inc.  in  Palo  Alto,  Calif.,  which 
makes  a  more  complex  extension  of  this 
technology.  "Ten  years  from  now,  they'll 
be  in  every  wireless  device." 

Mesh  Networks:  Just  as  smart  antennas 
free  up  more  airwaves  than  traditional 
towers,  a  new  routing  technology  makes 


even  today's  most  efficient  digital 
works  look  like  spectrum  hogs.  With 
phone  systems  today,  for  example,  u 
must  be  within  the  range  of  a  cell  to 
also  known  as  a  base  station,  to  get  a  1 
The  cell  tower  is  the  central  hub  conn 
ing  the  phones  around  it. 

With  so-called  mesh  networks, 
transmitter  can  get  a  connection  from 
antenna  next  to  it,  even  if  neither  is  in 
range  of  the  hub.  All  that's  required 
connection  between  users,  circuitous 
not,  that  leads  to  a  hub-which  may  be 
Internet  access  point  or  a  cell  tower, 
explain  this  idea,  engineers  often  inv 
the  analogy  of  a  crowded  cocktail  pa^ 
Instead  of  shouting  across  the  room  to 


Mesh  Networks: 
A  Polite  Whisper 

Cell  phone  calls  today  hog 
bandwidth-like  two 
people  shouting  across  a 
crowd.  Mesh  networks,  in 
contrast,  resemble  a  group  of 
people  carefully  passing  a 
message,  person  by  person, 

-across  a  room.  Each  user's 
device-laptop  or  handset- 
serves  as  a  base  station, 

■ 'passing  signals  onto  bther 
users,  who  pass  them  to 
others.  Alf  hat's  required 
Is  that  a  few  of  the  users 
have  a-connection  to  a 
network  gateway. 


Network 
Gateway 


' 
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Data:  Skypilot  Network.  Tropos  Networks.  MeshNetwc 
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er  ee  software  integrated. 
~e  business  automated, 
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Rational  software.  Through  market-leading  tools  and  proven  best  practices,  Rational  offers  the 
expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
((-business  on  demand  software 


IBM  the  o  business  I090  and  o  busiooss  on  demand  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  ,n  (ho  United  Slates 
and/or  other  countries  »20M  IBM  Corporation.  Rational  is  a  trademark  ot  International  Businoss  Machines  Corporation  and  Rational  Software  Corporation  tn  the 
Unitad  Slates  other  couatnos  or  both  Certain  information  within  this,  advertisement  is  based  on  reported  cuslomor  oxpenonco  with  IBM  products  nolrd  at 
ibm  comAalional/sneit.  IBM  does  not  guarantee  comparable  rosullr.  All  rights  ujsarvod. 
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your  spouse  it's  time  to  go  home,  thus 
drowning  everyone  else  out,  the  guests 
transmit  the  message  person  by  person  in 
whispers  across  the  room. 

In  the  case  of  mesh  networks,  each  de- 
vice—whether it's  a  laptop  computer,  as 
in  most  prototypes  today,  or  a  futuristic 
cell  phone— becomes  the  equivalent  of  a 
base  station  or  network  hub.  As  soon  as 
one  of  the  devices  is  switched  on,  it  puts 
out  a  signal  announcing  its  presence  and 
searches  for  signals  from  others.  Once 
the  newcomer  finds  a  group  of  networked 
devices,  it  knocks  on  the  door,  and  the 
others  welcome  it  to  the  group.  True, 
wired  Internet  switches  achieve  the  same 
effect.  But  the  challenges  multiply  in  the 
wireless  world,  where  changing  topogra- 
phy is  ever  a  threat.  If  a  building  goes  up 
across  your  street,  a  mesh  network 
would  spot  the  obstruction  and  route  it- 
self around  it. 

Various  companies  have  experimented 
with  ad  hoc  networks  like  these— so  far, 
without  much  commercial  success.  For 
one  thing,  the  demands  of  a  mesh  net- 
work can  drain  everyone's  batteries. 
Even  if  your  laptop  doesn't  want  to  com- 
municate across  the  network  at  the  mo- 
ment, it  ends  up  being  used  as  a  hopping 
station  for  other  people's  messages.  De- 
spite that,  Nokia,  Microsoft,  Intel,  and 
others  hope  to  use  the  technology  to  ex- 
tend the  range  of  Wi-Fi.  And  if  s  not  just 
commercial  ventures  that  are  interested. 
In  San  Mateo,  Calif,  the  Police  Dept.  is 
testing  a  system  from  a  local  startup,  Tro- 


pos  Networks,  to  connect 
laptops  in  police  cars  across 
the  downtown  area. 


The  pace  of 
change  will 
depend  on 
the  FCC 


Agile  Radios:  On  the  blue 
waters  of  San  Diego  Bay, 
engineers  have  implement- 
ed the  first  phase  of  an  ex-  ^^h^^bi 
periment  that  could  lead  to 
the  biggest  radio  breakthrough  of  all. 
Twelve  sailors  on  the  USS  Coronado,  a 
Navy  flagship,  are  testing  a  radio  from 
General  Dynamics  Corp.  that  can  com- 
municate in  10  different  frequency 
bands.  That  matters  because  the  military 
has  access  to  many  swaths  of  spectrum, 
but  different  branches  of  the  Armed 
Forces  use  different  radios,  which  often 
can't  talk  to  one  another.  The  gizmo  on 
the  Coronado  uses  software  to  transmit 
and  receive  in  multiple  frequences,  thus 
breaking  down  the  barriers.  "Think  of 
these  radios  as  a  computer  with  an  an- 
tenna," says  John  D.  Bard,  CEO  of  Space 
Coast  Communication  Systems  Inc.  in 
Melbourne,  Fla.,  which  is  writing  new  ra- 
dio software. 

AN  ULTRASMART  MACHINE 

THE  MILITARY'S  WORK  in  software-de- 
fined radio  is  the  prelude  to  what  many 
consider  the  ultimate  solution  for  the 
wireless  future:  the  agile  radio.  This  de- 
vice can  hop  in  and  out  of  empty  spaces 
in  the  spectrum,  operating  in  a  variety  of 
different  bands,  in  spaces  nobody  else  is 
using.  The  Defense  Advanced  Research 


Projects  Agency  (DARP 
funding  the  developme 
this  ultrasmart  mac 
which  would  be  able  to 
the  airwaves  and  deter 
the  vacant  spaces  on  its 
As  other  users  pile 
^  these  frequencies,  the 

radio  would  see  the  ti 
and  instantly  seek  out  "white  spac 
other  bands. 

It  will  take  at  least  10  years  to  ere 
workable  agile  radio,  according  to  \ 
Bose,  CEO  of  Vanu  Inc,  which  is  devt 
ing  software-defined  radios.  For 
thing,  it  must  be  smart  enough  to  en 
that  the  vacant  bands  are  indeed  a 
able,  and  not  cause  interference  witl 
isting  users.  "We  have  to  prove  we  cai 
exist,"  says  Preston  Marshall,  DAB 
program  manager  for  the  agile  radio 
if  such  a  sensitive  radio  can  be  made 
searchers  say  users  can  harvest  up  t 
times  more  out  of  the  airwaves. 

The  lure  of  such  bountiful  yields 
turned  federal  regulators  into  evangel 
for  these  potentially  disruptive  techn 
gies.  At  first,  the  FCC  is  likely  to  n 
slowly,  releasing  small  blocks  of  spectJ 
that  are  under  lease  to  the  military 
others.  But  once  the  dam  is  comj  I 
mised,  there  is  no  stopping  the  deh  j 
On  the  flood  plain,  wireless  innova  I 
may  realize  their  wildest  dreams— i  [ 
citizens  will  gain  access  to  a  new  fron  [ 
in  the  sky.  II 

-By  Catherine  Yang  in  Washing  I 
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Election  2004 


Why  the  Rust  Belt 
Matters  So  Much 

Job  losses  in  eight  key  states  threaten 
President  Bush's  reelection  strategy 


Y  JUST  ABOUT  EVERY 
standard,  from  GDP 
growth  to  consumer  con- 
fidence, the  U.S.  economy 
is  in  the  midst  of  a  torrid 
turnaround.  That's  en- 
couraging news  for 
George  W.  Bush,  who  faces  the  voters  in 
just  11  months.  "Our  economy  is 
strong,"  a  charged-up  President  told 
campaign  contributors  on  Dec.  1  in 
Dearborn,  Mich.,  reciting  a  litany  of  pos- 


itive indicators,  "and  it's  getting  stronger." 
What  Bush  neglected  to  mention  is  the 
number  that  may  be  most  important  for 
many  in  Michigan:  224,300.  That's  the 
tally  of  manufacturing  jobs  the  state  has 
lost  since  he  took  office  nearly  three  years 
ago.  "Bush  II  may  lose  [Michigan]  for  the 
same  reason  that  Bush  I  lost,"  says  inde- 
pendent Lansing  (Mich.)  pollster  Ed  Sar- 
polus,  "and  that  is  jobs." 

Bush's  Michigan  woes  point  to  a  co- 
nundrum of  Election  2004.  While  an  im- 
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Tariffs  were  cheered 
by  steelworkers  but 
slammed  by 
manufacturers 


proving    ■ 
my    almos 
ways  helps 
cumbent, 
of  the  state 
rial  to  Busl 
election  are  still  mired  in  a  manufact 
slump.  That  is  particularly  true  of  a 
of  eight  states  in  the  industrial  he; 
where  more  than  1.1  million  manuf; 
ing  workers  have  been  displaced  d 
the  Bush  Presidency.  The  hardest 
Ohio,  Michigan,  Illinois,  and  Penn: 
ma— all  have  lost  more  than  20%  of 
manufacturing  jobs. 

UP  FOR  GRABS 

IN  A  POLITICALLY  polarized  nation, 
most  states  reliably  Republican  or  Dei 
ratic,  the  Rust  Belt  battlegrounds  are 
ticularly  important  because  all  of  the: 
up  for  grabs  in  '04.  And  they  have  125 
toral  votes,  or  46%  of  the  total  need 
win.  Bush  carried  three  of  these  indui 
swing  states  in  2000  (Ohio,  Missouri 
West  Virginia)  and  is  targeting  the  ( 
five  in  2004.  "As  goes  manufacrurin 
this  election,  so  goes  the  nation,"  prec 
Fred  Nichols,  political  director  of  the 
tional  Association  of  Manufacturers 

The  White  House  is  well  aware  o 
stakes  in  the  industrial  heartland, 
the  President  has  made  dozens  of 
to  the  eight  targeted  states,  includi 
three-state,  post-Thanksgiving  blitz 
message:    The    manufacturing    si 
started  on  Bill  Clinton's  watch. 
Bush  says,  it  would  have  been  far 
debilitating  without  the  tax  cuts  and 
ulatory  relief  he  pushed  through.  Wh 
more,  Republicans  argue,  tough  tal 
trade  and  dollar  diplomacy  of  the 
year  has  helped  pull  manufacturing 
of  its  tailspin. 

The  Administration  can  also  pom 
policies  it  has  adopted  with  sure  Rust 
appeal.  In  Michigan,  it  angered  envin 
mental  activists  but  delighted  many 
helping  the  auto  industry  defeat  biparti: 
attempts  on  Capitol  Hill  to  mandate  hi 
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The  Hurting  Heartland 

The  economy  is  roaring,  but  the  number  of  manufacturing  jobs  lost  since  January,  2001,  is  staggering  lk 


OHIO 


MICHIGAN 


ILLINOIS 


PENNSYLVANIA 


230 

Thousand 


Thousand 


"208       -19  8 

Thousand  Thousand 


•Preliminary  statistics    Data:  Bureau  of  Labor  Statd 
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REITLING  CELEBRATES   1  OO  YEARS  OF  AVIATION 


'O  YEARS  OF  EXCLUSIVE  TIES 

Cember  17th  1903,  10:35  hours,  Kitty  Hawk  (North  Carolina).  The 
;ht  bn  'mplish  the  first  flight  of  a  heavier-than-air  powered  craft 

te.it  lasted  .i  mere  12  seconds,  covering  a  distance  of  120  feet,  but  it  rewarded 
vrsevt  r.iniv,  the  courage  and  the  Innovative  spirit  of  all  pioneers  of  flight 
h.ul  contributed  to  tultilling  one  ol  humankind's  oldest  dreams. 

A   century   later,   aviation  has  experienced 
tacular  growth   It  has  overturned  existing  notions  ol  time  and  distance, 

nking  the  gaps  between  continents.  Bi  is  asserted  itsell  as  a 

ed  aviation  supplier  thanks  to  its  ultra-pirns,'  and  ultra-reliable  wrist 
its  Intended  tor  the  most  demanding  professionals.  Like  the 
ries,  issued  in  Brettung  to  celebrate  100  years  of 
ition 
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INSTRUMENTS    FOR    PROFESSIONALS 


er  fuel  economy  standards.  And  the 
White  House  won  applause  from  steel- 
workers  in  Pennsylvania,  Ohio,  and  West 
Virginia  by  abandoning  free-trade  rheto- 
ric long  enough  to  slap  temporary  tariffs 
on  steel  imports  in  2002. 

FODDER  FOR  DEMOCRATS 

THE  FLIP  SIDE  is  that  the  protectionist 
tariffs  were  criticized  by  manufacturers 
facing  higher  steel  prices  and  possible 
retaliation  by  the  European  Union. 
Free-traders  cite  studies  that  conclude 
that  U.S.  job  losses  due  to  tariff-boosted 
steel  prices  totaled  more  than  the  entire 
workforce  of  the  steel  industry. 

Bowing  to  conservative  criticism— 
and  imminent  sanctions— the  White 
House  was  preparing  to  lift  the  tariffs  at 
press  time.  Bush  will  soften  the  blow 
with  sweeteners  such  as  making  it  easier 
for  the  steel  industry  to  file  antidumping 
cases.  But  that  won't  stop  Dems  from 
slamming  Bush  for  abandoning  steel- 
workers.  "This  is  yet  more  evidence  that 
President  Bush  does  not  have  a  strategy 
to  reverse  the  massive  declines  in  Amer- 
ican manufacturing  jobs,"  jabs  Democ- 
ratic candidate  Wesley  Clark. 

Clark  and  other  Democratic  rivals 
have  issued  detailed  prescriptions  for 
restoring  lost  jobs.  Among  the  common 
threads:  tougher  enforcement  of  trade 
pacts;  tax  credits  for  manufacturers  that 
expand  operations  in  the  U.S.;  a 
stronger  line  against  China  and  other 
countries  accused  of  manipulating  their 
currencies  to  gain  an  edge  in  trade; 
substantial  increases  in  worker  retrain- 
ing; and  aid  for  dislocated  workers. 

Thus  far,  there  are  precious  few 
signs  of  a  Bush  political  recovery  in  the 
industrial  heartland.  A  Nov.  20  Key- 
stone Poll  showed  Bush's  overall  popu- 
larity in  Pennsylvania  declining  to  49% 
from  63%  in  April.  Still,  strategists 
think  the  President  can  cobble  together 
an  industrial-state  comeback  by  win- 
ning a  few  workers  at  a  time.  And  while 
manufacturing  continues  to  lag  the  re- 
covery, early  signs  point  to  a  snapback 
on  the  factory  floor.  Among  the  21 
states  showing  manufacturing  growth 
in  October  was  Michigan,  with  3,800 
new  jobs. 

A  small  success  story,  to  be  sure.  But 
the  White  House  is  hoping  that  such 
numbers  will  convince  worried  voters  in 
the  industrial  heartland  that  better 
times  lie  ahead.  And,  more  important, 
that  Bush  is  the  candidate  who  can 
bring  back  all  those  jobs  that  have  up 
and  vanished  since  he  took  office.  ■ 

-By  Richard  S.  Dunham  in  Washington 
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Economics  Interest  Rate 


Borrowers  May  B 
In  for  Sticker  Shod 

Faster  productivity  gains  could  propel 
real  interest  rates  to  much  higher  level* 


NOW  THAT  THE  U.S. 
economy  is  finally  re- 
covering, what  will  hap- 
pen to  interest  rates? 
For  borrowers  and  the 
economy,  what  matter 
are  "real"  rates— the 
cost  of  money  after  stripping  out  the  per- 
centage that  compensates  investors  for 
inflation. 

Today,  real  rates  are  extremely  low  for 
short-term  borrowing  and  slightly  below 
average  for  long-term  loans.  The 
federal  funds  rate  of  1%,  minus 
the  2%  inflation  over  the  past 
year,  gives  a  real  fed  funds  rate  of 
-1%.  That' s  highly  stimulative. 
The  real  yield  on  10-year  Trea- 
suries is  2.4%,  compared  with  a 
40-year  average  of  2.8%. 

But  economic  theory  suggests 
that  faster  productivity  growth 
should  drive  real  rates  well  above 
their  long-term  averages  over  the 
next  couple  of  years.  Productivity 
growth  averaged  just  1.4%  a  year 
from  1973  to  1995,  but  3.2% 
since,  including  5%  over  the  past 
year.  According  to  what's  known 
as  neoclassical  growth  theory, 
which  most  economists  accept  in 
some  form,  an  acceleration  in 
productivity  induces  more  business  in- 
vestment to  take  advantage  of  new  op- 
portunities. That  eventually  forces  up 
real  rates.  If  they  stay  too  low,  the  econo- 
my would  overheat. 

How  high  could  rates  get?.  Brace 
yourself:  William  Poole,  president  of  the 
Federal  Reserve  Bank  of  St.  Louis,  told 
BusinessWeek  in  November  that  assum- 
ing 3.5%  productivity  growth,  the  real 
long-term  rate  needed  to  stabilize  the 
economy  over  time  would  be  4.5%, 
while  the  real  federal  funds  rate  could 


settle  out  at  "something  like"  1  pen] 
age  point  less  than  that.  Assuming  i 
tion  could  drift  up  to  2.5%,  Poole's  I 
mates  imply  a  7%  market  rate| 
10-year  Treasuries  (compared 
4.4%  now)  and  6%  for  fed  funds  (c 
pared  with  1%  now).  That  could  sl| 
borrowers. 

Poole  isn't  the  only  Fed  official 
sees  a  link  between  productivity  and 
terest  rates.  In  a  September  speech,! 
Governor  Donald  L.  Kohn  said  that  [ 
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terest  rates  eventually  must  rise  after 
upturn  in  productivity  growth." 

Fed  officials  say  that  they  don't  wa 
to  raise  rates  soon.  But  neither  does  t 
central  bank  like  to  get  too  far  behind  t 
curve.  In  the  early  1990s  recovery,  it  li 
ed  the  real  federal  funds  rate  fro 
-0.3%  in  1993  to  3.3%  in  1995.  If  tl 
productivity  boom  persists,  there's 
good  chance  that  high  rates  are  soon 
follow.  ■ 

-By  Peter  Coy  in  New  York,  wil 
Rich  Miller  in  Washingtc 


GIVING  TO  CHARITY 

IS  ALWAYS  THE 
RIGHT  THING  TO  DO. 

GIVING  CASH 
MAY  NOT  BE. 
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Giving  Back 


Find  out  why  giving  assets  to  charity  may  make  more  financial  sense  than  simply  writing 
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"Giving  Back:  Techniques  for  Charitable  Giving." 
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•  Give  stock  and  potentially  avoid  paying 
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Countrywide  plans  to  grab  more  of  the 
market  as  the  industry  consolidates 


ANGELO  R.  MOZILO 
isn't  lacking  in  confi- 
dence. The  64-year-old 
CEO  of  Countrywide  Fi- 
nancial Corp.  didn't  rise 
from  mortgage  compa- 
ny delivery  boy  at  age 
14  to  head  of  the  third-largest  home 
lender  in  the  U.S.— behind  Wells  Fargo 
and  Washington  Mutual— by  shrinking 
from  a  fight. "  I'll  tell  you  what  play  we're 
going  to  run,  what  down,  and  let  you 
choose  the  point  spread,  and  we'll  still 
beat  the  competition,"  Mozilo  says  at 
Countrywide's  elegant  offices  in  subur- 
ban Los  Angeles.  "That's  the  confidence  I 
have  in  our  team." 

So  far,  that  confidence  has  been  well 
placed.  As  homeowners  rushed  to  refi- 
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nance  their  mortgages  over  the  past 
three  years,  Countrywide's  profits,  only 
$410  million  in  2000,  rocketed  to  an  esti- 
mated $2.3  billion  this  year.  Its  stock  con- 


LOFTYGOAL 

CEO  Mozilo  is 
aiming  to  get 
30%  of  the 
market  by  2008 


tinues  to  trade  I 
high  of  $108.! 
James  A.  Johi 
former  CEO  ofl 
nie  Mae:  "Whaj 
gelo  has  managflj 
do  is  remarkably  impressive." 

But  with  interest  rates  rising  an 
refi  boom  at  an  end,  Country^ 
monthly  mortgage  volume  has  plu 
44%  since  July.  And  the  business  of 
ing  home  loans,  securitizing  them 
selling  them  off  to  investors  doesn't 
to  improve  anytime  soon.  The  Mort 
Bankers  Assn.  expects  total  mort 
volume  to  fall  more  than  50%  next 
The  company  itself  projects  that  ean 
will  decline  about  17%  in  2004,  to 
billion.  "The  easy  money  has  been  m; 
says  Robert  L.  Rodriguez,  chief  in 
ment  officer  of  FPA  Funds  in  Los  Ang 
which  sold  the  last  of  its  Country 
stock  in  September.  "Their  present  t 
ing  power  is  unsustainable  due  to 
blowoffin  refinancing." 
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yet  INSTEAD  OF  simply  riding  oul 
downturn,  Mozilo  has  begun  an  aj 
tious  plan  to  more  than  double  Cour 
wide's  13%  share  of  the  mortgage  ma 
The  idea  is  to  offset  the  decline  in  n 
gage  lending.  It  won't  be  easy.  Says 
thony  Hsieh,  chief  executive  of  : 
lender  Home  Loan  Center  Inc.  in  In 
Calif.:  "They  are  so  big,  in  order  for  t 
to  keep  their  volume  up  they  have  to 
25%  market  share."  In  fact,  Mozilo  w; 
Countrywide's  share  of  the  mortg 
market  to  hit  30%  by  2008. 

He  figures  that  as  mortgage  ban! 
across  the  country  close  up  shop,  he 
take  advantage  of  their  woes.  Mozilo 
done  it  before.  Countrywide,  now  ba 
in  Calabasas,  Calif,  started  life  as  a  t 
man  shop  in  New  York  City  in  1969, 
has  grown  to  hundreds  of  branches 
tionwide.  It's  now  the  largest  indep 
dent  mortgage  lender  in  the  U.S.  A 


Keeping  Its  House  in  Order 


Monei 
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Countrywide 
Financial,  the 
nation's  largest 
independent  home 
mortgage  maker, 
ispreppingfora 
downturn 


HOME  LOANS  Countrywide  hopes  to  more  than  double  its 
13%  share  of  the  mortgage  market  by  scooping  up 
commission-only  brokers  as  its  rivals  fail 


MORTGAGE  SERVICING  With  interest  rates  rising  and  refis 
falling,  the  company  should  be  able  to  turn  a  profit  from 
collecting  monthly  checks  on  its  $600  billion  loan  portfolii 


NEW  BUSINESSES  Countrywide  estimates  that  mortgage- 
securities  underwriting,  insurance,  and  sales  of  certificates 
of  deposit  could  generate  half  of  earnings,  up  from  25%  toda 


THE  SYMBOL  OF  AMERICAS  OPEN  DOORS 
NEEDS  A  LITTLE  HELP  REOPENING  HER  OWN. 


i 


Countless  American  families  can  trace  their 
earliest  moment  in  this  country  to  a  day  that 
began  with  a  welcome  from  Lady  Liberty. 
Unfortunately,  two  years  ago  she  was  closed 
to  the  public  due  to  safety  concerns. 
Money  is  needed  to  pay  for  security 
upgrades  to  get  her  doors  reopened. 
American  Express  cares  because  we 
have  our  own  family  history  with 
the  statue.  From  being  one 


of  the  first  American  companies  to  donate  to  her  pedestal  fund  in  1886. 

to  playing  a  major  role  in  her  renovation  a  century  later,  we  consider 

caring  for  her  to  be  a  unique  pan  of  our  heritage.  That's  why  every  time 

you  use  your  American  Express5  Card  from  now  through  January 

2004,  we'll  make  a  donation  to  The  Statue  of  Liberty  -  Ellis 

X  Island  Foundation.  You  can  also  go  to  statueofliberty.org 

to  charge  a  donation  or  to  donate  Membership  Rewards 

I 

points.  It  s  our  way  of  helping  to  get  her  doors  reopened  a 
lot  faster  for  generations  of  American 
families  to  come. 


HELP  REOPEN  LADY  LIBERTY 
statueofliberty.org 
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n  Strategies 


grew,  Mozilo  and  co-founder  David 
Loeb,  who  died  this  year,  noticed  that 
during  the  industry's  periodic  refinanc- 
ing booms,  salaried  employees  spent  all 
of  their  time  on  refi  applications  from  ex- 
isting borrowers  and  neglected  such 
sources  of  new  customers  as  real  estate 
agents,  attorneys,  and  homebuilders.  So 
in  1998,  Mozilo  began  to  recruit  com- 
mission-only sales  reps  for  those  ac- 
counts. Countrywide  has  6,800  such 
reps  now  and  plans  to  add  3,200  more 
over  the  coming  year. 

JUDGMENT  CALLS 

ONE  THING  THAT  might  attract  those 
brokers  is  Countrywide's  decentralized 
structure,  which  gives  local  offices  wide 
latitude  in  granting  loans  rather  than 
having  approvals  go  through  a  central  of- 
fice. "I  can  close  a  loan  in  an  hour  if  I  have 
to,"  says  Lorraine  Best,  manager  of  the 
Milltown  (N.J.)  branch.  Hassle-free  clos- 
ings, she  adds,  keep  salespeople  satisfied. 
The  judgment  of  those  reps  will  be  put 
to  the  test  in  a  down  market.  Because  they 
work  on  commission,  their  natural  bias  is 
toward  the  quantity  of  loans  they  make, 
not  the  quality.  And  as  mortgages  become 
pricier,  fewer  people  qualify  for  the  best 


rates.  That's  why  subprime  mortgages— 
which  have  higher  interest  rates,  but  also 
higher  rates  of  default— are  growing. 
They  are  now  8%  of  Countrywide's  loans, 
vs.  3%  a  year  ago,  although  the  company 
expects  subprimes  to  eventually  level  off 
at  5%  of  its  portfolio.  Higher  rates  also 
mean  more  adjustable-rate  mortgages. 
Even  borrowers  with  good  credit  can  be 
stung  if  rates  spike.  And  because  floating 
interest  rates  make  ARMs  hard  to  securi- 
tize,  Countrywide  holds  on  to  many  of 
them  rather  than  selling.  That  reduces  the 
capital  the  company  has  for  other  activi- 
ties. Countrywide  had  36%  of  its  mort- 
gage originations  in  ARMs  recently,  vs. 
27%  for  the  industry. 

Mozilo  is  counting  on  diversifying  his 
sources  of  cash.  One  promising  area  is 
Countrywide's  mortgage  servicing  busi- 
ness, which  entails  collecting  fees  to  ad- 
minister the  individual  mortgages  it  has 
packaged  and  sold  off.  Servicing  should 
become  increasingly  profitable  as  rates 
rise  and  borrowers  stick  with  their  cur- 
rent mortgages  rather  than  refinance. 

Countrywide  should  also  be  able  to 
count  on  getting  a  boost  from  Virginia- 
based  Treasury  Bank,  which  it  acquired  in 
2001.  The  bank  has  grown  from  $80  mil- 


"Ican 
close  a 

in  an 
hour  if  I 

to" 
says  a 
broker  at 
the  firm 


lion  in  assets 
billion.  Fuel  ft 
growth   has 
from  plentifi 

loan  in  an  crow  funds  & 

es    and    insu 
tied    to    Coi 

have  to,"    ?*  b™ 

could  generati 
its  of  $238 
in  2004,  up  fb 
estimated  $13' 
lion  this  ye 
cording  to  Mi 
Stanley's    res 
arm.    Mozilo 
has  begun  to  sell  high-yielding  o 
cates  of  deposit,  backed  by  Coun 
mortgages,    through    the    comp 
branch  offices. 

Altogether,  Countrywide  intern 
generate  half  its  profits  from  outsii 
traditional  mortgage  making  by  200i 
from  25%  today.  Its  chief  executive 
tainly  talks  like  he  has  a  strong  g 
plan.  But  as  Mozilo  knows  all  too  w 
slumping  mortgage  business  will 
even  the  best  of  teams.  II 

-By  Christopher  Palmeri  in  LosAn\ 
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Your  unlocked  potential.  You  can  think.about  it  day  after  day— or  you  can  tap  into  it.  Today.  Wharton  Execut 
Education  boasts  a  world-class  faculty,  helping  you  take  your  career  to  the  next  level.  Our  demanding  curriculum 
constantly  evolving,  preparing  you  for  an  ever-changing  business  world  and  its  challenges.  Knowledge  is  a  power]  | 
force.  Are  you? 
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UPCOMING  EXECUTIVE  EDUCATION  PROGRAMS 


» 


Creating  Value  Through 
Financial  Management 
February  8-13,  2004;  July  18-23,2004 

Marketing  Metrics: 
Linking  Marketing  to 
Financial  Consequences 

March  8-11.  2004  (San  Francisco) 


Finance  and  Accounting 

for  the  Non-Financial  Manager 

March  14-19,  2004 

June  6-10,  2004  (San  Francisco) 

Executive  Negotiation  Workshop: 
Bargaining  for  Advantage™ 

March  21  -  26.  2004:  Julv  25  -  30.  2004 


Wharton 

University  of  Pennsylvania 

Aresty  Institute  of  Executive  Education 


215.898.1776  ext.  3294  or  800.255.3932  ext.  32 
httD://execed.  wharton.  uDenn.edu/3294.cfm 
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Solutions  that  take  cost  out  of  your  business... 
...no  matter  where  your  company  does  business. 
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Branch  Office 


BackOffice 


Small  Workgroup 


Road-Warrior  Office 


b  Brother  Advantage 

-  Comprehensive  selection 
Increased  productivity 
Loner  acquisition  costs 
Reduced  consumable  costs 
24/7/365  support  and  service 
tree  era  I  nation  program 
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nfctop  L*Mf  Solution* 


Color  Lastr  Solutions 


Brother  Printer,  Fax  and  Multi-Function  Center5 models  — 
designed  to  increase  productivity  while  decreasing  overhead. 

Considering  that  over  94%  of  Fortune  1000  company  employees*  work 
outside  corporate  headquarters,  equipping  them  with  a  cost-effective 
solution  is,  to  say  the  least,  a  major  challenge. 

That's  why  Brother's  Commercial  Division  is  committed  to  providing 
superior  and  reliable  imaging  solutions  that  increase  productivity  while 
reducing  costs.  This  enables  businesses  like  yours  to  effectively  address 
critical  organizational  goals  and  challenges. 

But  it  is  our  product  reliability,  coupled  with  a  responsive  nationwide 
support  and  service  network,  that  has  companies  like  yours  putting 
Brother  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the  opportunity  to  put  our 
resources  to  work  for  you.  Contact  us  today  so  we  can  show  you  how  we 
can  positively  impact  your  bottom  line  while  enhancing  your  performance. 

For  more  information,  call  1-866-455-7713. 

*  Purchase  Influence  in  Larger  American  Businesses  (Erdos  &  Morgan,  2001) 


At  your  side. 
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©  2003  Brother  International  Corporation.  Brldgewater.  NJ  •  Brother  International  Corporation.  Nagoya.  Japan 
For  more  information  please  call  the  Brother  Fax-Back  System  at  800-521  -2846  or  visit  our  Web  site  at 

www  brother  com 


SPECIAL  REPORT 


OF  TRUST 


The  mutual-fund  scandal  was  a  disaster  waiting  to  happen. 
An  inside  look  at  how  the  industry  manipulated  Washington! 


BY  PAULA  DWYER 


LAST  AUGUST,  170  EMPLOYEES  IN  THE  MUTUAL- 
fund  section  of  the  Securities  &  Exchange  Com- 
mission started  packing  their  belongings.  They 
were  forced  to  decamp  to  an  SEC  annex  to  relieve 
overcrowding  at  agency  headquarters  in  down- 
town Washington.  The  building  was  just  four 
blocks  away,  but  the  new  digs  felt  like  Siberia  to 
the  staff.  The  Investment  Management  Div,  as  if  s 
called,  is  hugely  important:  It  protects  $7  trillion 
invested  by  some  91  million  Americans.  Yet  in  the  SEC's 
pecking  order,  it  has  long  ranked  near  the  bottom.  The  move 
seemed  to  confirm  that.  The  one  consolation:  The  disruption 
took  place  in  the  dog  days  of  August,  when  most  East  Coast- 
ers head  for  the  beach. 

Most,  but  not  all.  Unbeknownst  to  the  SEC,  New  York 
Attorney  General  Eliot  Spitzer's  staff  was  unpacking 
boxes— though  not  their  own.  They  had  received  shipments 
of  subpoenaed  documents  from  mutual  funds  and  hedge 
funds  and  worked  over  the  Labor  Day  weekend  so  that 
Spitzer  could  spring  his  first  charges  of  abusive  trading 
against  hedge  fund  Canary  Capital  Partners  LLC  on 
Sept.  3.  The  case  ignited  one  of  the  biggest  financial 
scandals  in  U.S.  history,  which  has  so  far  implicated  15  mu- 
tual funds,  12  brokerage  firms,  4  banks,  and  dozens  of 


individuals.  The  list  reads  like  a  who's  who  of  the  fund  wo| 
With  so  much  chicanery  taking  place,  why  was  Washing 
caught  flat-footed?  The  answer  goes  far  beyond  the  chronic  un<] 
funding  of  the  SEC  by  Congress.  The  truth  is  more  complex. 
SEC  put  too  much  trust  in  mutual  funds  to  do  the  right  thing. ' 
agency  failed  to  look  deeply  enough  at  industry  practices  to  del 
patterns  of  abuse.  At  the  same  time,  a  highly  persuasive  and  f 
gressive  trade  association— of  400  fund  complexes  that  make 
the  Investment  Company  Institute— for  years  overpowered  orl 
opted  most  attempts  to  tighten  fund  regulation.  Congress,  com 
by  an  industry  with  a  60-year  record  of  serving  small  invest) 
(marred  by  only  a  few  minor  scandals),  kept  its  distance.  Even  n| 
with  funds  and  their  executives  facing  charges  of  fraud,  the  ICI  | 
been  able  to  talk  the  House  of  Representatives  out  of  requiring  i 
fund  boards  be  chaired  by  independent  outsiders. 

In  2000,  the  onset  of  the  most  vicious  bear  market  since 
Great  Depression  set  the  stage  for  the  worst  abuses  by  the  mut 
fund  industry.  Squeezed  by  competition  for  dwindling  investor  i 
lars,  funds  started  to  worry  more  about  selling  their  products  1 
boosting  investors'  returns.  Many  fund  companies  began  to  res 
to  shady  practices,  such  as  ignoring  their  own  policies  against  rJ 
id  in-and-out  trading  in  exchange  for  lucrative  fees  from  large  [ 
vestors.  After  all,  with  Washington  blindfolding  itself,  what  wl 
the  chances  of  getting  caught?  More  and  more,  the  funds  deperj 
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ed  on  brokers  and  other  intermediaries— es- 
pecially lightly  regulated  hedge  funds— to 
gather  the  assets  they  needed  to  earn  the 
fees  that  pay  managers'  salaries  and  ex- 
penses. Such  dependence  on  outsiders 
made  it  harder  for  funds  to  enforce  policies 
against  abusive  trading. 

Put  it  all  together— light  regulation,  a 
savvy  trade  association,  a  compliant  Con- 
gress, a  declining  market,  and  frantic  com- 
petition over  a  shrinking  investment  pie— 
and  you  get  the  witches'  brew  of  unsavory 
business  practices  now  being  uncovered.  It 
was  a  disaster  waiting  to  happen. 


FUNDS'  FRIEND 

THE  ICI'S  SUCCESS  in  manipulating  Wash- 
ington is  pivotal  to  understanding  what 
went  wrong.  Current  and  former  SEC  offi- 
cials now  concede  that  they  were  lulled  by  a 
false  sense  of  security  into  a  relationship 
with  the  ICI  that  bore  all  the  earmarks  of  a 
friendly  partnership:  One  side  rarely  acted 
without  the  other's  consent.  "From  my 
heart,"  says  Arthur  Levitt  Jr.,  the  SEC's 
chairman  from  1993  until  2001,  "I  really 
thought  these  people  [at  the  ICI]  cared  a  lot 
about  their  reputations  and  would  do  any- 
thing to  keep  the  industry's  image  pristine." 

The  ICI  may  look  puny  on  K  Street,  where 
Washington's  power  brokers  congregate.  It 
doesn't  employ  armies  of  lobbyists  like 
mortgage  giant  Fannie  Mae.  Nor  can  it  ral- 
ly dozens  of  members  in  every  congression- 
al district,  as  can  the  National  Association  of  Realtors.  The 
$803,000  the  ICI  gave  in  the  2002  election  cycle  and  the  first 
nine  months  of  2003  put  it  in  11th  place  among  financial-serv- 
ices donors— way  behind  first-place  Goldman,  Sachs  &  Co., 
which  donated  $3.5  million,  according  to  the  Center  for  Re- 
sponsive Politics. 

Instead,  the  ICI  has  built  its  clout  by  claiming  to  speak  for 
millions  of  shareholders  with  their  401(k)s,  college  funds,  and 
personal  savings.  If  s  true  that  those  shareholders  help  shoulder 
the  ICl's  $37  million  annual  budget:  Fund  companies  tap  fund 
assets,  which  are  owned  by  shareholders,  for  a  portion  of  their 

The  Makings  of  a  Scandal 
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FINK 

The  ICI  chiefs 
opposition  to  a 
self-regulatory 
group  for  funds 
helped  to  kill 
the  idea  in  2002 


In  the  boom  years, 
mutual  funds  multiplied. 


.and  more  were  sold  through 
brokers  and  others... 


ICI  dues.  (An  ICI  spokesman  says  the  group  doesn't  know  )ctober. ! 
actiy  how  much  shareholders  pay.)  But  in  reality,  the  ICI  re]  earned  d 
sents  the  companies  that  create,  run,  and  sell  funds.  When  te  their  p 
interests  of  fund  managers  and  fund  investors  have  clashed,  iadjuste 
ICI  has  almost  invariably  sided  with  the  manager's.  iaccoi 

The  industry's  persuasive  powers  prevailed  even  when  itsfton 
SEC  saw  storm  clouds  gathering.  In  1997,  Barry  P.  Barbs  g  was  a 
then  the  SEC's  director  of  investment  management,  ha  swithoi 
chance  to  nip  the  practice  of  market  timing  in  the  bud.  Marl 
timers  exploit  the  fact  that  funds  set  prices  once  a  day— a| 
U.S.  markets  close  at  4  p.m.  Trouble  is,  the  prices  of  Europi  IITl 
or  Japanese  stocks  that  funds  hold  can  be  up  to  15  hours  ou  JLIl 
date  by  then.  If  news  events  or  U.S.  market  gains  are  likelj  ^i 
move  the  stocks  sharply  when  foreign  markets  open,  marl  SASH'S 
timers  can  lock  in  near-automatic  profits.  ,  tried  i 

Barbash  had  an  answer.  He  considered  forcing  funds  to  :gv  pro- 
more  realistic  prices  on  international  funds  by  using  guidepc  J  the  ic 
such  as  foreign  stocks  traded  in  the  U.S.  An  SEC  study  show  signific; 
that  market-timers  had  milked  2%  of  assets  from  some  funds  needto 
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...so,  when  the  market 
tanked  in  2000... 


...funds  were  desperate 
for  new  investors 
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S'ctober,  1997,  during  the  Asian  financial  crisis.  The  SEC 

I  earned  that,  despite  an  SEC  policy  encouraging  funds  to 

i  e  their  prices  after  significant  market  events,  only  a  few 

|if  adjusted  all  their  shares,  while  some  did  nothing.  But  in 

id,  according  to  an  SEC  source,  Barbash  capitulated  to  ar- 

nts  from  fund  companies  and  other  SEC  staff  that  market 

i|g  was  a  passing  fad  and  that  funds  would  make  adjust- 

>  without  an  SEC  mandate. 


ULTURE  OF  OPAQUENESS" 


lASH'S  SUCCESSOR  AND  current  division  head,  Paul  F. 

tried  to  put  an  end  to  market  timing  in  2001.  But  his 
i  -gy  proved  ineffective.  He  had  his  chief  counsel  send  a  let- 

the  ICI  stating  that  funds  must  use  fair-value  pricing  af- 
iignificant  events."  Many  funds  interpreted  that  to  mean 
need  to  adjust  overseas  prices  only  on  days  when  the  stock 
et  rises  or  falls  by  3%— a  rare  occurrence.  Besides,  the  SEC 

was  viewed  as  a  paper  tiger:  One  SEC  commissioner  con- 
;  that  the  agency  would  be  unlikely  to  punish  a  fund  for  not 
wing  recommendations  in  a  staff  letter.  "We 
Id  have  done  more,"  this  commissioner  says. 
ie  SIC  is  finally  closing  the  gap.  On  Dec.  3, 
.lied   for   funds   to  adopt   fair-value  prices 
market-moving  events.  But  critics  say  the  SEC 
lot  gone  far  enough.  "The  SEC  needs  to  take  a 
I  that  Ian  value  pricing  should  be  done  every 
with  every  fund,"  says  John  M.R.  Chalmers, 
Biate    finance    professor    at    the    University 
egon. 
ie  SEC  also  backed  down  in  the  face  of  U :i 

lure  on  fee  disclosure.  Both  Levitt  and  his 
ecessor,  Richard  C.  Breeden,  wanted  to  make 


The SEC 
had  a  chance 
to  rein  in 
market- 
timers  in  '97 
but  didn't 
push  its  plan 


it  easier  lor  investors  to  understand  how 
much  they  were  charged.  Both  concluded 
that  investors  needed  individual  state- 
ments showing  in  dollars  and  cents  what 
fees  they  are  paying  to  a  fund  on  a  month- 
ly or  quarterly  basis.  The  information 
would  replace  the  confusing  semiannual 
reports  that  show  expenses  as  a  percentage 
of  fund  assets. 

The  ICI  persuaded  the  SEC  to  drop  the 
idea  before  it  published  a  formal  proposal, 
arguing  that  shareholders  are  given 
enough  information  already  and  wouldn't 
understand  the  numbers  anyway.  What's 
more,  it  argued,  powerful  intermediaries 
such  as  brokerage  firms,  which  sell  the  bulk 
of  funds,  objected  to  the  cost  of  new  tech- 
nology needed  to  calculate  the  data.  One 
former  SEC  official  says  he  was  frustrated 
by  the  "culture  of  opaqueness"  in  the  fund 
industry.  "You  can  see  it  in  proposal  after 
proposal  that  got  watered  down.  [Funds] 
can  provide  monthly  performance  data, 
but  they  can't  seem  to  multiply  that  to  give 
you  actual  fees."  Even  now,  the  ICI  is  lob- 
bying Congress  not  to  include  individual 
statements  in  any  fund-reform  package. 

Sometimes  it  seems  the  SEC  and  the  ICI 
work  so  closely  together  that  they  forget 
where  one's  job  begins  and  the  other's 
ends,  says  a  former  SEC  official.  In  2000, 
the  ex-official's  client,  a  group  of  European 
investment  trusts,  sought  SEC  permission 
to  register  in  the  U.S.  The  funds  had  to 
demonstrate  that  their  home-country  reg- 
ulation was  as  tough  as  the  SEC's.  In  a 
meeting  with  Roye  to  review  the  applica- 
tion, the  ex-official  was  flabbergasted  when  Roye  asked:  "Have 
you  checked  with  the  ICI  on  this?"  Roye  says  he  was  only  warn- 
ing that  the  ICI  could  request  a  hearing  and  drag  the  applica- 
tion through  court  appeals  as  they  had  once  before  in  the  1980s. 
Both  Roye  and  Barbash  dispute  the  idea  that  they  were  co- 
opted  by  the  industry.  They  helped  Levitt  impose  several  new 
rules,  such  as  requiring  that  a  majority  of  fund  directors  be  in- 
dependent of  the  management  company  and  insisting  that 
funds  publish  aftertax  returns  in  their  prospectuses.  Roye 
points  to  recent  proposals  adopted  over  the  Id's  fierce  objec- 
tions, including  forcing  fund  companies  to  reveal  how  they  vote 
the  shares  they  own  in  corporate  proxy  battles.  For  its  part,  the 
ICI  insists  that  it  often  argued  for  strong  SEC  oversight. 
Yet  Levitt  concedes  that  the  SEC  could  have  done  more. 
"Looking  back,  there  are  many  areas  where  I 
should  have  regulated,"  he  says.  Levitt  may  have 
compounded  the  problem  when  he  moved  mutual- 
fund  inspectors  into  a  separate  Office  of  Compli- 
ance Inspections  &  Examinations  in  1995.  *T  think 
that  left  the  division  somewhat  divorced  from  what 
was  going  on  in  the  outside  world,"  says  Barbash. 
So  regulators  were  already  far  behind  when  the 
bear  market  changed  the  rules  of  the  game  in 
2000.  Years  of  prosperity  had  left  the  industry 
overcrowded,  with  too  many  funds  chasing  too  tew 
investors.  Big  firms  siphoned  off  most  of  the  new 
money,  leaving  smaller  rivals  floundering.  Fidelity 
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"I  really  thought 
[ICI  members] 
cared  a  lot  about 
their  reputations," 
says  the  former 
SEC  boss 
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winter  wonder 
overcast  with  scattered 
thundershowers  partly 
cloudy  with  patches  of 
sun  blue  skies  perfect 
summer  day  heat  wave 
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Jl-wheel  drive  that  changes  with  the  weather. 

armanent  all-wheel  drive  is  great  in  snow.  But  in  dry  conditions,  it  can  reduce  the  handling  of  most  sport  sedans, 
o  Infiniti  developed  intelligent  AWD  that  automatically  monitors  road  conditions,  then  instantly  adjusts.  It 
ives  you  everything  from  all-wheel  drive  traction  when  you  need  it,  to  rear-wheel  drive  handling  when  you 
on't.  Now  available  on  the  Infiniti  G35.  Discover  more  at  lnfiniti.com. 


Accelerating    the   future  INFINITI 


iimuumiJiwiiiiniHmBBff^^^—— 


SPECIAL  REPORT 


■■■■■« 


Investments,  Vanguard  Group,  and  Capital 
Research  &  Management's  American  Funds 
together  captured  more  than  58%  of  the  net 
new  cash  flow  into  the  industry  in  2001,  ac- 
cording to  Boston's  Financial  Research. 
Janus  Capital  Group  Inc.,  once  a  bull-market 
darling  whose  assets  peaked  at  $330  billion, 
saw  investors  yank  nearly  $24  billion  out  in 
2001  and  2002.  Fee  income  dropped  26%,  to 
$1.1  billion. 


DESPERATION  TACTICS 


THE  SCRAMBLE  FOR  new  revenues  fos- 
tered unsavory  business  practices.  One 
source  was  hedge  funds,  whose  assets  bal- 
looned from  $488  billion  in  2000  to  more 
than  $687  billion  today,  according  to  Chica- 
go's Hedge  Fund  Research  Inc.  Hedge 
funds  considered  mutual  funds  a  perfect 
medium  for  trading  because  most  can  be 
bought  and  sold  without  a  transaction  fee. 
At  first,  mutual  funds  spurned  this  hot  mon- 
ey. But  when  some  hedge  funds  offered  to 
park  assets  in  other  funds  for  long  periods 
in  return  for  special  privileges,  mutual 
funds  couldn't  resist.  Firms  that  barred 
market  timing  looked  the  other  way  when 
hedge  funds  traded  rapidly.  Others  allowed  hedge  funds  to 
place  late  trades— the  illegal  practice  of  accepting  fund  orders 
after  the  4  p.m.  cutoff. 

Managers  at  Denver-based  Invesco  Funds  Group  Inc.,  for  ex- 
ample, allegedly  encouraged  some  growth-fund  managers  to  al- 
low market-timers  to  trade  up  to  5%  of  their  funds  in 
the  spring  of  2002.  "They  were  desperate  for  asset  growth,"  a 
former  employee  says.  On  Dec.  2,  the  SEC  and  Spitzer  filed  civil 
fraud  charges  against  the  company  and  its  chief  executive  for  al- 


SPITZER 

New  York's 
A.G.  (left)  says 
hedge-fund 
managers 
engaged  in 
market  timing 


The  Investment 
Company  Institute 
has  a  history  of 
fending  off 
regulations  the 
mutual-fund 
industry  doesn't 
want.  In  the  wake 
of  the  scandals, 
many  of  those 
rules  could  now 
be  imposed. 


REPORT  PRECISE  FEES  TO  EACH  INVESTOR  The  ICI  argued  that 
investors  would  be  confused  by  detailed  figures  in  their  statements 

DISCLOSE  HOLDINGS  MORE  OFTEN  Listing  the  companies  in 
fund  portfolios  more  than  twice  a  year,  as  is  done  now,  would 
reveal  investment  strategies  to  market-traders,  the  ICI  said 

MAKE  FUND  CHAIRMEN  INDEPENDENT  The  ICI  lobbied  intensely 
against  this  recent  proposal,  defeating  a  last-minute  push  to 
impose  it  by  Representative  Richard  H.  Baker  (R-La.)  and  SEC 
Chairman  William  H.  Donaldson 

REVEAL  TRADING  COSTS  At  the  ICI's  urging,  a  requirement  for 
funds  to  disclose  all  stock-  and  bond-trading  costs— often  a  fund's 
second-largest  expense— was  stripped  from  a  House  bill 

REPORT  FUND  MANAGERS'  COMPENSATION  For  years, 
the  ICI  has  persuaded  the  SEC  not  to  require  disclosure  of  how 
much  fund  managers  are  paid 

REFORM  FUND  ACCOUNTING  Unlike  other  companies,  mutual 
funds  are  exempt  from  the  Sarbanes-Oxley  law's  requirement  to 
have  an  outside  auditor  evaluate  their  internal  controls 


lowing  a  scheme  involving  $900  million  in  market-timing  tra  y 
Invesco  plans  to  fight  the  charges. 

Hedge  funds  weren't  the  only  new  players.  As  their  we 
soared  in  the  1990s,  more  and  more  investors  turned  to  bro 
and  financial  planners  to  manage  their  money.  Many  fund 
ilies  followed  suit,  switching  from  direct  sales  of  no-load  fu|) 
to  broker-sold  funds  with  sales  charges.  Funds  also  paid 
Street  firms  a  percentage  of  sales,  supposedly  to  cover  trai 
and  other  costs— but  also  to  induce  brokers  to  push  their 
more  than  those  of  rivals.  Investors  paid  dearly  for  this 
arrangement:  Fund  companies  passed  on  promotion  o 
through  so-called  12(b)(1)  fees,  and  brokerage  firms  ch 
hefty  sales  loads.  By  2002,  brokers,  financial  planners,  and 
er  third  parties  accounted  for  nearly  90%  of  mutual-fund  sj 
But  there's  a  flip  side.  When  shares  are  sold  through 
siders,  the  fund  family  has  a  hard  time  identifying  its  clients 
cisely  because  all  orders  from  the  same  source  are  lumped 

gether  in  one  omnibus  account, 
wrinkle  led  to  questionable  trac 
practices.  Security  Trust  Co.  (STCj 
Phoenix  bank  that  bundled  toget 
buy  and  sell  orders  for  some  400  : 
tual  funds  and  forwarded  them 


m 


detect  their  origin.  Three  former    SjiV] 
STC  execs  were  charged  with  grafty!' 
larceny  and  securities  fraud  on 
25.  The  lawyer  for  ex-CEO   Gn 
Seeger  says  her  client  "did  nothing 
legal."  Calls  to  the  others  were  not 
turned.  STC's  primary  regulator, 
Office  of  the  Comptroller  of  the  C 
rency,  plans  to  dissolve  the  bank. 

Changes  in  retirement  plans— p 
ticularly  innovations  in  401 
plans— also  provided  fuel  for  1 
scandal.  Just  a  decade  ago,  parti 
pants  had  few  funds  to  choose  fri 
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Secure  Web  access  to  our 
key  applications  without  a 
single  rewrite  was,  by  itself, 
a  huge  benefit  from  using 
Citrix.  In  addition,  Citrix 
cut  annual  telecom  costs  at 
our  370  dealerships  by  40%." 


Joyce  Vonada,  CIO 
AutoNation,  Inc 


INFRASTRUCTURE  FOR  THE  QN-DEMAND  ENTERPRISE 

AutoNation  has  rapidly  become  the  largest  retailer 
of  new  and  used  vehicles  in  the  U.S.,  with  370 
dealerships  across  17  states.  With  the  need  to  provide 
secure  access  over  the  Internet  to  key  business 
applications  running  on  widely  diverse  IT  systems, 
AutoNation  turned  to  Citrix.  Without  a  single 
rewrite,  Citrix  made  it  possible  for  12,000  users  to 
access  hundreds  of  applications  over  the  Web. 
AutoNation,  along  with  99%  of  the  Fortune  500, 
uses  Citrix*  software  to  deploy  applications  centrally 
for  secure,  easy,  and  instant  access  to  business-critical 
information— anywhere,  anytime,  from  any  device. 
We  call  it  the  on-demand  enterprise.  And  it's  helping 
more  than  120,000  of  our  customer;,  save  money 
and  reduce  IT  complexity.  To  learn  what  Citrix  can 
do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


CITRIX 
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original  Message 

From:  Crowley,  Dan  tiwi1to:&r<*;l«y#'-tf  .srj] 
Sen:;  Tuesday,  3uly  22,  2003  7:04  pm 
Subject:  h.r.  2420  amendments 
importance:  High 

Attached  are  Id's  positions  on  amendments  that  are  expected  to  be  offered  at 
tomorrow's  markup  of  H.R.  2420,  In  short,  we  oppose  all  of  these  amendments  e« 
the  Tiberi/Kanjorski  amendment  to  strike  the  requirement  for  an  independent  cha 
Best  regards,  Dan 

Dan  Crowley 

Chief  Government  Affairs  officer 

The  investment  Company  Institute 

Suite  1200 

1401  H  Street,  NW 

Washington,  DC  20005 
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FRANK 

The  Representative 
helped  delete  the 
independent- 
chairman  clause  from 
a  bill  opposed  by  ICI 


and  were  limited  to  one  trade  each  quarter,  notes  Michael 
Weddell,  a  retirement  consultant  at  Watson  Wyatt  Worldwide. 
Now,  the  average  plan  offers  14  choices,  and  most  participants 
can  trade  daily.  But  those  same  innovations  paved  the  way  for 
abuses,  such  as  market  timing  by  401(k)  participants. 


AVOIDING  SCRUTINY 

BY  2002,  A  GROWING  number  of  funds  had  begun  to  test  the 
ethical  boundaries.  Regulators  had  an  inkling  of  what  was  hap- 
pening. In  speeches,  Roye  urged  industry  leaders  to  observe 
high  standards,  maintain  internal  controls,  and  avoid  overpay- 
ing brokers  in  return  for  orders— all  issues  now  central  to  the 
unfolding  scandal. 

But  the  ICI  persisted  in  its  efforts  to  avoid  scrutiny.  In  the 
spring  of  2002,  reports  circulated  that  the  SEC  was  exploring 
the  idea  of  a  self- regulatory  organization,  like  the  National  As- 
sociation of  Securities  Dealers,  for  funds.  ICI  President 
Matthew  P.  Fink— whose  $1.16  million  compensation  package 
puts  him  at  No.  11  on  National  JournaTs  2002  list  of  best-paid 
association  heads— argued  that  funds  didn't  want  any  inter- 
mediaries between  themselves  and  the  SEC.  Thanks  in  large 
part  to  the  ICI's  opposition,  the  idea  died  quickly. 

One  of  the  ICI's  favorite  tactics  for  blunting  reform  is  to  em- 
brace the  idea  of  a  new  law  or  rule  in  public  but  oppose  the 
measure  in  private  (or  seek  special  conditions  that 
open  big  loopholes).  The  ICI  did  just  that  with  the 
Sarbanes-Oxley  corporate-reform  law  of  2002.  As 
big  investors,  funds  favored  the  bill's  crackdown 
on  accounting  that  inflates  corporate  profits.  But 
the  ICI  made  sure  key  provisions  of  the  law  did  not 
apply  to  funds.  Unlike  other  companies,  funds 
won't  be  forced  to  establish  strict  internal  controls, 
verified  by  outside  auditors.  This  requirement,  if  it 
applied  to  funds,  could  eventually  halt  the  type  of 
abuses  recently  uncovered. 

Until  the  fund  scandal,  the  ICI  was  enjoying 
similar  success  in  weakening  mutual-fund  reform 


One  favorite 
ICI  tactic: 
Embrace 
reforms  in 
public,  but 
right  them 
in  private 


legislation  by  Representative  Richard  H.  BakeJ 
La.).  Throughout  the  spring  and  summer  of  2003 
ICI  fought  to  keep  the  bill  bottled  up  in  Baker 
nancial  Services  subcommittee.  It  insisted  legisld, 
wasn't  needed  and  opposed  specific  sections  as  < 
to  investors  and  regulatory  overkill.  At  the  time,! 
ICI  President  Fink,  "we  didn't  know  this  [abij 
trading]  was  going  on.  We  don't  ask  [funds]  to  tell  us 
going  on  in  their  business." 

An  ICI  official  who  did  not  want  to  be  named  says  the  gJ 
"agreed  with  many  of  Baker's  policy  objectives"  but  \ho\ 
the  SEC  was  able  to  handle  any  concerns  through  rulema 
Once  the  scandal  broke,  the  official  says,  the  ICI  switched  I 
and  supported  the  measure.  "If  s  inaccurate  to  say  we  oppd 
the  bill  throughout  the  process."  Indeed,  after  Baker's  | 
passed  the  House  by  a  418-2  vote  on  Nov.  19,  ICI  Chairman  1 
G.  Haaga  proclaimed  on  national  television:  "We  suppoj 
these  proposals." 

Baker  sees  it  differently:  "There's  no  question  but  that) 
ICI  lobbied  to  stop  this  bill  at  every  opportunity  with  anyor 
a  decision-making  role,"  including  House  Majority  Leader ' 
DeLay  (R-Tex.).  E-mails  to  congressional  offices  from  ICI  i 
lobbyist  Dan  F.G.  Crowley  support  Baker's  version.  On  Oct.] 
five  weeks  into  the  scandal— Crowley  circulated  a  memo  saj 
that  "legislation  is  unnecessary  and  inadvisable  at  this  tir 
And  as  late  as  Nov.  3,  a  House  leadership  aide  e-mailed  Cr 
ley  that  it  would  be  "wise  for  ICI  to  reconsider  its  unsustaind 
position  of  opposition  to  [the  Baker  bill]  and  give  an  uncoi] 
tional  endorsement  of  the  legislation,  with  the  understanc 
that  there  will  be  strengthening  amendments." 

Soon  afterward,  the  ICI  did  throw  its  weight  behind  the  1 
The  group  says  most  of  the  sections  it  disagreed  with  were 
ther  deleted  or  scaled  back.  The  most  important  of  those: ' 
call  for  fund  chairmen  to  be  independent  of  the  advisory  cc 
pany,  a  provision  the  ICI  fought  hard  to  kill.  Fl 
says  it's  no  panacea  to  have  an  outsider  as  ch^ 
man,  pointing  out  that  four  of  the  nine  fund  cc 
panies  implicated  in  the  scandal  by  that  time  ] 
independent  chairmen.  And,  he  adds,  indepeJ 
ent  chairmen  can  be  ineffective,  because  compq 
insiders  with  far  more  knowledge  about  a  fur 
inner  workings  can  isolate  an  outsider. 

The  real  reason  the  ICI  opposes  mandatory  I 
dependent  chairmen,  says  a  longtime  indusl 
lawyer,  is  that  it's  dominated  by  large  fund  cofl 
plexes  such  as  Fidelity,  a  unit  of  FMR  Corp., 
Vanguard.  If  the  rule  passed,  Vanguard  Chair 
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Foxes  Guarding  the  Henhouse? 

Four  executives  of  mutual-fund  companies  served  as  governors  on  the  Id's 
46-member  board  until  their  firms  were  implicated  in  the  scandals 


V 


,N 


JOHND.CARIFA 

Ex-president  of  Alliance 
Capital  Management 

Chairman  of  the 
AllianceBernstein  Funds,  Carifa 
resigned  from  Alliance  on  Nov. 
10.  No  charges  have  been 
brought,  but  the  company 
says  it  expects  to  face 
sanctions  for  letting  some 
customers  engage  in 
market  timing. 


ROBERT  H.  GORDON 
Former  CEO,  Banc  of  America 
Capital  Management 

Gordon  left  after  New  York 
Attorney  General  Spitzer 
identified  Bank  of  America 
funds  as  among  those 
letting  hedge  fund  Canary 
Capital  engage  in  improper 
trading.  No  charges  have 
been  brought  against  Gordon 
or  the  bank. 


LAWRENCE  J.  LASSER 

Ex-Putnam  Investments 
Chief  Executive 

Lasser  was  ousted  in  early 
November  after  Putnam  parent 
Marsh  &  McClennan  learned 
that  Putnam  fund  managers 
had  been  market-timing  their 
own  funds  for  years.  No  charges 
have  been  brought  against 
Lasser.  Putnam  settled  SEC 
civil-fraud  charges. 


MARKB.WHISTON, 

Janus  Capital 
Management 

One  of  four  fund  complexes 
named  in  original  Spitzer 
complaint  for  allowing  some 
customers  to  conduct  frequei 
trading.  No  charges  have  bee 
brought  against  Whiston  or  tr 
company. 

Data:  Securities  &  Exchange  Commission.  New 
Attorney  General's  office.  Company  reports 


John  J.  Brennan  would  have  to  step  down  as  chairman  of  all 
188  of  Vanguard's  U.S.  funds,  while  Fidelity  Chairman 
Edward  C.  "Ned"  Johnson  III  would  have  to  step  down  from 
chairing  266  out  of  342  Fidelity  funds.  Fink  denies  this.  He 
says  he  spoke  to  Brennan  about  the  measure,  but  not  to 
Johnson. 


SHOCKED  INTO  ACTION 

HISTORICALLY,  THE  ICI  has  been  known  as  a  Democratic  lob- 
by. Its  Hill  ties  are  largely  with  liberal  Democrats,  such  as  Mass- 
achusetts Representative  Barney  Frank,  whose  state  is  home  to 
fund  giants  MFS,  Fidelity,  and  Putnam.  To  get  the  independent- 
chairman  clause  deleted  from  the  Baker  bill,  the  ICI  turned  to 
Frank.  In  a  July  23  Financial  Services  Committee  meeting,  he 
said  the  requirement  "is  counterproductive,  impractical,  and 
unnecessary."  Frank  says  that  he  was 
opposing  only  that  provision  and  that 
he  voted  for  the  bill  in  committee  and 
on  the  House  floor.  Furthermore,  he 
says,  he  was  on  guard  against  retalia- 
tion by  House  Republicans  after  the  ICI 
got  into  a  public  tiff  with  Committee 
Chairman  Michael  G.  Oxley  (R-Ohio), 
who  had  complained  that  the  group 
didn't  employ  enough  GOP  lobbyists. 

After  that  spat,  the  ICI  moved  to  get 
better  access  to  the  GOP.  In  August,  it 
registered  to  hold  a  fund-raiser  for  four 
Republican  lawmakers  who  sit  on  the 
Financial  Services  Committee— just 
two  weeks  after  the  panel  had  voted  to 
water  down  Baker's  bill.  The  Oct.  2 
event  netted  about  $92,000.  It  was 
held  on  the  same  day  as  an  ICI  execu- 
tive committee  meeting,  says  an  ICI 
spokesman,  so  the  group's  top  policy- 
makers could  mingle  with  the  law- 
makers who  oversee  them.  Among  the 
contributors:  at  least  five  fund  compa- 
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nies,  or  their  parents,  implicated  in  the  scandal.  The 
spokesman  says  there  is  no  connection  between  the  contr 
tions  and  Baker's  bill,  which  the  ICI  thought  would  nevei  a\, 
vance  to  the  House  floor.  After  all,  he  says,  in  late  July,  B 
himself  had  urged  the  SEC  to  adopt  rules  that  would  mak( 
legislation  moot 

An  even  tougher  version  of  the  Baker  bill  is  expected  to  n 
in  January  in  the  Senate,  where  the  industry's  lobb 
prospects  look  very  grim.  The  requirement  for  indepen* 
fund-board  chairs,  for  one,  will  probably  be  restored.  Ar  s 
could  be  many  years  before  the  ICI  can  win  back  its  01 
sterling  reputation  on  Capitol  Hill— or  regain  the  clout  th 
long  enjoyed.  "M 

A  humbled  SEC  has  been  shocked  into  action.  "What  has  niinulf 
curred  has  involved  a  grievous  betrayal  of  trust,"  SEC  C  ,   , 
missioner  Harvey  J.  Goldschmid  said  on  Dec.  3  as  the  age 
voted  to  force  funds  to  have  chief  compliance  officers  whc  The Si 
port  to  the  board.  The  SEC  also  proposed  that  fund  orders  n  re  [U 
be  received  by  the  fund  at  4  p.m.  to 
that  day's  price.  And  in  January, 
agency  will  consider  new  governassia.il 
rules,  such  as  requiring  indepenc  (f  j 
chairmen  for  fund  boards.  Meanwhil 
is  also  subjecting  fund  companies  "u^ 
white-glove  examinations  and  bring  lation 
numerous  enforcement  actions. 

But  the  SEC's  toughest  job  will  bi 
prove  that  it  has  learned  the  hard  les 
of  what  happens  when  regulators  ti 
an  industry  to  monitor  itself, 
decades,  mutual  funds  were  left  al< 
because  they  convinced  enough  peo 
that  they  were  squeaky  clean  and  1 
shareholders'  interests  at  heart.  Bu 
turns  out  that  mutual  funds  marchec 
the  same  greedy  drummer  as  M 
Street's  analysts,  Corporate  Americ 
executives,  and  the  Big  Five's  accou 
ants.  The  SEC  and  Congress  alike  fai 
to  see  that 

With  Amy  Borrus  in  Washington  a 
Lauren  Young  in  New  Yt 
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I  This  Holiday  Season 

irive  The  Gift  Of  A  Smile. 

II 


■ 


tiv.  millions  of  children  in  developing  countries 
differing  with  cleft  lip  and  palate.  Condemned  to 

dime  ol  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  ol  these  children 

be  helped  and  their  clefts  repaired.  That  is  the 
&ion  of  The  Smile  Train.  We  empower  local  sur- 
ns  in  developing  countries  to  provide  this  life- 
nging  free  cleft  surgery  which  takes  as  little  as 
minutes  and  costs  as  little  as  $250.  It  gives  des- 
ite  children  not  just  a  new  smile — hut  a  new  life. 

The  Smile  Train  will  deliver  free  cleft  surgery  to 
e  than  35.000  children  this  year,  all  over  the 
Id.  From  Asia  to  Africa,  from  South  America  to 
ssia.  The  Smile  Train  helps  children  who  have  no 

e  else  to  turn. 

Hut  we  can't  do  it  without  your  help.  Send  us  a 
lation  todaj  and  we'll  use  it  to  give  someone  a 
ond  chance  at  life. 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 
~\  S250  Provides  cleft  lip  surgery  for  one  child. 

0  $125  Covers  half  the  cost  of  one  surgery. 

□  $  50  Provides  medications  for  one  surgery. 

1  >'  We'll  gratefully  accept  any  amount. 

Name : 


Address  _ 

Citj 

Telephone 

(•Mail 


State 


Zip 


Charge  mj  jxilt  to  im  credit  card: 

O  Visa  D  MasterCard 

Vccounl  No. 

Signature 


"I  WIEX 

Exp.  Date 


lg- 


Scud  tin-  n>ii|i(iii  with  your  donation  to: 

The  Smile  Train-Dept.  Maj 

P.O.  Box  96231 
Washington.  DC  20090-6231 


:hk)1-oo-:mki-(i: 


100%  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


hrSmileTrain 


i  li  -  World  On<  Smilf  \i   \ 

l-877-KID  SMILE  www.smiletrain.org 

Ml  Htm  program  expense*,  nich  .1-  overhead  and  I Iraising,  tie  paid  !"i  with  •tart  up  grand  1 1  did  founding  supporter*    tin-  Smile  i 

recogniied  by  the  IRS,  and  all  donation*  to  The  Smile  [rain  ire  lax-deductible  in  1 rdonci  with  IRS  regulatii  rain 
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Communication  is  everything. 

The  ITU  Telecom  World  2003  report  at  BusinessWeek  Online  is  an 

exclusive  window  into  the  largest  telecom  and  technology  forum  in  the  world. 

Get  comprehensive  coverage  and  critical  insight  into  how  broadband, 

wireless  and  internet  innovators  are  affecting  business  around  the  globe. 

-  Jioj  www.businessweek.com/itu 


BusinessWeek  onlme 


__ 
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Six  Innovative  Products  Win  Prestigiou 
National  Award  of  Excellence 
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jXlL  TAIWAN 

Your  Partner  for 

IK?  innovalue 


http://taiwaninnovalue.com 
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HIWIN 


Kye  Systems  for  its  Wireless    Giant  Manufacturing  Company     Hiwin  Technologies  Corpc;k  In: 
TwinTouch  Optical  Office  for  its  TCR  series  Composite  Bike     for  its  Precision  Linear  St. 


"The  future  of  wireless  today..." 

Wireless  innovations  clearly  won  the  day  at  this 
year's  national  awards  as  fully  half  the  top  honors 
went.To  cordless  devices.  Kye's  "Genius"  series  of 
wireless  mouse  and  keyboard  is  the  first 
rechargeable  kit  on  the  market,  with  the  charger 
compatible  with  commonly  used  AA  and  AAA 
batteries. The  keyboard  alone,  which  can  be  used 
.With  Windows  XR  Me,  2000, 98  and  Mac  operating 
systems,  has  also  been  expanded  to  include  21 
frequently  used/'rapid  access"  or  "hot"  keys  and  a 
scroll  wheel  on  th'£»key board's  left  side  for  easier 
.leuyering.  The  800  id  pi,  optical,  5-button 
Jiows  fast  and  accurate  motion  on  nearly 
every  surface  and  no  cleaning  since  dust  dot 
accumulate.  . 


"A  smooth  ride  you  can  take  to  the  bank." 

Racing  bicycles  made  by  Giant  won  the  2002  Tour 
de  France  team  time-trial  and  over-all  team 
classification,  which  came  as  no  surprise  in  the 
world  of  professional  cycling.  This  sleek,  limited 
edition,  TCR  composite  bike  is  also  expected  to 
win  races  (and  accolades)  as  it's  a  model  of 
technological  innovation,  from  the  design  to  the 
materials  to  the  structure.  It  also  sells. "If  you  had 
said  a  Taiwan  company  could  charge  US$10,000 
for  a  bicycle,  most  people  would  not  believe  you," 
■said  Professor  Lin  Ing-feng  of  Taiwan's  National 
Chengchi  University  and  head  of  the  judging 
panel.  "But  Taiwan's  Giant  has  done  this 
consistently,  built  upon  its  foundation  of  quality 
and  attention  to  excellence  to  build  a  great  global 
brand." 


"A  windfall  for  precision  machinery... "  m 

If  you're   involved   in   producing    ioi 
equipment  for  high-end  manufacture nfi 
such  as  semi-conductors,  liquid  crystal 
medical   machines,  this   linear  po,cj 
instrument,  called  a  modified  compete 
moves  small  objects  mechanically  bo 
and  horizontally  within  equipment  to  Put 
job  easy.  It's  compact,  lightweight,  i;-8 
and  most  important:  spot-on  accurate,  h 
the  way,  is  Taiwan's  largest  manufa 
precision    machinery   and   tra 
components.  Aptly,  it's  name  stand> 
Winner.''  1 1 


Special   Advfktising   Section 


nal  judging 

ie  "best  of  the  best" 

de  on  the  island,  it  probably  had  a 

:  itional 
ellence  competition  would  be  all  hi- 


all,  known  in  Asia  and  beyond  as 
las  become  the  world's  fourth- 
|f  of  information-technology  goods  - 
l-CD  monitors,  keyboards,  scanners, 
the  like.  Last  year.  ie  of  its  IT 

>re  than  US$47  billion,  according 
ry  of  Economic  Affairs  in  Taipei. 

out,  the  six  top  award  winners,  al 
e  criteria  of  "advances  in  research  and 
it,  design  and  innovation,  quality 
ket  and  brand  awareness"  indeed  won 


on  notion  of  what   I  erally 

means. 

For  example,  take  the  Giant  brand  TCR  Composite 
racing  bike,  one  of  the  winners.  In  the  racing  world 
Four  de  France  and  for  many  pro  cyclists, 
Giant  is  an  appreciated,  even  coveted  name.  But 
probably  few  laymen  understand  the 
groundbreaking  technology  -  the  specially 
designed,  carbon-composite,  manufactured  frame 
that  improves  the  bike's  strength  and  shock- 
absorbing  capacity  -  that  goes  into  producing  the 
certifiably  lightest  racing  bike  in  the  world  today. 

Or  take  the  ScanMaker  6800  made  by  Taiwan's 
Microtek  International.  This  winner  is  another 
example  of  hi-tech  ingenuity  applied  creatively  to 
an  everyday  product.  On  the  surface,  the  scanner 


called  IC I 

itself  and  in  just  one  step. 

"This  year  we  see  the  evolutic 

almost  complete  -  the  move 

through  software  and  finally  on  to'hu- 

said  Professor  Cheng-Neng  Kuan,  Dean,  College  of 

Design,  Shih  Chien  University,  one  of  this  year's 

awards  judges.'We  are  seeing  Taiwan  products  that 

are  truly  designed  from  the  users  point-of-view." 

Take  a  look  at  the  following  winners  of  the  2003 
National  Awards  of  Excellence.  You  will  see  some  of 
the  world's  most  innovative,  well-designed  and 
affordable  products  -  many  of  which  define  the 
modern  age  -  are  made  in  Taiwan. 


DTEK 


D-Link 


GIGABYTE- 


k  International  for  its 
ker  6800 

elivers  the  goods." 

f  io  thinks  this  is  just  another  everyday 

t  t  for  a  pleasant  surprise.  It's  the  world's 

i  scanner  using  digital  image-correction 

i  called  ICE.The  ingenious  combination 

e  and  software  allows  users  to  scan  a 

i  photo  print  and  then  apply  ICE  for 

rection.  In  seconds,  the  technology 

reases,  scratches  and  other  defects, 

ie  photo  to  near-original  condition. 

laker  6800  also  offers  superb  dii 

.  such  as  48-bit  color,  4800x2400 
I  resolution  and  a  built-in,  4x5-inch, 
icy  light  pl.ite  for  scanning  35mm 
filmstrips,  among  other  features. 


GIGABYTE  Technology  Company 
for  its  GM-FP  Flex  Pointer 

"Take  a  few  pointers  from  the  pros!" 

This  multimedia-presentation  remote  control 
enables  executives,  teachers,  students  and  others 
to  carry  myriad  MPEG  files  or  Power  Point 
presentations  in  one  handy  pointer  that  can  be 
plugged  into  any  PC  with  a  USB  port.  Lightweight, 
compact  and  economically  designed,  it  comes 
with  64  MB  of  built-in  memory,  a  wireless  mouse 
and  a  laser  pen  that  all  are  compatible  with 
Windows  operating  systems. 

"GIGABYTE  was  a  clear  winner, "said  Henning  Horn, 
director  of  Germany's  Stuttgart  Design  Center  and 
an  awards  judge.  "It's  unique  styling,  its  great 
memory  and  sheer  functionality  will  make  it  a  hit 
with  every  executive.  No  need  to  cart  around  the 
notebook  anymoi. 


D-Link  Corporation  for  its 
DWL-6000AP  Multimode  Wireless 
Access  Point 

"When  and  where  you  want  it,  and  no  strings 
attached." 

This  compact,  palm-sized  device,  known  as  an 
access  point,  serves  as  a  bridge  between  mobile 
computer  users  and  wired  networks  such  as 
those  found  in  offices  and  on  the  Internet.  Its  ability 
to  allow  users  to  access  both  wired  and  wireless 
networks  from  either  shop  computers  or  their  own 
laptops  enables  more  people  to  log  on  in  public 
places  such  as  airports,  cafes,  shopping  centers  and 
college  campuses/The  unique  and  sturd, 
means  it  can  be  either  wall-mounted  oi 
one  on  top  of  the  other,'  said  Chint 
president  of  Taiwan's  In 
Research  Institute.  "D-L 
established  leader  in  the  new  i 
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Sports  Biz  The  Olympics 
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5t  the  Games 
egin-OnTime 

11  Aniens  be  in  shape  for 

:  Olympics?  Cross  your  fingers 


rO  EMPHASIZE  HOW  READY 
Athens    will    be    for    the 
Olympics    next    summer, 
officials  like  to  point  out  a 
building  for  drug  testing 
that  has  been  completed 
alongside  the  man-made 
where  the  sailing  competition  will 
ace.  The  message:  The  Greeks  are 
i  repared  for  steroid-soaked  sailors. 
i  'el  down  the  coast  a  few  kilometers, 
j  i,   and   an   arena   that   will   host 
on  do  and  handball  is  still  swarm- 
ith  construction  workers.  Uncon- 
uiivs  hang  from  the  roof,  and  a 
■ea  breeze  blows  through  the  unfin- 
■  walls.  A  journalist  touring  tin.'  site 
that  die  arena  has  to  be  ready  for  a 
linarv  event   in   March.  When,  he 
in   official   of  the    Public   Works 
i\    will  it  be  done'!'  "By  March," 


shrugs  the  official,  dragging  on  a  cigarette. 

Welcome  to  the  just-in-time  Olympics. 
After  serious  startup  problems,  it  looks  as 
though  the  arenas,  as  well  as  the  public  in- 
frastructure, will  be  ready  for  the  opening 
ceremony  on  Aug.  13,  2004— but  just 
barely.  That's  a  big  improve- 
ment over  2000,  when  the 
Greeks  had  fallen  so  far  behind 
in  planning  that  the  Interna- 
tional Olympic  Committee  seri- 
ously considered  moving  the 
( lames  elsewhere.  Still,  there  is 
little  margin  for  error.  "We  are 
working  day  and  night," 
says.  Gianna  Angelopoulos- 
Daskalaki,  president  of  Athens 
2004,  the  organization  in 
charge  of  preparations. 

Any  big  screw-ups  would  be 
a  humiliation  tor  a  country  that 


THE  ORGANIZER 

Angelopoulos- 
Daskalaki 


ROUGH  WATERS  Kayakers 
try  out  the  controversial 
rowing  center  in  Schmias 

invented  the  Olympics  in 
776  B.C.  and  hosted  the  first 
modern  (lames  in  1896.  It 
could  also  have  economic- 
consequences.  Greece,  still 
one  of  the  poorest  countries 
in  the  European  Union,  is 
literally  remaking  itself  for 
the  Games  in  a  $5.5  billion 
effort  to  attract  more 
tourists  and  foreign  invest- 
ment. That's  not  counting 
the  $2.4  billion  budgeted 
for  the  Games  themselves. 
So  it's  crucial  for  Greece 
to  demonstrate  that  it 
doesn't  deserve  its  reputa- 
tion for  being  disorganized. 
"This  is  the  best  marketing 
opportunity  the  country 
will  have  for  100  years," 
says  James  Ker-Lindsay,  ex- 
ecutive director  of  Civilitas  Research,  a 
political  consulting  firm  in  Cyprus. 

Chronically  overcrowded  Athens  is 
getting  new  roads  and  public  transporta- 
tion. It  has  improved  sewage  treatment 
and  rerouted  a  river  to  cut  pollution  in  the 
historic  port  of  Piraeus.  There  is  even  a 
program  to  neuter  and  vaccinate  the  large 
population  of  stray  dogs.  "Athens  will  be 
a  better  city  after  the  Games,"  says 
Deputy  Mayor  Theodore  Skylakakis. 

A  HERCULEAN  TASK 

BUSINESS  GROUPS  HOPE  for  positive 
aftereffects  on  the  wine,  olive  oil,  and 
tourists  industries.  "We  want  to  make 
Greece  into  a  brand,"  says  Evangelos 
Penglis,  a  special  adviser  to  the  Economy 
&  Finance  Ministry.  A  Greek  diplomat 
goes  even  further:  He  suggests  that  a  suc- 
cessful Olympics  will  help  Greece  be  seen 
as  a  hub  for  the  Balkans. 

In  retrospect,  though,  organizers  con- 
cede that  they  didn't  under- 
stand completely  what  they 
were  getting  into  when  they 
won  the  Games  in  1997.  Orga- 
nizing the  Olympics  is  a  huge 
task  for  am  nation,  but 
especially  for  one  the  size  of 
Greece.  With  10.7  million  peo- 
ple, it  is  the  smallest  country  to 
host  the  Summer  Olympics 
since  Finland  in  1952. 

Finishing  on  time  remains 
a  I  [erculean  task.  Officials  are 
nervous  about  completing  the 
arched    roof   of    the    main 
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ACROPOLIS  A  chance  to 
lure  more  tourists  and 
foreign  investment 

Olympic  Stadium,  a  techni- 
cally challenging  design  by 
Spanish  architect  Santiago 
Calatrava  that  is  supposed 
to  be  the  Games's  signature 
building.  And  in  mid-No- 
vember, some  stretches  of 
key  transportation  links— 
particularly  a  rail  connec- 
tion to  the  new  interna- 
tional airport  and  a 
tramway  that  will  carry 
spectators  to  venues  on  the 
coast— were  still  under 
construction.  "The  work 
that  remains  to  be  done  is 
considerable,"  warns  Denis  Oswald, 
chairman  of  the  IOC's  Athens  2004  coor- 
dination committee. 

National  elections  in  the  spring  could 
also  complicate  preparations.  Polls  show 
that  the  opposition  New  Democracy  Par- 
ty is  likely  to  defeat  the  ruling  Socialists, 
which  would  bring  in  a  new  crop  of  inex- 
perienced government  administrators 
just  months  before  the  Games  begin. 

"WE  ARE  GOOD  AT  THE  END" 

STILL,  CONFIDENCE  IS  growing  that 
when  the  torch  is  lighted,  Athens  will  be 
ready.  "The  question  about  whether  the 
preparations  will  be  finished  arises  almost 
every  four  years,"  says  Michael  Riehl, 
global  head  of  sports  marketing  tor  Adi- 
das, an  Olympic  sponsor.  And  at  least 
some  of  the  preparations  are  further 
along  than  they  were  at  the  same  point  be- 
fore the  Salt  Lake  City  Winter  Games  in 
2002.  "We  are  more  ad- 
vanced on  the  technology 
side,"  says  Jean  Chevallier, 
vice-president  for  marketing 
at  SchlumbergerSema, 
which  is  providing  high- 
tech  services. 

In  addition,  builders  of 
the  Olympic  Village,  where 
the  athletes  will  be  housed, 
have  overcome  initial  de- 
lays to  finish  ahead  of 
schedule.  And  the  spotless 
new  Athens  subway  sys- 
tem, which  boasts  station 
walls  of  polished  marble 
tile,  has  already  accelerated 
travel  within  the  traffic- 
clogged  city.  "Greek  people 
are  difficult  to  organize,  but 
we  are  good  at  the  end," 
says  Karountzos  Vassilios, 
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THE  STAT 


$1 

billion 

What  the  Greeks 
are  expected  to 
spend  on  security 
for  the  Games- 
more  than  three 
times  the  cost  of 
protecting  the 
Sydney  Olympics 
in  2000 


who  operates  an  Athens  newsstand. 
"The  issue  is  not  construction  any- 
more," argues  Costas  Cartalis,  general 
secretary  for  the  Olympic  Games  in  the 
Culture  Ministry.  "The  issue  is  putting  to- 
gether all  the  different  bits  and  bytes." 
Other  officials,  however,  remain  con- 
cerned that  there  won't  be  enough  time  to 
test  systems,  train  volunteers,  and  work 
out  the  organizational  kinks  before  the  17- 
day  Olympics  go  live.  The  importance  of 
test  runs  was  made  abundantly  clear  last 
summer  when  a  pre-Olympic  event  at  the 
controversial  rowing  and  canoeing  center 
in  Schinias  was  buffeted  by  strong  winds 
that  cut  short  competition. 

Perhaps  the  most  enormous  worry, 
however,  is  security.  With  its  long  coastline 
and  proximity  to  the  Middle  East,  Greece 
is  notoriously  difficult  to  seal  off.  When 
Olympic  spectators  swarm  already  over- 
crowded Athens,  there  will  be  plenty  of 
hard-to-protect  soft  targets. 
That's  why  the  Greeks  are 
importing  police  officers 
from  the  provinces,  training 
volunteers  to  create  a 
41,000-strong  security  force 
during  the  Games,  and 
spending  big-time.  By  some 
estimates,  the  security  bill 
will  top  $1  billion,  more  than 
three  times  the  cost  of  pro- 
tecting the  2000  Summer 
Games  in  Sydney. 

To  deter  bombers,  Athens 
will  be  blocked  to  truck  traf- 
fic except  during  early- 
morning  hours.  Officials 
knowledgeable  about  securi- 
ty preparations,  while  careful 
not  to  minimize  the  work 
that  needs  to  be  done,  say 
Greek  authorities  are  work- 
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ing  well  with  a  multinational  tasl 
that  is  providing  planning  help  an 
ing.  SAIC,  a  San  Diego  research  anj 
neering  company,  has  a  $277  milli 
tract  with  the  Greek  government 
provide  security,  including  "airs! 
veillance."  One  official  says  it  is  als> 
ing  models  of  possible  terrorist  art; 

If  the  Games  are  a  triumph, 
the  credit  will  likely  go  to  Angelo 
Daskalaki,  a  former  member  of 
ment  with  a  taste  for  racy  designe 
ions  and  good  cigars.  S{ie  was  g 
executive  authority  over  the  Olym 
Parliament  in  2000,  and  satirist 
that  her  initials,  g-a-d,  might  just  i 
be  g-o-d.  Angelopoulos-Daskalal  j^g.j 
used  her  powers  of  persuasion  to 
local  sponsorship  from  zero  whefg 
took  charge  to  $340  million,  43% 
than  projected,  according  to  the  IC 

The  Games  are  unlikely  to  be 
itable,  though,  and  the  Greeks  seei 
concerned.  They  are  determine  itic 
downplay  commercialism,  glorify 
national  identity,  and  put  a  more  h 
face  on  these  Olympics.  And  there  i 
son  to  believe  they  will  be  memoral 

For  one  thing,  Athens  promises 
one  of  the  most  photogenic  01 
ever— and     not     just     becaus 
Angelopoulos-Daskalaki's      ward 
Cyclists  will  race  around  the  Aero 
site  of  the  Parthenon,  and  other  an 
monuments.  The  Games  will  cl 
with  a  marathon  that  actually  begi 
the  city  of  Marathonas  and  follow: 
route  taken  by  a  Greek  soldier  wl 
490  B.C.  delivered  news  of  the  vie 
over  the  Persians.  Alas,  according  to. 
end,  the  messenger  then  collapsed! 
died.  Greece  and  the  Olympic  Mover 
can  only  hope  for  a  happier  ending.  "' 
-By  Jack  Ewing  in  At 
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iwerful  new  level  of  industry  automation  support 

:(g-edge  manufacturers  are  constantly  challenging  the  next  level  of 
sncy, reliability  and  flexibility.  As  a  world  leader  in  Sensing  and  Control 
ology.Omron  helps  companies  achieve  these  goals.  And  with  operations 
d  the  globe,  we're  able  to  work  closely  with  each  customer  to  provide 
tion  for  every  specific  need. 


> 


Products  tnat  improve  manufacturing 
productivity  and  quality 


omRon 

Sensing  tomorrow 


ial  Automation  Omron  Electronics  LLC  800  55  OMRON  'Electronic  Components  Omron  Electronics  LLC  800-55  OMRON  -Healthcare  Omron  Healthcare,  Inc.  847-680-6200 
'Automotive  Omron  Automotive  Electronics.  Inc.  248  893  0200  'Social  Systems  Omron  Transection  Systems.  Inc.  847-843-0515 

Website:  www.omron.com 
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»TAKE  IT  OFF 

Kawasaki  Z1000 

"Naked"  bikes  are  all  the  rage, 
stripping  off  the  plastic  body  of 
a  sport  bike  to  show  off  the 
beauty  within.  Kawasaki's 
Z1000  ($8,499)  is  the  most 
aggressive  example.  It's 
powered  by  an  engine  shared 
with  Kawasaki's  flagship  ZX- 
9R,  but  its  striking  good  looks 
come  from  Shunji  Tanaka,  the 
chief  designer  of  Mazda's 
classic  Miata  roadster  (800 
661-7433,  kawasaki.com). 


CTS  OF  2003 

b  site  for  downloading  music  legally,  and  a  cool  Caddy. 
iers  for  2003.  Take  a  gander  at  the  year's  creme  de  la  creme 


December  15.  20C       BusinessWeek    113 


BEST  PRODUCTS  OF  2003 


»DOUBLEDUTY 

Starbucks  Visa  Card 

The  Starbucks  Card  Duetto 
Visa,  from  Starbucks  Coffee 
and  Bank  One,  is  the  first 
prepaid  cash  card  to  double  as 
a  charge  card.  The  refutable 
cash  card  is  good  at  most 
Starbucks  stores,  and 
purchases  elsewhere  earn 
Duetto  Dollars  redeemable  for 
coffee  or  other  Starbucks 
merchandise  (888  585-3376, 
starbucks.com). 


»REALMENUSE 
MOISTURIZER 

Queer  Eye  for 
The  Straight  Guy 

In  Bravo's  hot  new  show,  the 
Fab  Five  take  urban  slobs  and 
turn  them  into  modern 
metrosexuals  who  eat  raw  fish 
instead  of  canned  tuna  and 
know  the  right  way  to  put 
"product"  in  their  hair.  The 
hipsters  have  also  helped  boost 
Bravo  parent  NBC's  prime-time 
ratings  (bravotv.com). 


»  TRAVELING 

Ride-On  Carry-On 

It  took  a  mom  (who's  al 
flight  attendant)  to  com 
with  this.  The  $45  Ride- 
Carry-On  seat  attaches 
18-to-22-inch  tall  rolling 
suitcase  so  yoi 
tow  a  child  up 
pounds.  And  ij 
in  an  overheao 
(800  290-625 
code  65, 
rideoncarryor 


»SILVER  SLEEK  ROADSTER 

Cadillac  XLR 

The  new  XLR  roadster  ($76,200)  takes  its  own  twist  or  tonal [ 
luxury,  dressing  an  upscale  convertible  in  the  futuristic 
of  all  new  Caddies.  The  XLR  has  a  320-horsepower 
engine  and  a  suspension  that  adjusts  to  road 
conditions,  getting  squishy  on  rough  surface: 
rm  on  smooth  ones.  It's  built  on  the  sam 
._  platform  as  the  next-generati 

\\ .  „ Corvette,  which  debuts  nex' 

\1-  m     (800  333~4223,  cadi||ac-( 
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1ST  FOOD 

in  ovens 

Ilectric's  Profile  and 
m  ovens  with 
i  technology  (starting 
9) speed-cook toods 
mbination  of  thermal, 
n,  and  microwave 
They  roast  a  turkey 
e  normal  time  or 
atoesinafifth. 
need  new  recipes, 
?e  smart  controls 
matically  convert 
onal  oven  temps  and 
times  (800  626-2000, 


»  WHAT  A  RACKET 

Head  Liquidmetal  series 

Head  has  come  up  a  winner 
with  its  new  Liquidmetal  series 
of  tennis  rackets  ($200  to 
$250.)  The  key  is  a  super-stiff 
alloy  that  doesn't  deform  under 
impact.  In  the  racket's  head, 
the  alloy  adds  stability  and 
expands  the  sweet  spot.  If  you 
miss  the  huge  sweet  spot,  the 
racket  is  forgiving:  Foam  in  the 
handle  reduces  shock  and 
vibrations.  Reviewers  say  this 
alloy  is  the  most  revolutionary 
development  since  titanium; 
players  say  it  has  lifted  their 
games  (800  289-7366, 
head.com). 
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»  STRONG  HOLD 

Post-it  Super  Sticky 

Some  20  years  after 
introducing  the  original,  3M 
has  backed  its  new  Super 
Sticky  Post-it  notes  ($1.88 
and  up)  with  an  industrial- 
grade  adhesive  that  won't 
let  go  of  refrigerator  doors, 
computer  monitors, 
dashboards,  or  any  other 
vertical  surface.  They  come 
in  new  colors,  too,  including 
daffodil,  orchid,  and  ocean. 
Warning:  They're  strong 
enough  to  lift  ink  off  paper 
(888  364-3577,  3m.com). 


PALM  OF  PLENTY 

palmOne  Treo  600 

It's  everything  you  want  in  a  handheld  and  fits  in  a 
pocket.  The  palmOne  Treo  600  (from  $449  with  a 
wireless  plan)  features  PDA  functions  with  phone, 
speakerphone,  camera,  and  music  player.  The 
display  is  small  but  readable.  It  features  a  tiny  but 
workable  keyboard  and  can  be  used  one-handed  in 
phone  mode  (888  565-9393,  palmone.com). 
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BEST  PRODUCTS  OF  2003 


»0N  THE  MO 

$20  bill 

The  color  of  money  is  r\<\ 
peach,  blue,  and  light  g: 
the  new  $20  bill.  Andrev 
Jackson  still  graces  the 
but  he  has  lost  his  halo, 
makeover,  the  first  rede: 
U.S.  currency  since  199( 
the  latest  attempt  to  sty 
counterfeiters.  While  no 
expects  the  crooks  to  st( 
trying,  Treasury  Dept.  of 
say  new  security  feature 
should  discourage  most 
fakers.  The  Treasury  ptai 
follow  with  new  $50  not* 
2004and$100sin200 
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AIDS  FIGHTER 

Fuzeon 

All  of  today's  AIDS  drugs  work 
by  tackling  the  virus  after  it 
has  already  infected  cells.  But 
Fuzeon  from  Trimeris  and 
Roche  Laboratories  works  by 
preventing  HIV  from  entering 
cells  in  the  first  place.  It's 
difficult  to  use— you  must  mix 
it  with  sterile  water  and  inject 
it  under  the  skin  twice  a  day— 
but  it  paves  the  way  for  a 
powerful  new  attack  on  HIV 
(877  438-9366,  fuzeon.com). 


»SOME  SUV 

Volkswagen  Touareg 

Volkswagen  arrived  late 
SUV  soiree,  but  it  brougr 
along  a  stunner.  Porsche 
helped  it  design  the  200 
Touareg ($35,515),  butt 
upstages  its  more  expen 
cousin,  the  Porsche  Caye 
An  optional  suspension 
handle  bumps  and  boulc 
that  would  stop  a  Humm 
It's  also  agile  for  city  driv 
(800  374-8389,  vw.com) 


I  I 


»READYTOROLL 

Delphi  XM  Roady 

With  coast-to-coast  channels 
and  few  commercials, 
subscription  satellite  radio  is 
the  biggest  change  in  radio 
since  FM.  There's  no  easier  way 
to  get  it  than  Delphi's  Roady 
($120.)  This  cigarette-pack- 
size  receiver  for  XM  Satellite 
Radio  comes  ready  to  roll, 
with  a  snap-on  rooftop  antenna 
and  a  cassette  adapter  to 
connect  it  to  your  car  stereo 
(877  463-3574,  delphi.com). 
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Call  today  for  a  better  way  to  find  stocks  that  may 
be  right  for  you  with  Schwab  Equity  Ratings!" 

At  Charles  Schwab,  we  believe  individual  investors 
deserve  an  equity  rating  approach  that's  both  objective  and 
easy  to  understand.   So   we  created  our  Schwab  Equity 

Ratings.  Using  the  same  set  of 
diverse  criteria,  we  evaluate 
the  stocks  of  over  3,000  U.S.- 
headquartered  companies 
—  more  than  any  other 
major  brokerage  firm.  ( )ur 
unbiased  approach  results  in  easy-to-follow  A-through-F 
ratings  that  can  help  you  decide  which  stocks  to  buy  and 
sell.  And  because  we  believe  that  it's  important  to  put  any 
type  of  rating  into  context,  your  report  will  also  include  a 
range  of  third-party  opinions  to  help  you  make  more 
informed  investing  decisions. 


I  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS  FOR  THREE  STOCKS  OF  YOUR  CHOICE, 

CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


charles  schwab 


erally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  Schwab  Equity  Ratings  may  be 
tingent  on  the  payment  of  a  service  fee  or  the  amount  of  assets  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally 
ated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab  Equity  Ratings  are 
itormation;  they  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs,  nor  do  they  represent  a 
jonalized  recommendation  of  a  particular  stock  or  stocks  to  you.  Stocks  can  be  volatile  and  entail  risk,  and  individual  stocks  may  not 
unt.ible  for  you.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-13156).  ADS2621 1FUL. 


BEST  PRODUCTS  OF  2003 


»PIXEL  PERFECT 

Canon  EOS  Digital  Rebel 

Canon  wows  photo  fans  with 
the  Digital  Rebel  ($899),  the 
first  digital  single-lens  reflex 
camera  under  $1,000.  It  has  a 
6.3-megapixel  image  sensor, 
and  can  use  any  Canon  lens 
designed  for  it's  SLRs.  It's  as 
easy  to  operate  as  a  point- 
and-shoot  (800  652-2666, 
canonusa.com). 


Centrino's  power-thrifty 
Pentium  M  chip  from  Intel 
drives  a  new  generation  of  fast 
aptops  with  better  battery  life. 
What's  more,  its  radio  link 
turns  wireless  networking  into 
a  standard  notebook  feature. 
That's  triggering  the  explosive 
growth  of  Wi-Fi  hot  spots  (800 
628-8686,  intel.com). 


»A CUT ABO 

Schick  Intuition 

Here's  an  innovation  eve 
woman  who  shaves  her 
has  been  waiting  for:  an 
with  the  soap  built  in.  Tfi 
Schick  Intuition  cartridg 
contains  a  pivoting  triple 
surrounded  by  a  solid  sk 
conditioner  that  lathers 
when  wet  ($8.99  for  the 
with  one  refill;  800  742-? 
schickintuition.com). 


»MAGNUM  FL 

Floss  W  Cap 

The  dentist  says  to  floss  I 
day,  but  you  forget.  Aquaf 
puts  it  right  in  your  hand: 
new  toothpastes  come  wi 
Floss 'N' Cap  ($2.99),  20 
of  mint-flavored  floss  wol 
into  the  tube's  cap.  You  al 
snap  the  disc 
off  if  youfini 
toothpaste  f 
(800  897-5 
aquafresh. 
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DUBAI 

EXPECT  THE  WORLD 


TO  SEE  WHERE  DUBAI'S  HEADED. 
TAKE  A  LOOK  AT  THE  HORIZON. 


taken  just  30  years  to  reach  income  levels  comparable  with  the  world's  leading  industrialised  nations.  Some  say  it's 
lie  city  is  perfectly  positioned  serving  an  area  that  contains  a  population  of  over  1.6  billion  people  with  a  net  GDP  in  excess 
[lion.  Others  say  Dubai's  wealth  lies  in  its  natural  resources.  But  it's  only  once  you've  visited  Dubai,  and  shared  the  vision 
lie  that  you  discover  the  true  source  of  the  city's  wealth.  To  know  more  visit  www.dubaiexpect.com 
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»PIXEL  PERFECT 

Canon  EOS  Digital  Rebel 

Canon  wows  photo  fans  with 
the  Digital  Rebel  ($899),  the 
tirst  digital  single-lens  reflex 
camera  under  $1,000.  It  has  a 
6.3-megapixel  image  sensor, 
and  can  use  any  Canon  lens 
designed  for  its  SLRs.  It's  as 
easy  to  operate  as  a  point- 
and-shoot  (800  652-2666, 
canonusa.com). 


Centrino's  power-thrifty 
Pentium  M  chip  from  Intel 
drives  a  new  generation  of  fast 
aptops  with  better  battery  life. 
What's  more,  its  radio  link 
turns  wireless  networking  into 
a  standard  notebook  feature. 
That's  triggering  the  explosive 
growth  of  Wi-Fi  hot  spots  (800 
628-8686,  intel.com). 


»ACUTABOV 

Schick  Intuition 

Here's  an  innovation  eve 
woman  who  shaves  her  I 
has  been  waiting  for:  a  xi 
with  the  soap  built  in.  Thi 
Schick  Intuition  cartridge 
contains  a  pivoting  triple 
surrounded  by  a  solid  skii 
conditioner  that  lathers  yi 
when  wet  ($8.99  for  then 
with  one  refill;  800  742-8: 
schickintuition.com). 


»MAGNUM  FLC 

Floss  'N'  Cap 

The  dentist  says  to  floss  e\ 
day,  but  you  forget.  Aquafn 
puts  it  right  in  your  hand:  I 
new  toothpastes  come  wit 
Floss 'N' Cap  ($2.99),  20) 
of  mint-flavored  floss  woui 
into  the  tube's  cap.  You  als 
snap  the  disp 
off  if  you  finis 
toothpaste  fi 
(800  897-5( 
aquafresh.i 
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BEST  PRODUCTS  OF  2003 


»HIGH-DEFHELP 

DISH  Player-DVR  921 

High-definition  TV  got  a  boost  from  satellite-TV 
provider  DISH  Network,  which  came  up  with  the 
first  digital  video  recorder  for  HDTV  broadcasts. 
The  $999  unit  can  record  up  to  25  hours  of  high- 
def  or  180  hours  of  conventional  programming, 
and  gives  TiVo-like  features— such  as  pause  and 
rewind— to  live  TV.  You  can  watch  one  program 
while  recording  another,  and  search  DISH's 
eight-day  program  guide  by  keyword  to  find  your 
favorites  (800  333-3474,  www.dishnetwork.com). 
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»  CLEANLY  WRITTEN 

Clorox  Bleach  Pen 

Stains  happen.  You've  always  used  bleach  on 
whites,  but  Clorox'  gel  pen  ($2.99)  puts  the  bl 
where  you  want  it  on  striped  and  patterned  fi 
It  also  lets  you  erase  mold  and  mildew  from 
between  tiles  in  the  shower.  Kids  will  love  it,  t 
but  not  for  cleaning— they  can  use  it  to  jazz 
T-shirts,  backpacks,  and  jeans  (800  292-22 
clorox.com). 


16) 


»  PERFECT  PITCH 

iTunes  Music  Store 

Its  quick  success  attracted  a  slew  of  imitators, 
but  Apple  Computer's  iTunes  Music  Store 
remains  the  class  act  for  downloading  music. 
With  an  easy-to-use  design,  a  powerful  search 
function,  and  reasonable  restrictions  on 
usage,  Apple  figured  out  what  the  record 
labels  couldn't:  how  to  get  people  to  pay  for 
music  over  the  Net.  You  can't  find  the  Beatles 
here,  but  there  are  hundreds  of  thousands  of 
songs  for  990  each  that  you  can  save  to  your 
Mac  or  Windows  PC,  burn  to  a  CD,  or  play  on 
your  music  player— as  long  as  it's  an  Apple 
iPod  (800  692-7753,  itunes.com). 
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» DUFFER'S  PAL 

Nike  Slingshot  Golf  Clubs 

If  you're  a  weekend  golfer  who 
struggles  on  the  fairway,  you 
might  find  Nike's  Slingshot 
irons  more  forgiving  and 
easier  to  use  than  your  current 
clubs.  Ten  years  in  the  making, 
the  unconventional-looking 
irons  ($699  with  steel  shafts; 
$799  for  graphite)  have  a 
special  "bridge"  across  the 
back  of  each  club  face.  That 
moves  the  center  of  gravity 
well  behind  the  club  face, 
making  it  easier  to  get  each 
shot  airborne  and  minimizing 
any  slicing  (800  344-6453, 
nikegolf.com). 


ec 
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ey're  where  you've  been, 
ey're  where  you  are. 
ey're  where  you're  going. 


s  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  —  a  juggling  act  that  can  run  down  the  best  of  us. 
is  the  modern  business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
id  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
on,  log  on  to  www.t-mobile.com/hotspot. 


r  at  over  3,500  locations  including: 
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BEST  PRODUCTSOF  2003 


PLAY  ON 

Game  Boy  Advance  SP 

Nintendo's  SP  version  ($100)  of  Game  Boy 
Advance  is  the  year's  hottest  game  player.  The 
pocket-size,  flip-top  unit  comes  with  a  lighted  screen 
and  a  rechargeable  battery  good  for  10  hours.  Cool 
colors,  too:  cobalt,  platinum,  onyx,  and  flame  (800 
255-3700,  gameboy.com). 


PAY  NOW,  ENROLL  LATER 

Independent  529  Plan 

Lock  in  today's  tuition  at  230  private  colleges  with  the 
Independent  529  Plan.  Put  in  $10,000  and  in  2014, 
you'll  have  39%  of  a  year  paid  for  at  Princeton,  38%  at 
Notre  Dame.  Get  a  refund  if  your  child  goes  to  State  U. 
(888  718-7878,  www.independent529plan.org). 


»  AN  EYE 
ON  YOU 

QuickCam  Orbit 

Logitech's  elegant  Orbit 
Webcam  ($130)  is 
designed  to  turn  heads- 
including  its  own.  Made 
for  video  messaging, 
Orbit's  mechanical  eye 
automatically  pans  side  to 
side  and  up  and  down.  It 
also  has  a  built-in  mike, 
and  a  9-inch  stand  that 
lets  it  see  you  eye  to  eye 
(800231-7717,logitech.com). 


BusinessWeek  online 


To  view  a  slide  show  of  these  and 
other  noteworthy  products,  go  to 
businessweek.com/magazine/ 
best03.htm 
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SAS,  the  leader  in  business  intelligence  software,  challenges. 


ead  with  confidence. 
Or  step  out  of  the  way. 


TERPRISE  TjiiiuGENCE 


SUPPLIER  INTELLIGENCE 


IZATIONAL  INTO  HGENCE 


USTOMER  INTO  UGENCE 


.LIGENCE  ARCHITECTURE 


There's  never  been  a  tougher  time  to  run  a  business.  Or  a  better  time  to  lead  one.  With 
confidence.  With  clarity.  With  SAS"  -  software  that  answers  strategic  business  questions  no 
one  else  can.  So  you  can  understand  customers  instead  of  just  processing  them.  Optimize 
relationships  with  suppliers  instead  of  just  buying  from  them.  And  align  your  organization 
for  the  future  instead  of  waiting  to  react.  To  find  out  why  94%  of  FORTUNE  Global  500 
companies  rely  on  our  industry-leading  business  intelligence  and  analytics.  \  isit  our  Web  site. 
Or  call  us  toll  free  1  866  270  5737. 

www.sas.com/leadership 


The  Power  to  Know, 
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SAS  and  all  other  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  ol  SAS  Institute  Inc  in  the  USA  and  other  countries  ®  indicates  USA  registration 
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Personal  Business 
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BY  ROBERT  BARKER 


Watch  the  Movie, 
Skip  the  IPO 


\ 


Incest,  murder,  and  a  talking  raccoon.  Not 
the  usual  stuff  of  investment  opportunity. 
Yet  a  movie  with  these  elements,  plus 
2001  Oscar  nominee  Ethan  Hawke  in  the 
lead  role,  is  looking  for  backers  in  a  most 
unusual  way— an  initial  public  offering 
of  stock.  As  I  scouted  prospects  for  Billy 
Dead  Inc.,  producer  of  the  film  Billy  Dead, 

questions  began  to  pile  up  fast: 

Would  buying  the  stock  permit  me  to  act  the  mogul,  tak- 
ing casting  meetings  with  actresses,  maybe  Winona  Ryder, 
Hawke's  partner  in  one  of  cinema's  great  kisses  in  Reality 
Bites?  Or,  better  yet,  with  Jennifer  Connelly,  who  is  penciled 
in  to  play  opposite  Hawke  in  Billy  Dead?  Would  I  be  invited 
to  the  premiere?  See  the  daily  rushes?  Might  my  name  be  in 
the  credits?  Answers:  no;  no;  maybe;  sometimes,  via  the 
Web;  and,  only  on  the  DVD,  if  at  all. 

PEOPLE  LOVE  MOVIES  SO  MUCH  that  the  chance  to  be  involved 
with  one  can  turn  sensible  investors  into  blathering  idiots. 
Billy  Deads  source  is  a  1998  novel  of  the  same  name  that 
traces  a  poor  Michigan  family's  dark  history,  in  part  via  that 
odd  raccoon.  Strange,  I  know,  but  after  reading  the  novel, 
hearing  Hawke  discuss  the  movie,  and  seeing  two  of  director 
Keith  Gordon's  films— A  Midnight  Clear  (1992,  with  Hawke) 
and  Waking  the  Dead  (2000,  with  Connelly)— I  bet  Billy  Dead 
proves  one  fine  flick.  But  forget  the  IPO,  if  only  to  abide  this 
prospectus  note:  "Investors  should  not  buy  shares  in  this 
offering  unless  they  can  afford  to  lose  their  entire  investment." 

Like  putting  up  the  dough  for  a  restaurant  or  a  race  horse, 
investing  in  movies  is  risky— almost  as  risky  as  biotech  stocks. 
Still,  my  curiosity  about  how  cash  flows  in  such  a  deal  got  the 


Billy  Dead 


THE  MOVIE... 

■  Based  on  1998  novel,  Billy 
Dead,  by  Lisa  Reardon 

■  Aimed  for  2004  production 
and  2005  release 

■  Director,  Keith  Gordon; 
probable  lead,  Ethan  Hawke 


...AND  THE  COMPANY 

■  Formed  to  make  just  this  one 
movie  and  then  liquidate 

■  Preferred  stock  for  sale  at 
$8.75  a  share  via  Civilian  Capital 

■  More  information,  including 
prospectus,  at  civilian.com 


better  of  me.  If  no  casting  meetings,  what         HAWKE 
does  a  mini-mogul  get  for  his  money?  Nominatl 

Billy  Dead  is  selling  900,000  preferred  an  0sca 

shares  for  $7.9  million,  or  $8.75  each  (table).      T™n"Tg 
From  that,  Los  Angeles  underwriter  Civilian 
Capital  takes  7%.  After  other  startup  costs  and  overhead, 
million  would  be  left  to  make  the  film.  So,  once  Billy  Deaa 
filmed,  how  might  public  investors  profit?  As  preferred 
shareholders,  they  would  enjoy  first  call,  after  taxes,  on  re 
from  the  sale  of  rights  to  distribute  the  film  to  theaters, 
television,  and  DVD  markets,  up  to  their  initial  investmen 
$8.75  a  share.  Then,  any  leftover  cash  would  be  split  50-5Lpui 
half  to  public  investors,  half  to  the  actors,  others  on  the  cr 
crew,  and  to  Billy  Dead  founders  and  insiders. 

Now,  suppose  Billy  Dead  wins  great  reviews  and  draw 
$20  million  in  total  revenue.  Deals  vary  widely,  but  assui 
distributor  gets  30%.  From  the  remaining  $14  million,  t 
out  $8  million  in  costs,  leaving  $6  million  in  profit.  Subt 
35%  for  taxes,  pay  back  preferred  holders,  cut  common 
holders  in  for  their  half,  and  $2.15  a  share  or  so  might  be 
as  profit.  That's  a  return  of  25%  over  at  least  two  years.  L 
more  in  revenue  or  sweeter  distribution  terms  would  net 
higher  returns.  The  trouble  is,  forecasting  these  factors  i 
easier  than  making  sense  of  a  talking  raccoon. 

If  bankrolling  a  movie  still  intrigues  you,  here's  a  plan 
to  see  how  Billy  Dead  trades  on  NASDAQ,  where  it  aims  tc 
as  BILLY.  Odds  are,  it  won't  hold  its  $8.75  IPO  price  all  tb 
while  Billy  Dead  is  filmed.  As  it  falls,  your  chance  of  movii 
from  mini-mogul  to  money-making  mini-mogul  go  up. 

E-mail:  rb@businessweel 
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SAS,  the  leader  in  business  intelligence  software,  challenges. 


ERPRISE  INTELLIGENCE 
UPPLIER  INTELLIGENCE 
'.ATIONAL  INTELLIGENCE 
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Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500.  rel\  on  SAS'.' 
Because  our  software  pro\  ides  the  complete  vision  to  learn  from  the  past,  monitor  and  communicate 
the  present,  and  gain  insight  into  the  future.  SAS"  lets  you  predict  customer  behavior  instead  of  just 
leading  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  change  rather  than 
second-guessing  outcomes.  To  find  out  how  SAS  can  help  you  control  costs,  drive  revenue  and 
achieve  capital  efficiency,  \  isit  our  Web  site.  Or  call  us  toll  free  1  866  270  5737. 

www.sas.com/predict 


The  Power  to  Know, 
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Personal  Business  Inside  Wall  Stre 


BY  GENE  G.  MARCIAL 

MEDICARE  COULD  REVIVE  COMPUTER  PROGRAMS  &  SYSTEMS. 
BLUEPHOENIX:  COMPUTER  MAKEOVERS  FOR  THRIFTY  COMPANI 
MORE  ANTI-TERROR  DEVICES  FROM  ANALOGIC  ARE  SET  TO  ROL 
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Data:  Bloomberg  Financial  Markets 


High  Tech  at  the  Hospital 

LITTLE-KNOWN  Computer  Programs  &  Systems  (CPSI), 
which  designs  information  systems  for  rural  hospitals, 
has  been  under  the  weather— till  lately.  The  stock 
dropped  from  21  in  June  to  14  in  October.  It  has  since  perked 
up— to  17.83  on  Dec.  3.  Some  pros 
think  CPSI  will  get  a  boost  from  the 
recent  $400  billion  Medicare  bill.  The 
new  law,  says  Joel  Ray  of  Wachovia 
Securities,  raises  reimbursements  to 
rural  hospitals  by  an  estimated  $25 
billion  over  10  years.  Dennison  Veru  of 
Palisades  Capital  Management,  with  a 
7.1%  stake  in  CPSI,  notes  that  500 
small  hospitals  (fewer  than  300  beds) 
in  45  states  use  CPSI  to  manage 
patient-care,  clinical,  and  financial 
data.  Among  America's  total  of  4,900 
rural  hospitals,  80%  are  this  small.  With  Medicare's  cash 
infusion,  many  of  these  will  now  have  funds  to  install  CPSI 
gear  to  cut  costs,  says  Veru.  Analysts  haven't  yet  adjusted 
their  numbers  to  include  the  impact  from  the  new  bill.  James 
Terwilliger  of  securities  firm  Morgan  Keegan,  who  rates  CPSI 
outperform,  estimates  earnings  of  75<t  a  share  in  2003  and 
94<t  in  2004— before  any  Medicare  effect.  Veru  says  "earnings 
should  kick  up"  by  2005.  He  sees  the  stock  at  30  in  a  year. 

With  BluePhoenix, 
Old  Software  Rises  Anew 

TJNY  BLUEPHOENIX  SOLUTIONS  (BPHX)  is  emerging 
as  a  big  noise  in  a  niche  business  that  larger  companies 
tend  to  ignore:  helping  enterprises  modernize  old 
softwar :  systems  so  they  can  adapt  them  to  new  applications 
and  maikets.  The  "expected  mass  replacement  of  old  software 
systems  i  lasn't  happened,"  notes  Dale  Vecchio,  research 
director  in  applications  development  at  tech-research  firm 
Gartner.  He  says  that  BluePhoenix,  with  its  wide  array  of 
products  and  services,  should  be  on  the  short  list  of  any  outfit 
eager  to  avoid  dumping  aging  systems  in  order  to  save 
money.  No  wonder  shares  of  BluePhoenix  have  rocketed  from 
2.69  h  early  June  to  5.20  on  Dec.  3.  "The  stock  still  has  a  long 
way  to  rise,"  says  a  New  York  investment  manager,  who  owns 
shares  but  asked  not  to  be  identified.  He  thinks  the  stock, 
which  has  no  Street  following,  is  a  long-term  value  play.  He 
says  it  is  cheap,  trading  at  one  times  sales-per-share.  He  sees 


the  stock  doubling  in  12  to  18  months. 
Third-quarter  sales  were  up  84%,  to 
$13.4  million,  and  earnings  jumped  to 
$615,000,  or  5<t  a  share,  up  from 
$32,000  a  year  ago.  For  2003,  this  pro 
forecasts  earnings  of  L3<t,  on  sales  of 
$50  million,  up  from  $36  million  in 
2002.  In  three  years,  he  expects  sales 
of  $100  million.  Clients  include  Merrill 
Lynch,  Safeway,  Charles  Schwab,  and 
Fortis  Bank  in  Europe. 
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Analogic:  Screening 
Even  the  Checked  Luggage 

ANALOGIC  (ALOG),  WHICH  makes  explosives  dete 
got  battered  when  Dalton  Chandler  at  Needham  ( 
graded  the  stock  in  mid-October— from  "a  strong 
a  buy.  Shares  fell  from  51  to  40  by  mid-November,  when 
now  trading.  Analogic  sells  airport  scanners  for  checked 
to  L-3  Communications,  which  integrates  them  into  dew 
sells  to  the  government.  Prompting  the  downgrade  was 
delay  in  Analogic's  shipments  to  L-3:  U.S.  airports  were 
behind  schedule  in  building  structures  to  house  them.  B 
some  big  investors  haven't  cooled  off. 
Eric  Miller  of  Heartland  Advisors, 
which  owns  3%,  says  shipments  will 
go  through  in  due  time.  The 
Transportation  Security 
Administration's  goal  was  to  buy  a 
total  of  2,000  scanners  at  $1  million 
apiece.  Last  year,  the  TSA  bought  1,000 
units.  This  year,  the  government  has 
budgeted  $150  million  for  airport 
scanners.  It  only  bought  100  in  2003. 
Chandler  expects  part  of  the 
remainder  by  April,  2004.  Miller  sees 
the  stock  taking  off  before  then.  Despite  the  downgrade, 
Chandler  has  a  price  target  of  60.  He  expects  Analogic  to 
$1.48  a  share  on  sales  of  $132  million  in  fiscal  2004  endi 
July  31.  Last  year,  it  made  $3.70  on  $471  million  in  sales. 


JUNE  2.  '03 
Data:  Bloomberg  Financial 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  a 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.n 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invest 
banking  or  other  financial  relationships  with  them. 


Chapter  15  Lifetinu  Income 


How  to  reach  retirement  and 

actually  get  to  stay  there. 


I 


A  lot  of  investors  look 
forward  to  the  day  when 
they  can  finally  retire.  Yet  the 
closer  they  ^  get,  the  more  they  wonder 
I  how  they're  going  \  to  manage  their  money. 

At  Vanguard,  we  provide  investors  (\  with  a  complete 
line  of  retirement  income  solutions.  From  \)  low-cost 
mutual  funds  to  the  Vanguard  Lifetime   ^ 
Income  Program',"  we  can  help  make 
sure  your  money  lasts  throughout  your  -^ , 

retirement.  So  you  can  retire  with  confidence.  <x 

If  you'd  like  to  see  how  a  long-term 
retirement  strategy  can  keep  working  for  you, 
call  us  at  1-800-523-0656,  or  visit  us  at  Vanguard.com* 
We  can  help. 


V3 


^ 


1-800-523-0656 

www.vanguard.coni 


THrVansuardcRDUP. 

Invest  in  our  way  of  investing* 


^AN403PAand  11GVIA1000. 
is  issued  by  AIG  Life  Insurance  Company.  K>r  21GVIA1000.  American  General 


Personal  Business 


STOCKS 


S&P  soo 

DEC.     JUNE     DEC.  NOV.27-DEC.3 

1100        ^ n  ,„,  r 1090 


1020 


940 


COMMENTARY 

Stocks  provided  holiday  cheer 
this  week.  Rosy  economic  news 
and  healthy  retail  sales  over 
Thanksgiving  weekend  drove 
stocks  to  new  highs.  On  Dec.  1 
both  the  Dow  and  S&P  reached 
18-month  highs.  And  on  Dec.  3, 
the  NASDAQ  hit  a  two-year  high, 
passing  the  2,000  mark  intraday. 
Investors  often  plow  bonuses 
and  dividends  into  stocks  in 
December,  sending  them  up. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  DEC.  2 

■  S&P  500  ■  U.S.  DIVERSIFIED  «B  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  DEC.  2 

■i  S&P  500  ■  U.S.  DIVERSIFIED  JB  ALL  EQUITY 
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U.S.  MARKETS 

DEC.  3 

WEEK 

%CH 
YEAR  TO 
DATE 

21.0 

ANGE 
LAST12 
MONTHS 

S&P 500 

1064.7 

0.6 

15.6 

Dow  Jones  Industrials 

9873.4 

1.0 

18.4 

12.9 

NASDAQ  Composite 

1960.3 

0.4 

46.8 

35.3 

S&P  MidCap  400 

569.3 

0.7 

32.4 

28.4 

S&P  SmallCap  600 

265.3 

0.0 

34.9 

30.8 

Wilshire  5000 
SECTORS 

10.402.3 

0.6 

24.7 

19.5 

BusinessWeek  50* 

600.8 

0.0 

10.8 

7.1 

BW  Info  Tech  100** 

327.4 

-2.3 

14.7 

4.4 

S&P/BARRA  Growth 

536.3 

0.4 

19.5 

13.1 

S&P/BARRA  Value 

524.6 

0.7 

22.6 

18.4 

S&P  Energy 

199.5 

1.0 

8.9 

7.7 

S&P  Financials 

365.3 

0.5 

23.0 

17.9 

S&P  REIT 

114.2 

1.2 

25.7 

25.1 

S&P  Transportation 

199.6 

0.6 

17.4 

16.4 

S&P  Utilities 

111.7 

0.4 

14.3 

18.3 

GSTI  Internet 

136.8 

-2.2 

83.1 

63.6 

PSE  Technology 

679.4 

0.8 

48.2 

35.6 

GLOBAL  MARKETS  dec .3  week 

S&P  Euro  Plus  (U.S.  Dollar)  1118.6  4.9 

London  (FT-SE 100)  4392.0  0.5 

Paris  (CAC  40)  3501.9  2.5 

Frankfurt  (DAX)  3875.7  4.4 

Tokyo  (NIKKEI  225)  10,326.4  1.8 

Hong  Kong  (Hang  Seng)  12.361.2  2.3 

Toronto  (S&P/TSX  Composite)  7959.9  1.3 

Mexico  City  (IPC)  8553.7  2.0 
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FUNDAMENTALS  dec.  2 

S&P  500  Dividend  Yield  1.61% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  26.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  18.0 

First  Call  Earnings  Revision*  -0.23% 

TECHNICAL  INDICATORS  dec .2 

S&P  500  200-day  average  967.9 

Stocks  above  200-day  average  87.0% 

Options:  Put/call  ratio  0.61 

Insiders:  Vickers  NYSE  Sell/buy  ratio  7.22 


39.1 

WEEK  AGO 

1.63% 
26.6 
17.7 
-0.69% 

WEEK  AGO 

963.2' 
85.0% 
0.66 
6.53 
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BEST-PERFORMING 
GROUPS 

Gold  Mining 
Office  Electronics 
Health-Care  Facilities 
Environmental  Services 
Divsfd.  Metals  &  Mining 


LAST 
MONTH  % 

16.6 
14.9 
13.0 
12.7 
10.9 


Divsfd.  Metals  &  Mining 
Internet  Software 
Homebuilding 
Gold  Mining 
Computer  Retailers 


LAST  12 
MONTHS  % 

148.6 

144.0 

110.4 

105.5 

83.7 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN 


LEADERS 

Precious  Metals 
Small-cap  Value 
Small-cap  Growth 
Small-cap  Blend 

LAGGARDS 

Japan 

Diversified  Pacific/Asia 

Pacific/Asia  ex-Japan 

Utilities 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

PFds.  Smicdr.  Ultsr.  Inv.  13.7 

Rydex  Electronics  Inv.  11.8 

U.S.  Gl.  Invs.  Pr.  Minis.  10.9 

Emerald  Select  Tech.  A  10.6 

LAG6ARDS 

J.P.  Morgan  Flem.  Jap.  A  -10.4 
Reserve  Pr.  Int.  S.-Cp.  R  -9.1 
Credit  Ssse.  Jap.  Eq.  Cmn.  -8.3 
ProFunds  Ultra  Japan  Inv.   -8.2 


LEADERS 

6.2  Precious  Metals  81.5 
4.5     Latin  America  51.9 

4.3  Diversified  Emerg.  Mkts.      39.2 
4.3     Technology  34.1 

LAGGARDS 

-6.3     Domestic  Hybrid  12.7 

-3.8     Large-cap  Blend  13.7 

-1.2     Utilities  14.4 

0.5     Large-cap  Growth  15.2 


%      52-WEEK  TOTAL  RETURN 


% 


LEADERS 

U.S.  Gl.  Invs.  Pr.  Minis.  133.8 

Scudder  Gd.  &  Pr.  Mts.  S  133.3 

U.S.  Gl.  Invs.  Resources  108.5 

U.S.  Global  Invrs.  Gold  102.4 

LAGGARDS 

Frontier  Equity  -55.7 

Rydex  Dynam.  Vent.  100  -49.3 

ProFunds  UltSh.  OTC  Inv.  -49.0 

Potomac  Sm.  Cap/Sh.  Inv.  -31.4 


LAST 
MONTH  % 


WORST-PERFORMING 
GROUPS 

Home  Entertainment  -14.5 
Employment  Services  -10.2 
Hypermarkets  &  Supcntrs.-lO.O 
Airlines  -5.7 

Multi-line  Insurers  -5.1 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  t 


Photographic  Produi 
Intgrd.  Telecomms.  S< 
Trading  Cos.  &  Distril 
Home  Furnishings 
Oil  &  Gas  Drilling 


DEC  3 

WEEK  A 

0.62% 

0.62 

0.93 

0.93 

2.07 

1.92 

4.40 

4.25 

5.19 

5.07 

5.97 

5.81 

ptei,  jra 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


1: 
■r  with  a  sol 

P«i  all 


10-YR.  BOND 

30Y« 

General  Obligations 

3.71% 

Taxable  Equivalent 

5.30 

Insured  Revenue  Bonds 

3.84 

Taxable  Equivalent 

5.49 
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THE  WEEK  AHEAD 


FOMC  MEETING  Tuesday,  Dec. 
9,  9  a.m.  EST  »  The  Federal 
Reserve  Board's  Open  Market 
Committee  meets  to  set  monetary 
policy.  Economists  surveyed  by 
MMS  International  were  almost 
unanimous  in  forecasting  the  Fed 
will  keep  interest  rates  at  1%. 
BUSINESS  INVENTORIES 
Thursday,  Dec.  11,  8:30  a.m. 
EST  »  October  inventories  most 
likely  grew  0.2%,  after  a  0.3%  gain 
in  September.  That's  based  on  the 


median  forecast  of  economists 
surveyed  by  MMS  International. 
RETAIL  SALES  Thursday,  Dec. 
11,  8:30  a.m.  EST  »  November 
retail  sales  probably  increased 
0.4%,  following  a  0.3%  drop  in 
October  because  of  tepid  auto 
sales.  Minus  vehicles,  November 
sales  very  likely  grew  0.3%  after 
rising  0.2%  the  month  before. 
INTERNATIONAL  TRADE  Friday, 
Dec.  12,8:30  a.m.  EST  » The 
foreign  trade  deficit  very  likely  fell 


to  $40.8  billion  during  October, 
after  a  September  deficit  of  $41.3 
billion.  Exports  likely  rose  at  a 
faster  pace  than  imports  did. 
PRODUCER  PRICE  INDEX  Friday, 
Dec.  12,  8:30  a.m.  EST  » 
Producer  prices  probably  grew 
0.2%  in  November,  even  after 
excluding  volatile  items  such  as 
food  and  energy.  In  October,  higher 
auto  prices  caused  the  PPI  to  jump 
0.8%,  with  core  producer  prices 
increasing  0.5%. 


R" 


The  BusinessWeek  production 
improved  to  209.3  for  the 
ended  Nov.  22,  an  increase  ol 
from  the  previous  year, 
calculation  of  the  four-week 
average,  the  index  climbed  to  21 
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For  the  BW50,  more  investmt| 
data,  and  the  components     . 


of  the  production  index  visit 

www.businessweek.com/magazine/ex 
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Special  Advertising  Section 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


Selected  Profiles  of  the  Nation's  Top  Price-Performing  Micro-Cap  Companies  as  of  9/30/03 


314% 


the  approximate  3,000  domestic  companies  with  market 
lizations  under  200  million  dollars,  the  following  pages  high- 
selected  firms  in  the  top   10%,   in  terms  of  share  price 
ance  for  the  26-week  period  ending  9/30/03.    Each  profile 
bes  a  leading  company  including  its  industry,  market  trends 
masons  for  success,  as  written  by  company  management.  While 
rformance  is  never  a  guarantee  of  future  results,   these 
erforming   companies   represent   investment   opportunities 
y  of  a  micro-cap  investor's  close  consideration. 


Gain/Loss  for  the 
26-Week  Period 
Ending  9/30/2003 


47% 


15% 


17% 


I 


|  DJIA 
|  S&P  500 

[  NASDAQ  Composit  Index 

I  Average  Share  Price  Gain  of  the 
26  Micro -Cap  Companies  Profiled 
in  this  Section 


iber  Optic  Products  •  AFOP  •  Optical  Communications 


innyvale.  CA  •  IR  Contact:  Helen  Chan  •  408-736-6900 
www.afop.com 

Alliance  Fiber 


Optic  Products, 
Inc.    designs, 
is  and  markets  high-perform- 
iptic  components  and  integrat- 
or leading  communications 
manufacturers.  AFOP  is  fo- 
p  iroducts  that  facilitate  the  use 
'  iroadband  and  access  markets, 
enues  grew  by  15%  from  the 
I:  uarter,  gross  margin  improved 
ile  operating  expenses  declined 
r  le  previous  quarter.  AFOP  ended 
i   with  a  solid  balance  sheet  with 
$  M  in  cash  and  cash  equivalents 
g  term  debt. 


Key  Manager  Statement 

"We  remain  very  optimistic  about 
the  future  as  we  continue  to  see 
improvement  in  demand.  We  are 
confident  that  the  work  we  have 
put  into  our  new  products  will  con- 
tinue the  revenue  gams  we  have 
experienced.  Our  Q3  2003  results 
confirm  we  are  headed  in  the  right 
direction.  That  said,  we  will  main- 
tain control  of  our  costs  in  order  to 
optimize  our  resources  and  position 
ourselves  for  success  as  the  com- 
munications industry  returns  to 
growth". 

Peter  Chang,  President  &  CEO 


TO        ^ 


[stems  Inc.  •  RAE  •  Homeland  Defense  Technology 


fvale,  CA  •  IR  Contact:  Lea-Anne  Matsuoka  •  408-585-3567 

www.raesystems.com 

I  -^  RAE  Systems 

JK^VE,    is  a   leading 

™'""1     global  developer 

y  deployable  radiation  and 

detection  moni- 


s  sor  chemical 

i  letworks  for  homeland  security 

(  trial  applications  RAE  Systems' 
are  used  by  many  U.S.  govern- 
lcies,  including  the  Department 

l  md  Security,  the  Department  of 
II  branches  of  the  U.S.  Military, 
merous  city  and  state  agencies. 
>ms'  global  customers  include 
he  world's  leading  corporations 
line,  automotive,  computer  and 
ries. 


Key  Manager  Statement 

"We  posted  record  revenue  in  the 
third  quarter,  representing  36% 
growth  over  the  same  quarter  in 
2002.  This  was  our  fifth  consecutive 
quarter  of  record  revenue,  a  result 
of  providing  our  homeland  de- 
fense, environmental  and  industrial 
customers  comprehensive,  robust 
sensing  solutions  that  protect  lives 
and  property.  Our  installed  base 
is  growing  rapidly  as  we  continue 
to  innovate  cutting-edge  sensor 
networks  and  new  applications  (or 
a  diverse  range  of  industries. " 

Robert  I  Chen.  President  &  CEO 


NexMed,  Inc.  •  NEXM  •  Pharmaceutical 


Robbinsville,  NJ  •  IR  Contact:  Deborah  Carty 
www.nexmed.com 


609-208-9688x350 


MO 


order  and  NM 100060,  a  prototype  lacquer 
treatment  for  infected  nails.  NexMed  is  also 
partnering  with  various  pharmaceutical 
companies  to  explore  the  introduction  of 
AfexACT®  into  their  existing  drug  formula- 
tions as  a  means  of  extending  patent  pro- 
tection and  developing  new  patient-friendly 
products  with  added  therapeutic  benefits. 


Key  Manager  Statement 

"We  believe  that  NexMed,  with 
its  unique  proprietary  technology. 
NexACT®,  is  well  positioned  to 
develop  new  and  improved  products 
which  will  better  serve  patients. " 

Y.  Joseph  Mo,  Ph.D.. 
Chairman,  President  &  CEO 


TASER  International,  Inc.  •  TASR  •  Electronics 


Scottsdale.  AZ  •  IR  Contact:  Phillips  W.  Smith  •  480-905-2005 
www.taser.com 

f 

TASER 

TASER  International,  Inc.  is  the  leader  in  less  lethal  conducted  energy  weapons 
with  revenue  growth  of  over  100%  and  10X  net  income  growth  in  the  current 


year.  The  company's  primary  markets  are 
Law  Enforcement  in  the  USA  where  they 
currently  have  a  20%  penetration  of  US 
Police  agencies  and  the  US  Military  where 
their  TASER  conducted  energy  weapons 
are  being  tested  in  IRAQ  by  the  US  Army. 
Further,  the  company  has  excellent 
European  Law  Enforcement  prospects  for 
2004  with  the  UK  completing  a  one  year 
test  next  April. 


Key  Manager  Statement 

"To  understand  this  is  the  early 
stages  of  an  emerging  new  and 
enabling  technology  with  interest- 
ing new  applications  from  hand- 
held weapons  to  less  lethal  land 
mines  listen  to  the  replay  of  the  Q3 
conference  call  on  the  Investor 
page  at  wwwtaser.com. " 
Rick  Smith.  CEO 


NexMed  Inc.,  is  focused  on  developing  a  wide  range  of  innovative  transdermal 
products  based  on  its  skin  permeation  drug  delivery  technology  known  as  /IfertCT*. 
The  versatility  of  the  patented  AfexACT®  technology  is  evidenced  in  NexMed's  rich 
product  pipeline,  which  included  Alprox-TD®,  a  Phase  3  cream  treatment  for  erectile 
dysfunction,  Femprox®,  a  Phase  2  cream  treatment  for  female  sexual  arousal  dis- 
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SBE,  Inc.  •  SBEI  •  Network  Communications 


San  Ramon,  CA  •  IR  Contact:  David  Brunton  •  925-355-7700 
www.sbei.com 


ffnr''      SBE  architects  and 

(J  fl  Mj  provides  network  com- 
munications solutions  designed  to  enable 
optimal  performance  and  rapid  deployment 
across  a  full  spectrum  of  next  generation 
networking  systems  in  the  embedded  and 
enterprise  markets.  SBE's  board-level  net- 
work interface  products  and  enabling  com- 
munications software  are  integrated  into 
numerous  applications  worldwide,  including 
Wi-Fi,  Enhanced  911  wireless  networks,  gate- 
ways for  the  financial  industry,  voice  con- 
ferencing systems,  Linux 
routers,  storage  area 
networks,  and  mission- 
critical  data  centers. 


Key  Manager  Statement 

"Our  unwavering  focus  and  com- 
mitment to  customers  through  tech- 
nological innovation,  product  flexibil- 
ity, and  unparalleled  support  has 
enabled  us  to  enjoy  consecutive  quar- 
ters of  profitability  during  turbulent 
economic  times  and  over  300%  gain 
in  share  price  over  a  6-month  period. 
Continued  investment  in  next  genera- 
tion technologies,  i.e.  Fibre  Channel 
and  TCP/IP  Offload  Engine,  positions 
us  to  increase  market  share  in  exist- 
ing territories  and  capture  opportun- 
ities in  new  customer  markets. " 

William  B.  Heye,  Jr.,  President  &  CEO 


Milage  Inc.  •  IVIL  •  Media 


New  York,  NY  •  IR  Contact:  Carl  Fischer  •  212-600-6000 
www.ivillage.com/investor 

Established  in  1995,  iVillage  Inc.,  The  Ink  \ 
Women™,  is  a  leading  women's  media  company 
number  one  source  for  women's  information  online 

operates,  online  and  offline  properties  including:  iVillage.com,  offering  int  * 

services,  peer  support,  content  and  online  access  to  experts;  Lamaze  Pu 

Company,  an  offline  publisher  of  educational 

materials  for  expectant  and  new  parents; 

The  Newborn  Channel,  a  satellite  television 

network  broadcast  in  approximately  1,100 

hospitals  nationwide;  among  others.  In 

October  2003,  comScore  Media  Metrix 

ranked  iVillage  32nd  among  the  top  100  Web 

and  Digital  Media  properties  with  more 

than  14  million  unique  visitors,  reaching  in 

the  United  States  nearly  10%  of  the  total 

online  population  and  13%  of  women  online. 


*S1 


Key  Manager  Statem 

"iVillage  is  The  Interne 
Women.  Our  position  as  the  n 
one  community  for  women  con  |j 
with  the  growing  importance 
Web  in  women's  lives  makes 
excellent  advertising  vehic 
companies  seeking  'relatio 
marketing'  for  their  brands. " 
Douglas  W.  McCormick 

Chairman  &  CEO 
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CytRx  Corporation  •  CYTR  •  RNAi  Technology 


Los  Angeles,  CA 


CytRx 


•  IR  Contact:  Carolyn  French  •  310-826-5648 
www.cytrx.com 

Los  Angeles-based  CytRx  Corporation  (NASDAQ:  CYTR) 
is  a  recognized  world  leader  in  gene  silencing  (RNA  inter- 
ference, or  RNAi)  technology,  to  combat  ALS  (Lou  Gehrig's 


Disease),  Type  II  Diabetes  and  obesity,  as 
well  as  a  DNA-based  HIV  vaccine.  The  com- 
pany focuses  on  developing  breakthrough 
treatments  and  cures  for  major-market 
medical  indications.  CytRx  has  partnered 
with  Massachusetts  General  Hospital,  a 
leading  ALS  research  center,  and  the 
University  of  Massachusetts  Medical 
School,  an  innovator  in  RNAi  technology. 
With  a  strong  intellectual  property  founda- 
tion, solid  financial  resources,  and  a  clear 
strategic  focus,  CytRx  Corporation  is  well- 
positioned  for  substantial  growth. 


Key  Manager  Statement 

"Gene  silencing  technology 
deserves  the  recognition  by  Science 
Magazine  as  'Breakthrough  of  the 
Year'  for  2002.  Through  our  exclu- 
sive licenses  and  strategic  partner- 
ships with  world-class  researchers, 
we  have  positioned  CytRx  as  the 
leader  in  gene  silencing  to  attack 
devastating  and  widespread  dis- 
eases. We  believe  we  have  assem- 
bled a  winning  team. " 

Steven  A.  Kriegsman,  CEO 


Mission  Resources  •  MSSN  •Oil  and  Gas 


Houston,  TX  •  IR  Contact:  Ann  Kaesermann  •  713-495-3100 
www.mrcorp.com 


ft 
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Mission  Resources  Corporation  is  an 
independent  exploration  and  production 
company  focused  on  drilling,  acquiring, 
developing  and  producing  natural  gas  and 
crude  oil  in  the  Gulf  Coast  region.  The 
company  conducts  low  to  moderate  risk 
exploration,  enhances  property  assessment 
through  development  drilling,  and  is 
expanding  its  business  through  targeted 
acquisitions.  Mission's  new  management 
team  is  leveraging  the  company's  undevel- 
oped natural  gas  assets  via  technologically 
sophisticated  exploration  tools. 


ON 
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Key  Manager  Statemdi, 

"There  is  an  undisputed  need  t  up  compt 
long-term  reliable  alternatives  i  mm 
Therefore,  Mission  has  embarket  mtiai  ip  <•/ 
technology-driven  initiative  to  ch  it  <  > 
our  asset  mix  to  primarily  n&  %     ■ 
gas.  Our  exploration  expertise  I  pp];.  ■... 
energy-rich  onshore  Gulf  Coast  r  ]t  :■ 
will  provide  the  type  of  attra  ||  B 
growth  that  appeals  to  all  our 
pany  stakeholders. " 

Robert  L.  Cavnar,  Chairma  k 
President  &  CEO 
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YAK  Communications,  Inc.  •  YAKC  •  Telecommunications  Nutrition  21,  Inc.  •  NXXI  •  Nutrition  Supplement^ 
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yak 

vjust  dial 
lO  15*945 


Toronto,  Canada  •  IR  Contact:  Larry  Turel  •  954-938-8391 
www.yak.com  •  larry@yak.com 

Yak  provides 

long  distance 

services  in  North 

30  residential  cus- 


America  to  over  600j 
tomers  and  resale  of  local  lines,  LD,  toll  free, 
data,  internet,  and  enhanced  services  to  over 
4,000  businesses.  Yak's  core  product  is  "dial- 
around"  which  allows  consumers  to  dial  a 
code  prior  to  making  a  call  and  accessing 
Yak,  without  switching  their  LD  carrier.  All 
calls  at  Yak's  rates  are  billed  on  customer's 
local  phone  bill,  via  Billing  and  Collection 
arrangements  with  the  phone  companies. 
Yak's  stellar  performance  continues  to  out- 
perform the  industry  in  terms  of  customer 
and  revenue  growth,  EBIDTA,  and  earnings. 


Key  Manager  Statement 

Our  success  can  be  directly  attrib- 
uted to  our  high  spirited,  focused, 
young,  energetic,  professional,  dedi- 
cated and  loyal  employees  whose  team 
work  and  hard  efforts  make  it  all  hap- 
pen. We  have  achieved  annual  growth 
rates  in  excess  of  40%  per  annum 
whilst  maintaining  substantial  profits, 
low  debt,  and  significant  free  cash 
flow.  We  believe  that  Yak  will  be  able 
to  continue  with  similar  performance 
with  both  its  traditional  and  planned 
2004  Broadband  Telephony  and  VOIP 
offerings  into  the  foreseeable  future. 
Charles  Zwebner,  President  &  CEO 


Purchase,  NY  •  IR  Contact:  Tom  Dean  •  212-421-2545 
www.nutrition21.com 


|\|utrition21 


Nutrition  21  is  an  industry  leader  in  using  pharm 
tical  quality  research  to  substantiate  the  health  be : 
of  therapeutic 


supplements  that  address  diabetes, 
cardiovascular  disease,  depression  and 
obesity.  It  holds  24  patents  for  chromium 
compounds  and  their  uses.  The  company's 
proprietary  technologies  focus  on  chromi- 
um picolinate  and  its  role  in  improving 
insulin  function.  Nutrition  21  markets 
Chromax®  chromium  picolinate,  the  lead- 
ing brand  of  chromium.  It  has  formed  a 
unique  strategic  alliance  with  a  diabetes 
disease  management  company  to  validate 
the  efficacy  of  Diachrome,  a  new  nutritional 
therapy  for  people  with  diabetes. 


Key  Manager  Statemei 

"Recent  breakthrough  discovt 
surrounding  our  patent  estate  rt 
remarkable  promise  in  preverAti 
major  disease  conditions.  The 
pany  is  well  positioned  to  capita i Hi 
these  clinical  findings  and  is 
for  significant  growth.  We  believA. 
chromium  market  has  the  potenth 
rival  that  of  the  calcium  market, 
have  a  unique  proprietary  posi 
in  an  essential  nutrient  with 
potential  to  help  millions  ofpeoph 
Paul  Intlekofer,  CEO 
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ncial  Corporation  •  DFC  •  Specialty  Finance 


j  NY  •  IR  Contact:  Jayne  L.  Cavuoto-Krafchik  •  516-812-8217 
www.deltafinancial.com 


,jvr  np a  Delta  Financial 
lammm  Corporation  origi- 
izes  and  sells  non-conforming 
ans.  Approximately  80%  of 
ners  use  its  mortgage  products 
Dital,  making  them  less  sensi- 
rates. 

i/e  strengths  include  intense 
k  management,  unparalleled 
tion  technology  and  experi- 
Igement  team. 

.  growth  over  the  past  year  on 
'o  apples"  basis, 
lination  growth  year-over-year, 
ction  in  direct  costs  to  origi- 
fercent  of  originations. 


Key  Manager  Statement 

"Delta  has  a  small  portion  of  the 
non-conforming  mortgage  market 
creating  a  tremendous  opportunity  to 
capitalize  on  the  growth  opportunities 
the  market  has  to  offer.  Delta  intends 
to  capture  additional  market  share 
through  expansion  in  existing  and  new 
geographic  markets  and  to  increase 
production  of  high  credit  quality  loans 
by  leveraging  our  infrastructure  and 
proprietary  origination  technology. 
Click  and  Close  ™.  and  continuing 
our  efforts  to  recognize  cost  efficien- 
cies and  enhance  profitability. " 

Hugh  Miller,  President  &  CEO 

^- 


tware,  Inc.  •  CKSW  •  Field  Service  Optimization 


i  ngton,  MA  •  IR  Contact:  Shmuel  Arvatz  •  781-272-5903 
www.clicksoftware.com 


ClickSoftware 


il's  leading  companies  recognize  that  service  quality  is  a  key  differen- 
Ustomer  retention,  repeat  sales,  and  increased  market  share.  Because 
I  najor  component  in  such  serv- 


i(  maximizing  field  force  utihza- 

s  ntial  in  achieving  profitability. 

J  re  solutions  enable  field  serv- 

B  is  in  Utilities.  Telecommunica- 

juters,  Office  and  IT  Services, 

e  Appliances   and,  Capital 

to  serve  more  customers  with 

jyees  by  optimizing  the  sched- 

itching  and  monitoring  of  field 

inicians  and  equipment. 


Key  Manager  Statement 

"Our  products  are  used  daily  by 
companies  worldwide  to  plan,  meas- 
ure and  modify  such  performance. 
ClickSchedule.  for  example,  offers 
our  customers'  end-users  real-time 
appointment  booking,  while  our 
customers  benefit  from  maximized 
productivity  and  profitability. " 

Dr.  Moshe  BenBassat, 
CEO  &  Chairman 


Wave  Systems  •  WAVX  •  Trusted  Computing 


Lee,  MA  •  IR  Contact:  David  Collins  •  212-835-8500 
www.wave.com  •  wavx@jcir.com 


wave 


Wave  Systems  is  a  leader  in  delivering 
trusted  computing  applications  and  services 
with  advanced  products,  infrastructure  and 
solutions  that  are  compatible  across 
multiple  platforms.  Wave  holds  a  portfolio 
of  significant  fundamental  patents  in 
security  and  e-commerce  applications  and 
employs  some  of  the  world's  leading  security 
systems  architects  and  engineers.  Wave 
has  introduced  the  EMBASSY®  Trust  Suite 
of  software  services  and  applications  - 
solutions  that  are  engineered  to  deliver  a 
trusted  computing  experience  that  has  value, 
is  simple  to  enable  and  is  easy  to  use. 

fc ^^ 


Key  Manager  Statement 

"Security  is  a  critical  issue  facing 
IT  decision  makers  To  address  this, 
industry  is  moving  towards  solutions 
involving  hardware-based  trusted 
computing  and  software  services. 
Leading  companies  have  formed  the 
Trusted  Computing  Group  to  enable 
more  secure  computing  without  com- 
promising functional  integrity,  pri- 
vacy, or  individual  rights  Wave  is  a 
group  member  and  among  the  first  to 
deliver  solutions  to  this  marketplace. " 
Steven  Sprague,  CEO  &  President 


TranSwitch  Corporation  •  TXCC  •  Semiconductors 


Shelton,  CT  •  IR  Contact:  Peter  Tallian 
www.transwitch.com 

TranSwitch 

x 

TranSwitch  Corporation,  a  fabless  semi- 
conductor company,  develops  and  supplies 
innovative  VLSI  solutions  to  telecommuni- 
cations and  data  communications  original 
equipment  manufacturers  worldwide.  These 
manufacturers  serve  three  market  seg- 
ments: the  worldwide  public  network  infra- 
structure supporting  voice  and  data  com- 
munications, the  Internet  infrastructure, 
and  corporate  Wide  Area  Networks. 
TranSwitch  employs  highly  skilled  engineers 
in  six  design  centers  worldwide  and  their 
customer  base  includes  all  major  telecom- 
munication equipment  manufacturers. 


203-929-8810 


Key  Manager  Statement 

"Our  strategy  is  to  leverage  our 
communications  systems  expertise, 
m-depth  understanding  of  industry 
standards  and  VLSI  design  skills  to 
develop  standard  products  for  appli- 
cations in  the  global  communications 
netwofk.  According  to  a  recent  indus- 
try report,  worldwide  telecommunica- 
tions capital  spending  is  expected  to 
reach  nearly  40  billion  dollars  by 
the  year  2007.  As  one  of  the  market 
leaders,  we  believe  we  are  well  posi- 
tioned to  benefit  from  this  growth. " 


Dr.  Santanu  Das, 
Chairman,  President  &  CEO 
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M  Energy  Corporation  •  RKE  •  Electricity  Distribution        Immtech  International,  Inc.  •  IMM  •  Pharmaceutical 


Midland.  TX  •  IR  Contact:  Peg  Geer  •  432-684-0317 
www.caprockenergy.com 

Cap  Rock  Energy  is  the  first  electric  utility  to  go  public  in 

60  years.  Originally  established  as  a  cooperative  in  1939, 

Cap  Rock  consoli- 

Key  Manager  Statement 


Vernon  Hills,  IL  •  IR  Contact:  F.C.  Thompson 
www.immtech.biz 


877-898-8038 


I 


IMMTECH 


,n*rgy 


dated  four  electric 
companies  and  now 
ri:omers  in  28  counties  in  Texas 
ce  territory  the  size  of  Maryland 
any's  regulated  operations 
purchase,  transmission,  distri- 
sale  of  electricity.  Cap  Rock's 
tase  includes  a  50%  industrial 
g  the  largest  oil  reserve  in  the 
!  US.  The  company  has  a  history 
ig  the  highest  quality  service 
■tomers  while  achieving  solid 
rowth 


"Our  success  in  acquiring  and  man- 
aging non-contiguous  distribution 
systems  provides  the  basis  for  our 
business  model.  Cap  Rock's  objective 
is  to  become  a  national  electric  distri- 
bution company  with  community- 
focused  local  operating-divisions.  Our 
strategy  is  to  grow  by  acquiring  small 
to  medium  sized  electric  distribution 
businesses  in  rural  areas  that  have 
the  potential  for  growth. " 

David  Pruitt.  Co-Chairman  &  CEO 


Immtech  International.  Inc.  is  a  pharmaceutical  com- 
pany focused  on  the  commercialization  of  oral  drugs  to 
treat  infectious  diseases.  The  company  has  three 
Phase  ll/lll  human  clinical  trials  in  progress  including  a  new  oral  treatment  for  malana 
(300  million  infected  annually),  a  trial  for  Pneumocystis  cannii  pneumonia  (fungal 
lung  infection),  and  a  foundation-supported  tnal  for  African  sleeping  sickness  (disease 


endemic  in  sub-Sahara  spread  by  tsetse 
flies).  Immtech  has  advanced  programs  in 
development  that  address  large  markets  - 
fungal  infections  ($4  billion),  and  TB  ($1  bil- 
lion). The  company  conducts  its  discovery 
research  at  major  universities  and  interna- 
tional laboratories  through  a  Scientific 
Consortium,  led  by  The  University  of  North 
Carolina  at  Chapel  Hill,  that  significantly 
reduces  the  risk  and  cost  of  research. 


Key  Manager  Statement 

"Immtech  holds  worldwide  licens- 
ing rights  to  the  technology  and 
library  of  compounds  that  have 
been  supported  by  NIH  grants.  The 
company's  trials  have  shown  excel- 
lent results  and  we  believe  put  us  on 
a  short  track  to  initial  drug  sales. " 

T.  Stephen  Thompson,  President  &  CEO 


& 


N 


w 


Special  Advertising  Section 


r 


The  Equity  Investor's  26-Week  Micro-Cap  Review    U 


w 


University  Bancorp  •  UNIB  •  Banking 


Ann  Arbor,  Ml  •  IR  Contact:  Stephen  Lange  Ranzini  •  734-741-5858 
www.university-bank.com/bancorp.htm  •  ranzini@university-bank.com 

The  credit  union  industry  continues  to  capture  market 
share  from  all  other  financial  institutions.  University  Bancorp 
offers  investors  one 


of  the  few  ways  to 
invest  in  this  trend.  The  company's 
Midwest  Loan  Services  subsidiary  grew 
66%  last  year  and  is  currently  up 
89%  this  year.  Midwest  is  a  business 
process  outsourcer  of  mortgage  services 
to  64  credit  unions  including  3  of  the 
top  125  credit  unions  in  the  U.S.  and 
services  $1.86  billion  in  mortgage  loans 
today.  University  Bank  is  focused  on 
profitable  growth  through  niche  financial 
services  provided  locally,  nationally,  and 
via  the  Internet. 


Key  Manager  Statement 

"If  you  are  interested  in  getting  in 
on  the  ground  floor  in  a  financial 
institution,  small  community  banks 
are  where  the  action  is.  Our  stock 
has  risen  over  300%  this  year  with 
a  market  capitalization  today  of 
only  $12  million.  Learn  more  about 
our  story,  our  track  record  of  suc- 
cessful innovation  and  what  the 
future  holds  for  us  at  www.umver- 
sity-bank.com/bancorp.htm. " 
Stephen  Lange  Ranzini, 
President  &  CEO 


LJ  International,  Inc.  •  JADE  •  Retailing 


Hong  Kong  •  IR  Contact:  Haris  Tajyar  •  818-382-9702 
htajyar@irintl.com 


Based  in  China, 
U  International 
(Nasdaq:  JADE)  is 
one  of  the  world's  fastest  growing  fine  jewelry 
companies.  It  designs,  brands,  markets  and 
distributes  a  full  range  of  products  to  a  diver- 
sified global  network  of  retailers.  Its  list  of  cus- 
tomers includes  the  three  largest  home  shop- 
ping networks  as  well  as  some  of  the  largest 
retailers  and  wholesalers  in  the  United  States. 
In  addition  to  increasing  its  presence  in  the 
U.S.  and  Europe,  Ul  is  now  beginning  to  pene- 
trate the  vast  and  growing  Chinese  consumer 
market.  The  company,  which  is  profitable  and 
growing,  expects  to  see  sales  increase  to  over 
$100  million  within  three  years. 


Key  Manager  Statement 

"U  International  has  built  its  global 
business  on  a  vertical  integration 
strategy  and  an  unwavering  commit- 
ment to  quality  and  service.  In  addi- 
tion, we  have  adopted  a  strategy  of 
broadening  our  distribution  channels 
as  well  as  product  lines,  and  now  we 
are  seeing  that  strategy  pay  off  in 
profitability  and  sharp  sales  growth. 
With  the  demand  for  products  growing 
and  new  distribution  channels  quickly 
adding  to  our  sales  volume,  we  expect 
to  continue  raising  -  and  surpassing 
-  our  sales  goals  going  forward. " 

Yu  Chuan  Yih,  Chairman  &  CEO 


Compex  Technologies  •  CMPX  •  Medical  Technology 


New  Brighton, 


651-631-0590 


fi 


I  •  IR  Contact:  Scott  Youngstrom 
www.compextechnologies.com 

Compex  Technologies  is  a  worldwide  leader  in  develop- 
CO/VTPEX  'n8  and  marketing  electrotherapy  products  for  sports 
Technologies-  performance,  consumer  fitness,  clinical,  and  home  health 

uses.  Compex  Technologies'  core  medical  business  focuses  on  products  designed  for 

pain  relief  and  muscle  rehabilitation.  They  are  available  in  physical  therapy  and 

sports  medicine  clinics,  by  prescription.  The  company  is  now  using  this  technology  to 

pioneer  the  category  of  Electro  Muscle  Stimulation  (EMS)  in  the  US,  for  performance 

enhancement  and  improved  fitness  with 

FDA-cleared,  over-the-counter  products. 

fhis  builds  on  its  success  of  selling  these 

products  in  Europe.  For  the  fiscal  year 

ended  June  30,  2003,  Compex  achieved 

record  financial  results,  new  analyst 

coverage,  media  attention  and  superstar 

endorsements,  including  Jerry  Rice,  Justine 

Henin-Hardenne,  and  Hermann  Maier. 


Key  Manager  Statement 

"With  a  new  management  team 
and  an  aggressive  strategy  to  enter 
the  consumer  market,  we  look  for- 
ward to  further  leveraging  our  unique 
technology  platforms  for  continued 
and  sustained  growth." 

Dan  W.  Gladney,  President  &  CEO 


Innodata  Isogen  •  INOD  •  Content  Supply  Cha 


Hackensack,  NJ  •  IR  Contact:  Al  Girardi  •  201-488-1200 
www.innodata-isogen.com  •  agirardi@innodata-isogen.con 
_  _  Innodata  Isogen  optimizes  content  suppl 

flk  I  c  r^f^»  r  iu         helping  clients  realize  cost  savings  and  pro 
l/lbUUCN         gains  from  operations,  achieve  better  outci 
compete  more  effectively  in  demanding  global  markets. 
The  company's  solutions  encompass  virtually  every  activity  necessary  to  ere 
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and  distribute  information  products.  Clients 
can  choose  an  array  of  integrated  point 
solutions  or  simply  outsource  their  entire 
content  supply  chain  to  Innodata  Isogen. 

Innodata  Isogen  has  solution  centers 
and  certified  production  facilities  in  North 
America,  Europe  and  Asia,  employing 
7,000-plus  content  specialists  worldwide. 
Clients  include  leading  publishers,  Global 
2000  enterprises,  government  agencies, 
and  major  archives,  libraries  and  museums. 


Key  Manager  Stater 

"Innodata  Isogen  is  thriving 
intersection  of  three  major  tren 
expansion  of  a  knowledge- 
economy;  the  continued  gro< 
digital  technologies-,  and  the 
shift  to  business  process  outsi 
by  major  corporations  wort 
The  extraordinary  value  we 
for  clients  is  driving  our  succei 

lack  Abuhoff,  Chairman 
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CEL-SCI  Corporation  •  CVM  •  Biotechnology 


Vienna,  VA  •  IR  Contact:  Gavin  de  Windt  •  703-506-9460 
www.cel-sci.com 

=  CEL-SCI  Corporation  is  developing  new  immune  system 
=  treatments  for  cancer  and  infectious  diseases.  Its  drug  N 
has  shown  the  unique  dua 


CEL-SCI 

corporation  ability  to  both  increase  the 
immune  response  against  the  cancer  and 
to  render  remaining  cancer  cells  highly 
susceptible  to  follow-on  radiation/chemo- 
therapy treatment.  It  is  the  combination  of 
both  of  these  biological  activities  that  makes 
this  drug  unique.  Phase  III  clinical  trials  are 
planned  for  2004.  The  company's  second 
product,  CEL-1000,  has  shown  protection  in 
animal  tests  against  herpes,  malaria  and 
cancer  and  is  now  being  tested  against  a 
number  of  bio-terrorism  agents  pursuant  to 
government  grants  and  collaborations. 


Key  Manager  Statem 

"Our  goal  is  to  make  tht 
cancer  treatment  so  succ 
that  a  patient's  chances  of  si 
are  significantly  increasec 
have  had  two  key  findings  fro 
clinical  trials  in  2003  that, 
opinion,  have  the  possibil 
changing  the  way  we  think 
the  treatment  of  cancer.  The  i 
of  both  of  those  findings  I 
published  in  peer-reviewed 
tific  journals  in  the  future. " 
Geert  Kersten,  CEO 
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Teknowledge  •  TEKC  •  Business  Intelligence  Softv 


Palo  Alto,  CA 


TEKNOWLEDGE 

stantive  software  patents.  Its  TekPortal®  prod- 
uct is  now  the  leading  account  aggregation 
software  licensed  worldwide.  TekPortal  is 
used  by  more  than  60  banks  and  credit  unions 
(including  Wells  Fargo  and  Bank  of  Tokyo- 
Mitsubishi),  and  by  major  financial  service 
providers  globally.  Teknowledge's  R&D 
includes  defense  cyber-security  technology, 
on-line  training  systems,  distributed  soft- 
ware systems,  and  semantic  web  infrastruc- 
ture. The  company  is  addressing  a  wealth  of 
homeland  security  opportunities  with  its  data 
fusion  and  security  technology. 


818-382-9702 


nancial  ( 


Special  Advertising  Section 


The  Equity  Investor's  26-Week  Micro-Cap  Review 


-Flow  •  IFLO  •  Drug  Delivery  Systems 


e  Forest,  CA  •  IR  Contact:  John  Hicks  •  310-277-5162 
www.iflo  com 

^^TTT\      lflow  designs,  develops  and  markets  techni- 
(_j|^f    1  cally  advanced  drug  delivery  systems  that  are 

^^—^^»  redefining 


d  of  care  for  treating  post- 
n.  I-Flow's  market  leading 
perative  Pain  Relief  System 
;eted  pain  relief  after  surgery 
ody  needs  it  by  delivering  a 
numbing  medication  directly 
site  The  System  consists  of 
i  disposable  infusion  pump 
nted  soaker  catheter.  ON-Q 
ed  by  surgeons  in  hospitals, 
ters  and  offices  and  has  a 
j  brtunity  exceeding  $2.5  billion 
i  Id  States  alone. 


Key  Manager  Statement 

"ON-Q  is  emerging  as  a  standard 
of  care  for  post-surgical  pain  relief. 
We  are  seeing  from  published  clini- 
cal results  and  everyday  use  that 
ON-Q  is  reducing  hospital  stays  and 
getting  patients  back  to  their  daily 
lives  faster.  ON-Q  reduces  the  need 
for  narcotics  so  patients  avoid 
addiction  risks  and  the  side  effects 
that  delay  recovery. " 

Donald  M.  Earhart,  Chairman, 
President  &  CEO 


ommunications,  Inc.  •  SCKT  •  Mobile  Connection 


wark,  CA  •  IR  Contact:  David  Dunlap  •  510-744-2735 
www.socketcom.com  •  dave@socketcom.com 

Socket  Communications  is  a  leading  provider  of 
mobile  connection  solutions  for  handheld  computers  and 
other  mobile  devices.  Socket  products  are  Mobility 
easy  to  use,  low  power,  and  small  form  factor.  Sales  are  worldwide 
re  than  100  resellers  and  distributors.  The  latest  mobile  connection 
are  offered  including  Wireless  LAN  and  connection  kits  with 
Wireless  Technology.  Socket's 


<ket 


1  IM<>  Conr«cpon 


annmg  products  will  turn  your 
r  Palm  handheld  computer  into 
ata  collection  device.  Socket's 

solutions  bring  Bluetooth 
hnology  inside  mobile,  devices, 
ly  has  reported  three  consecu- 

revenue  quarters  reflecting 
:ts  and  a  growing  handheld 
arket. 


Key  Manager  Statement 

"Our goal  is  to  make  mobile  comput- 
ing easy  to  use,  whether  in  the  office, 
or  on  the  go.  Socket  s  Mobility  Friendly 
products  make  connecting  from  your 
handheld  computer  quick  and  easy  - 
the  perfect  solutions  for  the  mobile 
professionals  on  the  move". 

Kevin  Mills,  President  &  CEO 


New  Frontier  Media  •  NOOF  •  Adult  Entertainment 


Boulder,  CO  •  IR  Contact:  Karyn  Miller  •  303-444-0900 
wwwnoof.com 


NEW  FRONTIER 


New  Frontier  Media  distributes  adult  video  entertainment  to  over  50  million  U.S. 
cable  and  satellite  network  households,  as  well  as  to  hotel  rooms.  New  Frontier  Media's 
channels,  branded  under  the  "TEN"  trademark,  are  currently  carried  by  seven  of  the  top 
ten  cable/direct  broadcast  satellite  operators  in  the  U.S.  The  company's  networks  are 
sold  on  a  pay-per-view  basis  with  New  Frontier  Media  earning  a  split  of  the  retail  price. 

On  a  pro-forma  basis  for  its  current  fiscal  year,  New  Frontier  Media  is  a  $40  million 
revenue  company  with  net  income  of  over  $8  million.  The  company's  business  scales 
well:  As  distribution  is  added  to  its  existing  networks,  over  75%  of  incremental 
revenue  falls  to  the  bottom  line.  Further,  the  company  is  the  recognized  category 
leader  in  the  burgeoning  business  of  Video-on-Demand  ("VOD").  Currently.  New 
Frontier  Media's  content  is  distributed  in  over  95%  of  all  VOD  enabled  cable  house- 
holds where  adult  content  is  carried. 


Pharmos  Corporation  •  PARS  •  Biotechnology 


Iselin.  NJ  •  IR  Contact:  Gale  Smith  •  732-452-9556 
www.pharmoscorp.com 

Pharmos  is  an  emerging  biopharmaceutical 
company  committed  to  developing  and  com- 
mercializing novel  therapeutics  to  treat  a  range 
of  neurological  and  inflammation-based  disorders.  The  lead  compound  in  the 
company's  research  and  development  pipeline  is  dexanabinol,  a  synthetic 


PHARMCI 


cannabinoid  compound  devoid  of  psy- 
chomimetic  properties  in  late  Phase  III 
testing  for  traumatic  brain  injury  and  in 
Phase  II  for  the  prevention  of  cognitive 
impairment  resulting  from  cardiopul- 
monary bypass  surgeries.  The  company 
also  has  a  library  of  proprietary  synthetic 
cannabinoid  compounds  that  provides  a 
rich  source  of  new  drugs  aimed  at  other 
large,  unsatisfied  central  nervous  system 
(CNS)  markets. 


Key  Manager  Statement 

"In  2003,  having  successfully 
expanded  clinical  operations  in  trau- 
matic brain  injury  and  cognitive  im- 
pairment with  dexanabinol.  Pharmos 
gained  greater  recognition  as  a  leader 
in  the  CNS  marketplace.  Several 
important  milestones  are  anticipated 
over  the  next  twelve  months. " 

Haim  Aviv,  Ph.D.,  Chairman  &  CEO 
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This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


Intel  (INTC)  84, 118 
Invesco  Funds  Group  98 


Nokia  (NOK)  84 
Nordstrom  (JWN)  16, 44 
Nucor(NUE)50 


Janus  Capital  (JNS)  98 
J.C.  Penney  (JCP)  44 
Jeppesen  32, 136 
Jupiter  Research  16 


A 

ABC(DIS)46 
Adidas  (ADDDY)  109 
Aerof  lot  58 

Airbus  32 
Airgo  Networks  84 
Alanon  Trading  50 
Alvarez  &Marsal  44 
Amazon.com  (AMZN)  16, 78 
Amencan  Airlines  (AMR)  64 
American  Express  (AXP)  64 
America  Online  (TWX)  78 
Analogic  (ALOG)  126 
Andanko(APC)50 
Apple  (AAPL)  42, 120 
AT&T  (T)  50, 78 


B 


Bank  of  Tokyo-Mitsubishi 

(MBK)40 

Bank  One  (ONE)  114 

BarrickGold(ABX)50 

BellSouth  (BLS)  50 

Best  Buy  (BBY)  40 

BlackBerry(RIMM)84 

Blackstone  Group  50 

Blockbuster  (BBI)  50 

Bloomingdale's(FD)40 

Blue  Nile  16 

Blue  Phoenix  (BPHX)  126 

BMW  24 

Boeing  (BA)  32, 136 

Brava78 

Bravo  114 

Brightmail  78 

BrokerTecUSA18 

Busana  Apparel  Group  54 


Chromatis  Networks  60 

Cingular  Wireless  84 

Circuit  City  (CC)  40 

Citibank  (C)78 

Civilian  Capital  124 

Civilitas  Research  109 

Clorox(CLX)120 

Cloudmark78 
Coach  (COH)  44 
Compu-Net78 
Computer  Programs  & 
Systems  (CPSI)  126 
Coors  Brewing  (RKY)  64 
Countrywide  (CFC)  94 
Credit  Suisse  First  Boston 
(CSR)48 


Fannie  Mae  (FNM)  94, 98 

FAO  Schwartz  40 

FedEx  (FDX)  78 

Fidelity  98, 136 

Financial  Research  98 
Fisher-Price  (MAT)  42 
Fitch  Ratings  16 
Ford  (F)  24, 64 
Formosa  Plastics  56 
Forrester  (FORR)  16 
Fortis  Bank  126 
Four  Seasons (FS) 32 
FPA  Funds  94 
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Appearing  on  the  Jerry 
Springer  Show. 

While  in  the  witness 
protection  program. 


Winning  an  IDEA 


A  good  time  to  be  recognized. 

Call  for  Entries 


The 


premier  industrial  design  award  program.  Now  open  to  designs  and  designers  worldwide. 
Deadline  for  entries:  February  10,  2004.  Visit  www.idsa.org  for  complete  details. 


nessWeek  is  proud  to  have  supported  the  Industrial  Design  Excellence  Award 
A)  for  the  past  decade.  The  success  of  this  program  springs  from  its  place  as  the 

nternational  award  that  celebrates  the  importance  of  design  to  economic 
vth   IDEA  is  important  in  such  challenging  economic  times  when  innovation 
>tes  products  in  the  market  place. 

Bruce  Nussbaum,  Editorial  Page  Editor,  BusinessWeek 


Co-sponsored  by 


Pulling  Boeing 
OutoraTailspin 


THE  SAD  SAGA  OF  BOEING  CO.  goes  much 
deeper  than  current  Pentagon  scandals 
over  stolen  documents  and  allegations  of 
improper  conduct.  Before  he  was  forced 
to  resign  by  the  board  of  directors, 
Chairman  Philip  M.  Condit  presided  over  a  long 
series  of  mistakes,  manipulations,  and  controversies 
in  manufacturing,  accounting,  acquisitions,  and 
strategy  that  went  unchallenged  and  unchecked  by  Boeing's 
board  of  directors.  A  national  treasure,  once  No.  1  in 
commercial  aviation,  Boeing  has  become  a  risk-averse 
company  stumbling  to  compete  in  the  marketplace  and 
dependent  on  political  connections  and  chicanery  to  get 
government  contracts.  Boeing  needs  a  strong  board  and  a 
rejuvenated  corporate  culture  based  on  innovation  and 
competitiveness,  not  crony  capitalism  (page  32). 

Boeing's  troubles  began  when  Condit  used  opaque 
accounting  methods  to  conceal  a  $2.6  billion  cost  overrun 
from  shareholders  for  months  while  his  merger  with 
McDonnell  Douglas  Corp.  went  through  (BW— May  20, 
2002).  Condif  s  move  into  space  went  awry  when  he  overpaid 
for  Hughes  Space  &  Communications  Co.  and  Jeppesen 
Sanderson  Inc.  That  led  to  a  $1.3  billion  write-down. 


Condifs  expansion  in  defense,  though  wise  strategic 
proved  problematic  as  well.  In  July,  the  Pentagon  punisl 
Boeing  for  possessing  stolen  documents  from  Lockheecl 
Martin  Corp.  after  it  won  rocket-launching  contracts.  T.| 
CFO  Michael  M.  Sears  was  ousted  over  allegations  of  in 
conduct  surrounding  a  deal  for  100  refueling  planes. 

billion  contract  is  on  hold. 

Perhaps  the  most  grievou 
damage  done  by  Condit  has] 
to  Boeing's  culture.  A  compa 
that  pioneered  commercial  j| 
can't  compete  against  Airbi 

i  r4iir>ai  \(*r\r   efficient  P^es.  Condit  didr 

(JIl  LlULdllcry    Airbus  would  build  its  hugeJ 

o  T-i  r\  double-decked,  555-seat  A3q 

When  it  did,  he  couldn't  cor 
a  response.  Innovative  newjl 
such  as  the  Sonic  Cruiser  wd 
proposed,  but  nothing  happd 
Boeing  is  still  debating  whetj 
build  the  7e7  jet,  an  efficient,  200-seat  point-to-point  aiij 
Harry  C.  Stonecipher  is  replacing  Condit.  The  67-yea 
known  for  his  operations  acumen  and  bluntness,  may  1 
right  interim  CEO,  but  he  comes  with  baggage.  He  was  J 
of  McDonnell  Douglas  when  it  failed  in  commercial  a\ 
and  became  mired  in  a  lawsuit  with  the  Pentagon.  He  jd 
Boeing  after  it  merged  with  McDonnell  Douglas  and  wq 
president  and  chief  operating  officer  under  Condit. 
Stonecipher  thus  shares  responsibility  for  Boeing's  stoc 
falling  6.5%  under  Condit,  even  as  the  Standard  &  Poor 
stock  index  rose  61.8%.  What  Boeing  really  needs  is  an  I 
outside  chief  executive  that  can  take  it  back  to  .first  prin<J 
It  should  start  searching  immediately. 


This  proud 
corporation 
came  to  rely 


connections 


Funds:  Death  of 
An  Honor  System 


WHAT'S  WRONG  WITH  this  picture? 
John  J.  Brennan,  chairman  of 
Vanguard,  also  chairs  the  boards  of 
all  188  of  Vanguard's  U.S.  mutual 
funds.  Fidelity's  chairman,  Edward 
C.Johnson  III,  chairs  the  boards  of  266  out  of  342 
Fidelity  mutual  funds.  Reason  suggests  that  no  one 
could  possibly  execute  fiduciary  responsibility  to 
mutual-fund  shareholders  while  overseeing  this  many 
funds— and  that  such  insiders  could  hardly  be  expected  to 
speak  for  investors  who  are  their  customers. 

Yet  the  industry's  trade  association,  the  Investment 
Company  Institute,  has  so  far  successfully  persuaded 
Congress  not  to  require  independent  outsiders  for  fund 
boards.  Take  a  compliant  Congress,  add  a  trusting  Securities 


&  Exchange  Commission,  toss  in  a  lobbying  group,  am 
combine  them  with  lapses  in  individual  ethical  behavid| 
and  you  have  the  recipe  for  a  mutual-fund  disaster  thaj 
waiting  to  happen  (page  98). 

What  is  to  be  done  now?  Congress  should  pass  legis 
mandating  outside  chairmen.  It  should  reverse  the 
embarrassing  exemption  it  gave  to  the  mutual-fund  in 
from  the  Sarbanes-Oxley  corporate  reform  law's  requiri 
that  outside  auditors  evaluate  internal  controls.  The  SE 
must  move  to  end  market  timing  by  demanding  fair-v 
pricing  of  foreign  and  small-cap  stocks  owned  by  U.S 
And  it  has  to  impose  new  rules  prohibiting  fund  comp 
from  accepting  orders  after  4  p.m.  to  shut  down  illegal 
trading.  The  government  regulator  should  also  insist 
fund  company  managers  reveal  their  compensation,  ju: 
Corporate  America  does  for  its  top  executives.  The  SEC 
should  also  demand  that  funds  provide  investors  with 
reports  showing  fees  paid  in  dollars  and  cents,  not  as  a 
percentage  of  assets. 

For  decades,  the  mutual-fund  industry  was  allowed  to 
operate  without  much  regulation  because  it  persuaded 
millions  of  Americans  and  Washington  that  it  function 
ethically.  We  now  know  that  in  recent  years  this  was  too 
a  lie.  Sadly,  honesty  must  now  be  imposed  on  the  indus' 
and  strictly  enforced  by  the  regulators. 
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The  new  PowerBooks.  Now  available  in  three  sizes.  Meet  the  PowerBook  G4  family.The  ,2"  Powerl 
„  the  only  ultra-compact  potable  with  a  siot-loading  CD/DVD-burning  SuperDrive:-  The  ,7"  PowerBook  offer: 
largest,  most  stunning  display  to  ever  grace  a  notebook.  And  the  family  is  now  joined  by  the  all-new  ,5"  Powed 


TM and<O2003 Apple Computet  Ini   Ul right!  n  served  for  more 


APPLE  or  visit  oppk.com/powerboak. 


l  shares  its  siblings' all-aluminum  design  and  strikes  an  unprecedented  balance  of  power  and  portability, 
rdless  of  which  one  you  pick,  you'll  get  a  turbocharged  PowerPC  G4  processor,  a  DVD-burning  SuperDrive 
able  on  all  models),  and  the  fastest  wireless  networking.  The  new  PowerBooks.  It's  one  amazing  gene  pool. 


We  deliver  to  more  countries  than  any  other 
air  express  company.  Come  hell  or  high  water. 


Try  us  to  New  Orleans. 


DHL  is  the  world's  leading  express  shipper  because,  for  34  years,  we've  delivered  just  about 
everywhere.  And  now  that  DHL  has  merged  with  Airborne,  we  offer  that  same  dedicated 
service  and  customer  support  within  the  U.S.  Give  us  a  try.  You'll  see  why  DHL  is  the  best 
new  alternative  for  all  your  domestic  shipping  needs.  Start  at  www.dhlairborne.com 
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74  Is  Wilbur  Ross  Crazy?1* 

At  66,  when  most  of  hi 
peers  are  mulling 
retirement,  Wall  Street/  - 
Wilbur  Ross  is  taking  o  mati 
more  risk,  bigger  deals.  ^ 
and  wilder  bets  than  ev  Mtw 
Thriving  in  times  like 
these—the  bust  after  th 
boom— Ross  is  buying 
distressed  properties, 
turning  them  around 
handing  investors  ann 
returns  ranging  from  8 
to  181%.  Now,  with  big 1 
in  such  down-and-out 
sectors  as  steel  and  text|en 
he's  taking  on  Washing 
—and  the  world 
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News:  Analysis 
&  Commentary 

36  The  Dollar's  Downward  Spiral 

As  long  as  the  glide  stays  gentle,  it 
should  help  provide  a  lift  for  the  U. 
economy 

39  Commentary:  Howard  Dean 

Before  he  can  be  Nominee  Dean  he 
have  to  pass  some  fierce  tests 

40  Taking  Aim  at  Expensing 

Tech  executives  are  playing  the  jobs 
with  the  pols  in  Washington 

41 A  Chat  with  Cisco's  John  Chambe 

The  expensing  of  stock  options 
"couldn't  come  at  a  worse  time" 

42  Executive  Pay:  Under  Fire 

The  last  bastion  of  accounting 
"creativity"  is  under  fire  by  the  IRS 

44  America  Zooms  in  on  Camera  Phc 

Everyone's  snapping  away,  it  seems 
just  not  with  Motorola  or  Nokia  moc 

45  Winning  Virgin  Territory 

Branson  is  making  inroads  in  prep 
wireless  service 
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THE  VERDICT  ON  NAFTA 

Despite  gains  made 
since  the  pact  took 
effect,  many  Mexicans 
feel  shortchanged 
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66  Mexico:  Was  NAFTA  Worth  it? 

If  there  was  ever  a  litmus  test  for 
globalization,  NAFTA  was  it.  Nearly  10 
years  ago,  the  pact  melded  two  first- 
world  economies— the  U.S.  and 
Canada— with  a  developing  nation, 
Mexico.  As  a  result,  foreign  investment 
flooded  in,  exports  grew  threefold,  and 
Mexico's  per  capita  income  rose  24%. 
But  despite  seemingly  ample  proof  that 
free  trade  delivers  the  goods,  a  large 
proportion  of  Mexicans  still  believe  the 
sacrifices  exceeded  the  benefits 
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The  Labor  Dept.'s  strict  new  rules  on 
eligibility  would  exclude  millions 
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USB  "keys"  do  more  than  store  data 

82  Reprogramming  Amazon 

Sure,  it  still  sells  loads  of  books  and 

CDs.  But  it's  fast  morphing  into  a  tech 

company 
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Taking  medications  improperly  or  in 
combination  with  incompatible 
remedies  is  a  leading  cause  of  death 
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[The  Canon  Color  imageRUNNER*  C3200 
[with  imageWARE'M  Publishing  Manager  is  anything 
put  business  as  usual.  Actually,  it's  a  totally 
pew  way  of  working  that  lets  you  create  and 
print  professional-guality  color  booklets, 
catalogs,  brochures... you  name  it.  In-house, 
right  at  your  desktop.  With  imageWARE 
Publishing  Manager,  you  can  combine  multiple 
documents  created  in  different  applications  to 


form  a  single  document.  You  can  import  images 
or  text  streams,  create  and  format  chapters,  renumber 
I i.uies,  insert  headers  and  footers.  You  can  apply 
editing,  page  imposition,  print  settings,  and 
profession.il  finishing.  You  can  share  it  all  with 
co-workers.  You  can  manage  it  all  every  step  of  the  way. 
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Canon's  imageWARE  Publishing  Manager  Software. 
Create  and  print  color  documents  right  from  your  desktop. 

And  we're  just  scratching  the  surface.  This  means 
no  more  endless  waiting  for  that  all-important 
document.  See?  At  long  last,  you're  in  control. 

t 

And  ultimately,  you're  not  stressing  out. 
The  Canon  Color  imageRUNNER  C3200  with 
imageWARE  Publishing  Manager.  For  fast, 
affordable  in-house  color  with  professional-guality 
finishing.  So  say  goodnight  to  business  as  usual. 


www.imagerunner.com 
1-800-OK-CANON 


Canon 


KNOW  HOW 


Canon  and  Canon  Know  How  ate  registered  trademarks  ol  Canon  Inc  IMAGERUNNER  is  a  registered  trademark  ot  Canon  Inc  in  the  U  S  and  Canada  IMAGEWARE  is 
a  trademark,  and  IMAGEANYWARE  is  a  service  mark  ot  Canon  USA  ,  Inc  ©2003  Canon  US  A  .  Inc    Product  shown  with  optional  accessones  imageWARE  Pur- 
Manager  must  be  purchased  separately,  and  has  minimum  O/S.  hardware  and  software  requirements  Contact  your  local  Canon  imageWARE  dealer  tor  I 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

^Hendrick's 

430/750ml 

Most^V 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-on 
highlights  below  at  www.businessweek.com/magazine/content/03.51/online.htm 


You  Can  Take  It  with  You 

Now  that  a  new  law  allows  you  to  change 
wireless  providers  and  keep  your  existing 
mobile  number,  what  will  it  take  to  make 
the  switch?  More  than  you  think 


U.S.  Employees,  Overseas  Salaries 

Rather  than  send  IT  work  to  India  where  programm* 
make  half  as  much  as  their  U.S.  counterparts,  a  Bostc 
startup  sought  locals  at  the  offshore  rate.  The  result: 
plenty  of  applicants— and  a  lot  of  questions 

More  Sour  Notes  for 
The  Euro  Zone 

When  it  comes  to  counterfeiting,  the  euro 
isn't  in  the  same  league  as  the  dollar.  But 
authorities  fear  it's  heading  that  way 

What  the  Street  Missed 

A  key  figure  in  the  November  jobs  report— weekly  hoi 
worked— rose  for  the  third  month  in  a  row.  That's  a 
strong  signal  of  an  economic  recovery 

A  New  Game  Afoot  for 
Adidas  and  Reebok 

Sensing  that  Nike's  lack  of  a  proven  sports 
superstar  marketing  its  shoes  spells  weak- 
ness, rivals  are  mounting  a  full-court  press 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»T00LS 

Youf  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»F0RUMS 

Join  in  ongoing  discussion: 
on  investing,  business 
schools,  and  more 


Tune  in  This  Weekend  for: 

I  Holiday  Sales:  Can  Retailers  Avoid  Deep  Discounts?  I  The  Hottest  Video  G 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.com 
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hnp://wvwbrgns*ickbowling.com/newcente{_home 


it  WOW. 


Brunswick  Bowling  was  on  a  roll.  But  to  perfect  tneir  game,  u.ey  needed 
better  financial  footwork.  CIT  created  a  plan  that  was  right  up  their 
alley  Learn  more  at  CIT.com.  We  see  what  you  see. 


Il 


"I  am  surprised Al Gore 
would  endorse  a 

candidate  who  stands 

for  so  many  things 
Al  ( tare  does  not  stand 

l\)l.  -Joseph  Luberman  an  < ■ 

endorsement  of  Howard  Dean 


IRA  SAGER 


'"UAL  HARM 

URERS 
GETTING 

tvous 

JTUAL-FUNO  scandal  is 
Lg  it  harder  for  asset- 

j^ement  companies  to 
■  directors  and  officers. 
tssWeek  has  learned  that 
mcc  giants  such  as 

(can  International  Group 
tiubb  are  telling  fund 

J'S  that  new  policies  will 

Be  from  coverage  any 

litions  or  findings 


E  BIG  PICTURE 


relating  to  market 
timing,  selective 
disclosure,  late 
trading,  or  failure  to 
apply  fair-value 
pricing. 

Insurers,  burned 
by  Enron  and  other 
scandals,  want  to 
avoid  future  fund 
flare-ups.  Insurance 
sources  say  Chubb's 
exposure  is  about 
$10  million  per  client 
that  reinsurance 
doesn't  cover.  And  analysts 
say  insurers  will  eventually 
offer  funds  more  inclusive 
coverage,  but  at  much  higher 
prices.  AIG  didn't  return  calls. 
Chubb  declined  to  comment. 
The  insurance  restrictions 
should  actually  force  funds  to 
make  some  much-needed 
changes  because  they'll  be  on 
the  hook  financially.  Phil 
Edwards,  a  managing 
director  at  Standard  &  Poor's, 
says:  "Nothing  is  going  to 
happen  until  there  is  an 
economic  incentive  to  do  it." 
Hear  that,  regulators? 

-Lauren  Young 


•PY  HOL-E-DAYS  Some  54%  of  Americans 
[use  the  Web  to  find  holiday  gifts,  up  from 
'o  last  year.  Here's  what  they'll  do  online: 


12003 


SE  FOR  GIFT  I 


HASE  PRESENTS 


CARDS  OR  PHOTOS 


NET  PATROL 

A  Zapper 
For  Online  Ads 

IT'S  THE  SHINING  HOPE  of  Internet  advertising-and  one 
software  company  is  delivering  the  tools  to  destroy  it.  The 
target:  paid  search  on  the  Net.  These  are  the  ads  that  appear 
next  to  search  results  when  someone  types  in,  say,  "hiking 
boots."  Paid  search  has  grown  into  a  $2  billion  industry,  one 
that  is  fueling  Yahooi's  comeback  and  Google's  upcoming  IPO. 

And  Ed  English  wants  to  put  the  kibosh  on  it.  He's  the  CEO 
of  InterMute  in  Braintree,  Mass.,  which  makes  AdSubtract 
PRO  3,  a  $29.95  program  that  blocks  ads.  On  Dec.  8,  English 
released  a  beta  version  of  the  software  that  gives  Web  surfers 
the  option  of  calling  up  search  results  void  of  ads  and 
sponsored  links.  "It's  as  if  you  put  white-out  over  all  the  ads," 
says  English.  The  final  version  should  hit  the  stores  in  January. 

Net  advertisers  are  running  into  such  defenses  at  every  turn. 
Free  programs  that  block  ads  on  Web  sites  are  spreading  fast. 
And  spam  filters  threaten  to  zap  even  legit  e-mail  ads.  This 
double  whammy  has  pushed  many  advertisers  toward  paid 
search.  The  ads  are  usually  relevant  and  attract  lots  of  clicks. 
But  given  a  choice,  how  main  search-engine  surfers  would  opt 
to  welcome  the  ads?  We'll  soon  see.  Stephen  Baker 
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FUND  WATCH 

'PEOPLE 
ARE  GETTING 
STUCK' 

PUTNAM  INVESTMENTS  says  it 
has  no  problem  accommoda- 
ting investors  who  want  to  get 
their  money  out  of  its 
scandal-plagued 
mutual  funds. 
Dozens  of  ex- 
employees,  however, 
are  out  of  luck  if  they 
try  to  sell  Putnam 
shares  back  to  the 
company,  Business- 
Week has  learned. 
Putnam  started 
allocating  the  so- 
called  phantom 
shares  in  1997.  The 
shares  are  similar  to 
options:  They  vest 
and  can  be  redeemed  over  a 
defined  period.  But  there's  no 
public  market  for  them. 
Putnam  and  its  employees  are 
the  only  buyers.  Putnam  can 
decide  not  to  buy  back  shares, 


HALDEMAN  Can 

he  stave  off 
a  stampede? 


but  this  is  the  first  time  it  has 
done  so.  "People  are  getting 
stuck,"  says  a  former 
employee.  Current  employees, 
who  can  sell  only  in  March  or 
September,  are  not  affected  so 
far.  That  could  change 
depending  on  Putnam's 
decision  in  the  first  quarter. 
The  value  of  a  Putnam 
share,  calculated 
quarterly,  was  $50  at 
the  end  of  Septem- 
ber. It's  expected  to 
be  lower  this 
quarter.  That's  why 
Putnam  is  holding 
off.  Says  CFO  Irene 
Esteves:  "We  did  not 
think  it  was  appro- 
priate to  buy  back 
shares  at  this  time." 

Meanwhile, 
parent  Marsh  & 
McLennan  is  trying  to 
help  new  Putnam 
CEO  Charles  "Ed"  Haldeman 
avert  a  mass  exodus.  It  will 
pay  bonuses  and  make  up  for 
commissions  lost  because  of 
the  scandals.  Proving  again 
that  cash  is  king.  -Faith  Arner 


SCROOGED 

PARTY  POOPER  During  his  reign  at  Tyco, 
former  CEO  Dennis  Kozlowski  allegedly  use 
company  funds  to  host  a  lavish  party  for  hi] 
wife  on  the  island  of  Sardinia.  A  tape  of  the 
event  introduced  at  his  trial  was  broadcast  I 
repeatedly.  With  that  video  fresh  in  people's 
minds,  successor  Edward  Breen  will  host  a| 
exceptionally  sober  holiday  affair  this  year. 
Dec.  18,  headquarters  employees  will  atten| 
"town  hall  meeting"  at  a  Princeton  (N.J.)  H) 
Breen  will  update  them  on  Tyco's  performail 
and  host  a  "social  gathering" -sans  alcoho 
About  the  only  merrimentlf  the  event  is  sh| 
enough,  employees  may  be  able  to  head  he 
early.  -William  C.  Syrru 


NUMBERS  GAME 

EMPLOYMENT 
IS  UP. 

NO,  WAIT... 

HOW  MUCH  do  we  really  know 
about  the  economy?  The 
Bureau  of  Labor  Statistics 
says  that  nonfarm  payrolls 
"rose  slightly"  in  November. 
But  the  BLS  also  concedes  if  s 
quite  possible  that  payrolls 
actually  fell— or  rose  a  lot. 

What  gives?  The  BLS 
surveys  businesses  that  em- 
ploy just  30%  of  all  workers. 
There's  a  10%  chance  it's 
wrong  by  105,000  jobs  on 
either  side— swamping  the 
estimate  of  57,000  new  jobs. 
Says  Robert  Brusca,  an  econ- 
omist at  Native  American  Se- 
curities: "The  smart  money 
doesn't  react  number  to  num- 
ber." No  wonder.     -Peter  Coy 


DRAWN  &  QUARTERED 


HERE,  DO 
HIS  WORK  J 


J 


4     ~ 


GET  A  JOB. 


WHAT,  AND 

RUIN 
EVERYTHING! 
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FACE  TIME 
ED  RENSI 


FROM  BIG 
WHEEL  TO 
HOT  WHEELS 


For  Ed  Rensi,  life  has  gone 
from  fast  food  to  fast  cars.  As 
president  and  CEO  of 
McDonald's  USA  in  the  1990s, 
Rensi  oversaw  more  than 
12,000  outlets,  with  $17 
billion  in  sales.  Now,  he's 
working  even  harder  as  the 
owner  of  a  NASCAR  team  and 
as  a  director  of  International 
Speedway  Corp.,  a  $543 
million  company  with  14 
tracks  around  the  country.  In 
the  2003  season,  which 
ended  on  Nov.  15,  Team  Rensi 
had  its  best  finish  in  its  four 
years  of  racing,  coming  in 
fourth  in  the  NASCAR  Busch 
Series. 

Rensi,  59,  says  he  has 
been  a  gearhead  since  way 
back.  Indeed,  he  used  to 
drag-race  even  while  at 
McDonald's.  His  top  speed  on 
the  track:  158  mph.  Rensi 
hasn't  raced  since  1996.  But 
he  gets  nailed  for  speeding 
more  times  than  he'll  admit- 
in  his  Lincoln  Town  Car  or  in 
either  of  his  Corvettes.  "I  have 
to  learn  to  behave,"  he  says. 
And  he  still  loves  McDonald's. 
Rensi  says  he  eats  there  every 
day.  Often  at  the  drive- 
through,  natch. 

-Michael  Arndt 


MALL  WORLD 

HO,  HO,  HO, 
HERE'S  WHAT'S 
SELLING 

EXPECT  LOTS  OF  Barbie  and 
Bratz  dolls  under  the  tree  this 
year.  How  do  we  know?  We 
asked  the  big  man  himself: 
Santa  Claus.  An  intrepid 
band  of  BusinessWeek 
correspondents  braved 
raging  snowstorms  and  lines 
of  sniffling  children  to  get  the 
scoop  from  St.  Nick  at  malls 
across  America. 

The  clear  favorites:  Barbie 
and  Bratz  for  girls  and  Sony's 
PlayStation  2  for  boys.  "Girls 
this  year  are  really  into  being 
little  girls,"  says  28-year-old 
"Hunky"  Santa,  Ivan  Gabriel, 
stationed  at  Los  Angeles' 
Beverly  Center.  "And  boys 
really  like  their  gadgets."  PCs, 
Microsoft's  Xbox,  as  well  as 
perennials  such  as  Hot 
Wheels  cars  made  kids'  lists. 


PLASTIC  NATION 

THE  PAYCHECK 
IS  IN 
THE CARD 

WOULD  YOU  prefer  paper  or 
plastic  for  your  paycheck? 
About  2  million  workers  at 
such  companies  as  Burger 
King  and  Western  Union 
Financial  Services  now  have 
their  pay  loaded  directly  onto 
debit  cards.  Boston 
researcher  Celent 
Communications 
expects  such 
payroll-card 
holders  to  triple 
by  2006.  And  an 
American  Payroll 
Assn.  poll  found 
that  half  of  payroll 
execs  plan  to 
evaluate  the  cards 
within  a  year. 


FIVE  OUT  OF  FIVE  SANTAS  AGREE  BusinessWeek  talked  to 
Nick  in  1)  Braintree,  Mass,  2)  Los  Angeles  ("Hunky"  San 
Charlotte,  N.C.,  4)  Mesquite,  Tex.,  and  5)  White  Plains,  N 


In  Pittsburgh,  news  of  the 
economic  recovery  has  even 
trickled  down  to  7-year-olds. 
"They're  coming  in  with  lists 
of  20  items,"  reports  Gene 
Stapleton,  a  Chief  Elf  at 
Kaufmann's  department  store. 
One  older  boy  told  the  store's 
Santa,  John  Bacha,  he  wanted 
a  Rolex.  "How  about  a 
Timex?" Bacha  offered.  "No, 


Most  workers  who  use  the 
cards  are  hourly  wage- 
earners  without  checking 
accounts.  The  cards  let  them 
avoid  costly  check-cashing 
outfits  and  access  ATM 
machines.  Some  cards  bear 
the  Visa  or  MasterCard  logo, 
allowing  users  to  rent  cars  or 
book  airline  tickets. 

For  employers,  the  cards 
cut  check  fraud— "a  national 
epidemic"  says  Bob  Hughes, 
a  vice-president  at  poultry 
company  Pilgrim's  Pride, 
M     which  started 

using  the  cards  in 
March.  The  user 
pays  either  a 
monthly  fee  of 
about  $4  or  a  slice 
of each  transaction 
(up  to  $1.50). 
Seems  it's  easier  to 
avoid  banks  than  it 
is  to  avoid  banking 
fees.  -Brian  Hindo 


a  Rolex,"  insisted  the  la 

Not  all  the  tykes  are  s( 

status-oriented.  A  child  i 

Serramonte,  a  mall  in  Di 

City,  Calif,  said  to  Santa 

Nesheim:  "Give  [my  gift 

someone  else  who  can't 

them."  It  seems  the  Chri 

spirit  is  alive  and  well. 

-Brian  Hindo,  with  b\ 

r 


The  percentage  o 
CEOs  who  have 
thought  about 
quitting  their  jobs 
this  year,  up  from 
54%  in  2000.  In 
addition,  86%  say 
they  have  been 
"kept  awake  at 
night"  worrying 
about  their  rivals 

Data:  Burson-Marsteller  survey  of  369  CEO 
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Businesses  that  are 
'socially  responsible'  are 
those  that  pay  their  fair 
share  in  tax,  not  just  those 
that  are  philantliropic." 


Business^ 


i'liHi 


-Deborah  Doane 
London 


A  CLOSER  LOOK 

AT  CORPORATE  GIVING 

I  REALLY  ENJOYED  "America's  top 
givers"  (Cover  Story,  Dec.  1).  It's  very  en- 
couraging that  people  who  have  enjoyed 
economic  success  realize  it  is  their  social 
responsibility  to  distribute  excess  money 
to  charitable  organizations.  At  the  same 
time,  I  was  very  discouraged  to  see  that 
Warren  E.  Buffett,  whose  net  worth  is 
valued  at  $36  billion,  donates  only  1%  of 
that  to  charity.  I  guess  an  alternative  is 
that  he  wouldn't  give  at  all,  which  is  the 
case  for  many  celebrities  who  reap  mil- 
lions of  dollars  annually.  They  are  quick 
to  raise  the  flag  for  peace  and  social  is- 
sues. Yet  of  them,  only  David  Geffen 
makes  the  list  of  top  philanthropists.  The 
hypocrisy  is  unbearable! 

-Karen  Evans 
San  Antonio 
Editor's  note:  Buffett  plans  to  leave  his 
fortune  to  his  foundation  after  he  dies. 

YOUR  RANKING  OF  "The  corporate 
donors"  would  have  been  enhanced  by  a 
chart  providing  the  percentage  of  pretax 
profit  that  each  corporation  granted  in 
philanthropy.  Your  comparison  between 
revenue  and  corporate  philanthropy  is 


unfair  to  Corporate  America,  sine  | 
enue  is  often  unrelated  to  pretax  in 
Similarly,  some  corporations  valt 
kind  contributions  by  corporate 
tives  at  $100  an  hour  or  more,  e 
they're  just  handing  out  food  in  a 
kitchen.  And  many  corporations  list 
value  for  in-kind  donations  of  pre 
that  may  be  outdated  or  exceed 
costs.  Last  year,  corporations  pro 
approximately  $12  billion  a  year  ii 
lanthropy.  If  corporations  provide 
of  pretax  income,  the  amount 
triple,  to  approximately  $36  billion 

-Robert  L.Gr  *; 
Greenlining  In  % 
San  Fra 


LIVING  IN  TODAY'S  world— ruled  1 
cessive  greed  and  venality,' where  th 
thing  that  matters  is  the  bottom  liiditlie 
found  that  the  story  of  "America 
givers"  and,  especially,  of  "The 
givers"  beamed  a  thin  ray  of  hope  infam 
heart.  There  may  be  hope  for  the  wor 

-Gary  W.  Pi  f 
Placitas, 


I  COULD  NOT  FIND  any  mention 
single  largest,  most  public  donor  c 
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pi  Exotic  Fruits  of  Thailand 


iai-grown  tropical  fruits  are  becoming  legendary  the  world  over.  Their 
eady  fragrances,  ripe  colors  and  succulent  flavors  have  rightfully 
lontributed  to  the  country's  burgeoning  reputation  as  one  of  the 
world's  major  culinary  hubs. 


ivii 


hat  a  myriad  of  delicious 
fruits  grow  in  Thailand 
should  be  of  no  surprise 
given      the      country's 
wonderful      year-round 
temperate    climate    -    a 
climate   that   ensures   the 
growth  of  sweet  rambutans, 
grapes,     pineapples,     papayas, 
bananas  (in  more  shapes,  colors  and 
sizes  than  you  might  have  thought 
ssible),  and  mangoes.  There  are  of  course  many, 
iny   more    tropical   fruits   cultivated   in 
lailand  but  a  few  exotic  examples 
serve  special  mention,  not  least  of 
lich  the  regal  Durian. 

Known  as  the  King  of  Fruits  in  a 

imber  of  Southeast  Asian  countries, 

unan    is    a    national    favorite    in 

hailand    and    considered    a    great 

:licacy  -  a  common  Thai  saying  even  has  it 

.at  "the  more  Durian  you  eat,  the  less  you  feel  inclined  to 

op".  Durian  is  also  developing  a  wider  appreciation  among 

fruit-lovers  outside  Asia.  Possessed  of  a 

unique  aroma,  the  soft,  slightly  fibrous 

flesh  inside  the  hard,  spiky  husk 

has  a  creamy  smooth  texture 

with    a    subtle,    buttery 

'  sweetness. 

If  the  Durian  is  king 
then  the  Mangosteen  is 


led 
•eii 
'in 
lia 
k 
lei 


his  queen.  Once  rarely  found 
outside  the  tropics  (because 
it  was  said  the  fruit  was 
too  delicate  to  travel 
well),     modern 
transportation 
methods  mean 
fresh  Mangosteen  is 

becoming  more  widely  available  around 

the  world.  The  fruit  has  a  dark-purple 

skin,  which  breaks  open  easily  to  reveal 

white-segmented  flesh  that  is  sweet,  tangy  and 

irresistibly  good.  Truly  a  taste  of  the  Orient  and 

not  to  be  missed. 

As  can  also  be  said  of  the  Longan. 

Sometimes   known   as   the    'Dragon's 

Eye',  the  Longan  is  often  mistaken  for 

the    more    commonly    found    lychee 

because  of  their  similar  tastes. 

However,  the  Longan  is  generally 
slightly  smaller  and  sweeter  and  definitely  more  juicy  than 
the  humble  lychee. 

Today  more  and  more  people  are  discovering  and 
indulging  in  the  fabulous  flavors  of  Thailand's  exotic  fruit. 
Professionally  grown,  wholesome  and  packed  with 
beneficial  vitamins  and 
minerals,  these  tropical 
taste  sensations  are 
delighting  fruit-lovers 
of  all  ages  in  every 
corner  of  the  globe. 


Department  of 
Export  Promotion 

Ministry  o)  Commerce 
Royal  Thai  Government 
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IECTIONS  &  CLARIFICATIONS 
idsets  that  will  be  music  to  your 
_  Technology  &  You,  Dec.  15),  the  price 
pictured  Shure  E3c  device  was 
oted.  It  costs  $179,  not  $99. 

rtle  German  reform  would  go  a  long 
Economic  Viewpoint,  Dec.  1),  the 
of  Chancellor  Helmut  Kohl  should 
.een  given  as  1982  to  1998  (not  1991). 

ding  a  blow  from  Uncle  Sam" 
mal  Business,  Nov.  3)  stated 
ectly  that  employees  can  cash  in 
foliar  life  insurance  policies  and  avoid 
The  story  should  have  said  that  to  get 
oreak,  employees  need  to  hold  on  to 
)licies  and  reimburse  their  employers 
'premiums. 


brs.  How  much  would  [the  wealthy] 
tyay  if  the  tax  code  didn't  gener- 
reward  them  for  their  cleverly  cal- 
1  tax  deductions?  Not  nearly  so 
I  expect.  My  applause  is  reserved 
rking  people,  who  may  only  have 
t  still  give  $1  to  their  church,  char- 
neighbor.  The  rich  geeks?  Phooey, 
impressed. 

-JeffMiller 
San  Diego 

SURVEY  OF  "corporate  giving" 
1  have  factored  in  the  amount  of 
Mid  and/or  avoided  as  part  of  your 
1  philanthropic  calculation.  One  of 
©sons  many  of  the  companies  sur- 
\  have  found  it  necessary  to  give  to 
les  such  as  education  and  crime  Te- 
rn is  the  decreasing  share  of  corpo- 
axes  that  are  now  paid  in  the  U.S. 
Isewhere. 

(the  U.S.  this  share  is  at  the  lowest 
iince  the  late  1930s,  and  lower  than 
/  other  developed  country.  Business- 
at  are  "socially  responsible"  are 
that  pay  their  fair  share  in  tax,  not 
hose  that  are  philanthropic. 

-Deborah  Doane 

New  Economics  Foundation 

London 
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If  you  ask  the  right  questions,  nature  will  answer. 

By  finding  natural  alternatives  for  many  of  the  things  we  use  every  day 

we're  making  the  world  less  harmful  to  people  and  more  friendly  to  the  environment. 

Nature  has  answers.  Is  anyone  listening? 


Yes. 
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Biotech 

Comes  of  Age 

Moving  from  experimentation  into  profitable 
business,  this  active  segment  is  now  exploring 
next-generation  research  approaches. 


•V 


fter  25  years  of  experimentation  and  discoveries, 

the  biotechnology  industry  has  morphed  into 

a  maturing  business.  Some  two-dozen  years 

since  the  founding  of  global  biotech  company 

Ken,  a  handful  of  companies  beyond  that  power- 

e  are  showing  actual  profits.  And  numerous  others 

developing  innovative  partnerships  and  business 

iels  to  achieve  profitability. 

"Companies  that  portrayed  themselves  as  'genomics' 
uoteomics'  discovery  enterprises  were  high  fliers 
e  late  1990s,"  explains  George  Farmer,  Ph.D.,  senior 
ech  analyst  with  worldwide  financial  institution 
is  Securities  Inc.  "But  all  that  have  survived  now 
rd  themselves  as  'drug  development'  companies, 
lomics'  and  'proteomics'  are  barely  uttered  during 
pany  presentations." 

Now,  the  buzzword  gracing  PowerPoint  presenta- 
5  and  reports  is  "systems  biology."  Although  there  are 
any  monikers  and  definitions  for  systems  biology 
lere  are  fruit-fly  genes,  the  term  can  be  defined  fairly 
3ly  as  the  integration  of  various  sciences — includ- 
mathematics,  biology,  physics  and  IT — to  create 
iels  of  biological  systems  that  consider  not  only  the 
vidual  parts  but  also  how  they  react  to  each  other 
to  changes  in  their  environment. 
In  other  words,  instead  of  focusing  on  a  gene,  a  pro- 
or  an  enzyme,  systems  biology  forces  researchers 
ocus  on  the  entire  cell  or  immune  system.  It  asks 
mists  to  consider  each  part  as  it  relates  to  the 
lile,  much  as  an  automotive  engineer  must  consider 
v  pan  ot  the  engine  in  relation  to  the  entire  engine. 
"Wo  have  a  deal  and  strong  interest  in  systems 


biology  and  apply  principles  of  genomics,  pathway 
engineering,  biodiversity  screening  and  molecular 
evolution  in  a  'systems'  approach,"  says  Chief  Technol- 
ogy Officer  Mike  Arbige  of  Genencor  International 
Inc.,  a  21-year-old  biotech  company  with  $350  million 
in  total  2002  revenues. 

"The  models  that  will  come  out  of  biological  systems 
will  be  the  most  complicated  models  that  have  ever 
been  built,"  predicts  Peter  Sorger,  Ph.D.,  co-chair  of  MIT's 
Computational  and  Systems  Biology  Initiative.  "So  it's 
not  the  application  of  run-of-the  mill  engineering  to 
biology.  It's  going  to  be  the  development  of  funda- 
mentally new  paradigms  and  approaches  to  modeling 
that  we've  never  seen  before." 

The  shift  to  systems  biology  from  individual  targets 
won't  come  overnight,  researchers  and  analysts  warn. 
"One  problem  of  biotech  is  that  it  has  tended  to 
promise  the  golden  bullet,"  Sorger  says. 

Promise  Brings  Momentum 

Systems  biology  has  the  potential  to  turn  the  war  com- 
panies currently  do  business  upside  down,  adds  Carol 
Cherkis,  Ph.D.,  vice  president  of  business  development 
for  global  pharmaceutical  development  company  Gene 
Networks  Inc.  "There's  the  issue  of  'Why  should  I 
start  with  a  whole  new  way  of  doing  this  when  I've  been 
doing  it  this  way  for  so  long?'" 

Stephen  Ober,  M.D.,  president  of  the  systems 
biology  company  Beyond  Genomics,  looks  to  the  future. 
"Within  10  years,  every  big  pharma  will  have  a  depart- 
ment of  systems  biology  within  its  discovery  and  early 
development  groups,"  he  says. 
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Companies  already  are  taking  the  first  steps.  Thirteen 
of  the  16  major  pharmaceutical  companies  say  they 
plan  to  increase  spending  on  systems  biology  during 
the  next  two  years,  according  to  a  survey  conducted  by 
Cambridge  Healthtech  Advisors.  The  data  included  nine 
of  the  top  10  pharmaceutical  companies  by  revenue,  all 
of  which,  notes  survey  author  Andrew  F.  Branca,  agreed 
that  "systems  biology,  while  still  largely  unproven, 
holds  great  promise  for  breaking  the  R&D  logjam." 

Indeed,  several  systems  biology  vendors  have 
sprung  up  in  the  past  couple  of  years.  These  companies 
not  only  offer  the  computational  tools  to  perform  the 
complex  analysis  required,  but,  in  many  cases,  pursue 
their  own  drug  discovery  efforts  even  as  they  partner 
with  big  pharma  to  enhance  its  systems  biology  efforts. 
And  major  universities,  including  MIT,  Harvard  and 
Princeton,  are  pouring  millions  into  the  development 
of  systems  biology  departments  and  Ph.D.  programs. 

A  More  Informed  Approach 

Even  the  venture  capitalists  are  intrigued.  "I've  spoken 
with  a  number  of  VC  investors  who  feel  that  systems 
biology  will  be  one  of  the  most  profitable  areas  of 
biotech  research  in  the  future,  so  they're  getting 
involved  now,"  says  Katherine  Austin,  a  technology 
analyst  for  the  Technical  Insights  division  of  consul- 
tants Frost  &  Sullivan. 

For  instance,  Bioseek,  a  startup  systems  biology 
company  spun  off  from  the  non-profit  Institute  for  Sys- 
tems Biology,  has  raised  over  $8  million  in  VC  funding. 

Everyone  in  the  industry  recognizes  that,  to 
survive,  biotech  must  embrace  a  new  approach.  The 
traditional  hit-and-miss  method  of  drug  development 
simply  isn't  working  anymore.  In  2002,  just  17  new 
molecular    entities    were  


approved,  the  lowest  level 
since  1983. 

"If  you  look  at  the  drug 
discovery  process  now,  where 
you  put  half  a  million  mole- 
cules through  high-through- 
put screening  and  slam  them 
against  a  target  and  hope  you 
get  a  hit,  that's  not  what  sys- 
tems biology  is,"  Beyond  Ge- 
nomics' Ober  says.  "It's  a 

much  more  deliberate,  more  rational  and  more  informed 
approach  to  discovery  and  development." 

The  idea  is  to  take  a  cell  or  system  and  compu- 
tationally analyze  it,  creating  a  model  in  silico.  But 
unlike  the  entirely  "dry"  labs  that  have  been  envi- 
sioned in  the  past,  systems  biology  advocates  say 
their  approach  requires  both  computational  and 
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experimental  biology  to  ensure  the  validity  of  the  i 
Once  the  model  is  designed,  it  can  be  manipi 
in  countless  ways  through  changes  in  its  environ^ 
This,  say  researches,  will  take  a  great  deal 
expense  and  risk  out  of  today's  clinical  trial  sy< 


'The  models  that  will 
come  out  of  biological 
systems  will  be  the 
most  complicated 
models  that  have  ever 
been  built. " 


— Peter  Sorger, 

MIT's  Computational  and 

Systems  Biology  Initiative 


•. 


"What  we  have  found  is,  it's  too  soon  to 
against  single  targets  without  comprehensively  ui 
standing  the  network  these  targets  work  in,"  says 
B.  Nielsen,  Ph.D.,  director  of  research  at  Merrii 
Pharmaceuticals  Inc. 

Simply  Good  Sense 

Another  active  area  of  interest  is  nutraceuticals,  so| 
times  dubbed  phytochemicals.  This  is  the  stud 
natural,  bioactive  chemical  compounds  that  have  he 
promoting,  disease-preventing  or  medicinal  proper 
Mainstream  food  ingredient  companies  such  as  A 
are  developing  products  that  increase  the  benefit  o 
reals  and  other  "natural"  foods. 

But  it  is  mostly  through  systems  biology,  say 
advocates,  that  some  of  the  most  intriguing  capabili 
promised  by  the  genomic  revolution— like  predict 
medicine  and  personalized  treatments — will  come  i 
being.  "The  bottom  line  is  that  by  looking  at  patte 
of  molecular  activity  we  can  better  predict  certain  o 
comes,  such  as  whether  or  not  you  have  a  disease 
whether  or  not  you're  going  to  respond  to  a  panic 
drug,"  Ober  says.  His  company  is  developing  the  to| 
to  identify  these  biomarkers  in  blood,  urine  and  tiss 

One  reason  analysts  are  so  optimistic  about 
potential  of  systems  biology  has  to  do  with  the  lead 
in  this  field,  including  biotech  superstar  Leroy  Ho 
who  co-founded  numerous  biotech  companies  (: 
eluding  Amgen)  and  invented  the  first  gene  sequenci1 
machine.  "These  guys  tend  to  know  when  somethin 
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ti  their  time  to  pursue  and  they're  very  excited  about 
potential  of  systems  biology,"  Frost  &  Sullivan's 
tin  says. 

Plus,  she  notes,  the  approach  "simply  makes  good 

Austin  and  others  compare  systems  biology 

le  way  cars  are  designed  today.  Before  a  prototype 

)    lilt  (the  equivalent  of  a  clinical  trial)  the  entire 

cle  is  computationally  tested  to  determine  whether 

(ot  it  will  run.  Given  that  about  75  percent  of  all 
{candidates  fail  after  Phase  I  trials,  "the  hope  is  that 
;ms  biology  will  be  to  drug  design  what  CAD/CAM 
•cars,"  she  says. 
Genencor  provides  a  compelling  example  of  how 
ems  biology  works  today.  "We  have  been  studying 
jr  labs  the  interaction  of  all  the  genes  of  a  microbe 

In  placed  in  a  certain  environment  (such  as  a  fer- 
itation  process)  or  the  effect  of  single  or  multiple 
ations  on  those  thousands  of  genes  in  that  mi- 
te," Arbige  says.  "We  have  examples  where  we 
I  knitted  together  three  distinct  biochemical  path- 
s  from  three  distinct  and  divergent  organisms  into 
lgle  microbe  to  make  something  new." 
\  Systems  biology  likely  will  spur  the  growth  of  nan- 
hnology,  which  are  miniscule,  life-based  machines 
rapidly  complete  the  sequencing  and  analysis  of 

nil 


human  tissue,  Hood  says.  Within  the  next  decade,  he 
predicts,  this  will  lead  to  the  ability  to  sequence  the 
entire  genome  of  an  individual  in  a  single  day  at  a  cost 
of  less  than  $10,000,  compared  to  the  $50  million  or 
so  it  would  cost  today. 

Using  systems  biology  then,  Hood  says,  "we'll  be  able 
to  find  the  networks  within  which  the  relevant  defect 
genes  or  pathogenic  stimuli  operate,  and  we  will  come 
to  understand  the  networks  well  enough  to  manipulate 
genomal  points  and  circumvent  them  by  creating  drugs 
that  will  reengineer  the  networks  so  they  behave  dif- 
ferently. That's  why  systems  biology  is  literally  central 
to  this  idea  of  preventive  medicine."  ■ 
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For  more  than  two  decades,  Genencor  has  been  an  innovator 
and  committed  partner,  applying  biotechnology  solutions  to 
a  variety  of  industries.  Genencor  has  helped  transform  the 
grain  processing,  cleaning  and  fabric  care,  and  chemical  and 
materials  industries.  As  a  Catalyst  of  the  Biobased  Economy* 
Genencor  has  developed  technologies  that  have  contributed 
to  industrial  sustainability,  while  creating  efficiencies,  reduc- 
ing costs,  achieving  superior  performance  over  conventional 
methods,  and  lessening  the  environmental  impact.  To  learn 
more  about  innovations  like  these,  visit  www.genencor.com. 

Because  when  it  comes  to  innovation  in  biotechnology, 
we  can  do  that. 


www.genencor.com 


we  can  do  that. 


i   Genencor  International 


Innovative  by  Nature 
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Why  Rubinomics  Worked 

IN  AN  UNCERTAIN  WORLD  Tough  Choices  from  Wall  Street  to  Washington 

By  Robert  E.  Rubin  and  Jacob  Weisberg;  Random  House;  427pp;  $35 


At  a  time  when  best-seller  lists  are 
dominated  by  Clinton-haters,  Bush- 
bashers,  and  ideologues  of  the  right  and 
left,  Robert  E.  Rubin's  In  an  Uncertain 
World  comes  as  calm,  thoughtful  relief. 
The  title  itself  conveys  the  tone  of 
moderation  and  pragmatism  that 
characterizes  this  insightful  account  of 

decision-making  and  crisis  management  in  the  Clinton 
Administration.  To  appreciate  what  former  Treasury  Secretary 
Rubin  and  co-author  Jacob  Weisberg  have  wrought,  it  is  not 
necessary  to  agree  with  his  policy  of  "Rubinomics,"  which 
led  to  the  first  federal  budget  surplus  in  decades. 
Rather,  there  are  lessons  large  and  small  for  anyone 
who  faces  the  ticklish  task  of  combining  policy  with 
power  to  accomplish  important  goals. 

But  it  is  Rubinomics,  of  course,  that  made  Rubin  a 
target  for  both  conservatives  and  liberals.  It  was 
Rubin  who  persuaded  President  Clinton  to  start  his 
first  term  by  raising  taxes  and  cutting  the  budget 
deficit,  rather  than  lowering  taxes  and  boosting 
government  spending  on  social  programs  as 
candidate  Clinton  had  promised. 
Conservative  supply-siders  predicted 
economic  disaster  and  pointed  to  Ronald 
Reagan's  tax  cuts  and  the  strong  growth  of 
the  1980s  as  proof  of  Clinton's— and  Rubin's— 
folly.  Then-Senator  Phil  Gramm  (R-Tex.)  called  it  "a 
one-way  ticket  to  a  recession."  Liberals  said  it  was  a  betrayal 
of  the  voters  who  elected  Clinton. 

Both  conservatives  and  liberals,  of  course,  turned  out  to  be 
wrong.  Growth  averaged  3.2%  during  the  '90s— a  rate  as 
rapid  as  that  of  the  1980s,  but  one  that  was  accompanied  by 
record  low  levels  of  unemployment  and  poverty.  Productivity 
rose  much  faster  in  the  '90s  than  in  the  '80s.  And  that  scourge 
of  America,  welfare,  was  mostly  eliminated— an 
underappreciated  achievement  of  enormous  importance. 

Why  did  Rubin  turn  out  to  be  correct?  The  answer  is 
critical,  since  a  debate  now  rages  in  Washington  over  how  the 
deepening  long-term  budget  deficit  will  affect  U.S.  growth. 
Rubin  credits  his  success  to  a  serious  knowledge  of  markets, 
thanks  to  his  decades  of  Wall  Street  experience  at  Goldman, 
Sachs  &  Co.  He  doesn't  take  an  ideological  approach  to 
markets— either  completely  believing  in  or  mistrusting  them. 
Instead,  Rubin  views  markets  pragmatically,  with  a  special 
eye  toward  the  role  of  psychology  in  their  ebb  and  flow. 

Indeed,  Rubin  argues,  confidence  always  plays  a  key  role  in 
getting  investors  to  take  risks.  This  is  the  heart  of  his  argument 
on  why  Rubinomics  worked.  "In  important  ways,  the  deficit 


had  become  a  symbol  of  the  government5 s  inability  to  m 
its  own  affairs . . . ,"  he  writes.  When  Clinton  raised  incomj 
taxes  on  the  richest  1.2%,  "the  view  that  fiscal  discipline 
being  restored  contributed  to  lower  interest  rates  and  inc 
confidence,  and  that  led  to  more  [private]  spending  and 
investment,  which  in  turn  led  to  job  creation,  lower 
unemployment  rates,  and  increased  productivity."  Impro 
market  confidence  sparked  greater  risk-taking  during  a  pi 
of  considerable  innovation  in  high  tech.  This  combinatioi 
triggered  a  surge  in  growth  and  corporate  profits. 

And,  of  course,  in  wealth.  In  the  end,  the  loss  of  incort 
caused  by  the  hike  in  rates  was  offset  by  the  sharp  jump 
prices  for  equities  and  housing— the  two  major  sources  ( 
wealth  in  the  U.S.  Asset  wealth  rose  not  only  for  the  rich 
also  for  the  middle  and  working  classes.  In  fact,  Rubin  s, 
that  he  was  struck  by  how  few  of  the  rich  people  he  knev 
complained  about  their  income  taxes  ri 
Today,  there  are  again  growing  fears 
runaway  government  spending.  Democi 
say  that  long-term  deficits  will  hike  intei 
rates  and  kill  growth.  Republicans  say  a 
growing  U.S.  economy  will  attract  all  th 
money  it  needs  for  the  deficit  from  overs 
(Supply-siders  used  to  say  that  tax  cuts 
for  themselves  with  higher  growth  and  t 
revenues  but  now  concede  that  they  don 
Rubin  argues  that  all  such  views  are  wro 
It  is  market  psychology  that  affects  risk- 
taking,  investment,  rates,  growth,  and 
wealth.  And  the  spending  spree  now 
under  way  in  Washington  isn't  instilling 
confidence  in  anyone,  anyw 
in  the  world. 

For  those  who  care  little 
about  left-right  doctrinal 
disputes,  economic  or 
otherwise,  this  account  also 
provides  a  wonderful  windo 
into  U.S.  politics.  In  one  veil 
raising  tale,  Rubin  describes 
how  much  money  it  takes  to 
^^^^^^^^  a  place  at  America's  politica 

table.  Before  Democrats  wot 
take  him  seriously,  he  had  to  come  up  with  $100,000  in 
pledges  from  friends— big  money  in  1984— and  host  a  din 
that  took  in  a  further  $1  million.  Only  after  a  decade  of  sue 
fund-raising  did  he  get  to  offer  his  financial  opinions,  as  a 
member  of  Clinton's  Administration.  The  rest  is  history. 

To  be  sure,  Rubin's  interpretation  of  the  '90s  is  subject  t 
debate.  Still  it  provides  important  guidance  as  the  U.S.  mo 
into  yet  another  Presidential  election  season  laboring  undi 
burdensome  budget  deficit.  ■ 

-By  Bruce  Nuss 


Rubin's 
knowledge  of 
markets  far 
exceeded  that 
of  his  critics 
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ungry  frogs  and  variable  costs. 


Can  you  see  it? 


Or 


Derrick  Warren,  IBM  variable  cost  guru,  retail  industry 


^ 


Rana  clamitans.  The  common  green  frog?  Or  on  demand  business  case 
study?  In  a  single  summer,  this  three-inch  carnivore  devours  almost 
10,000  flies.  It's  his  opportunity.  His  seasonal  spike.  And  he  jumps  on  it. 

Odds  are,  you  could  use  a  little  amphibious  instinct.  That  ability  to  quickly 
leap  out  of  hibernation  and  into  your  high  season.  Or  to  adjust  to  a  change 
in  supply  or  demand.  Or  customer  preference.  Or  a  new  trend.  Day  to  day, 
opportunities  change.  Needs  vary.  So  should  your  business. 

You  don't  want  to  pay  year-round  for  resources  you  need  only  during  the 
rush.  Paying  for  what  you  need  only  when  you  need  it  is  on  demand 
business.  And  it  goes  way  beyond  IT.  It's  about  viewing  every  bit  of  your 
cost  structure  as  potentially  variable.  Potentially  more  efficient. 

The  frog  knows:  When  the  flies  are  out,  chase  flies.  When  they  aren't,  don't. 


On  demand  business 

starts  with  on  demand  thinking. 


We  have  180,000  experts  who  can  help  you  make  your  business  more 
variable.  With  the  business  expertise  to  see  possibilities  and  the  IT 
capabilities  to  deliver  on  them,  IBM  can  bring  more  flexibility  to  your 
business,  your  technology  and  your  culture.  On  demand  business.  Get 
there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking)  or 
visit  ibm.com/services/thinking 


V  J  the  IBM  logo  are  trademarks  or  registered  trademarks  ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  C  2003  IBM  Corp  All  rights  reserved. 
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Keys  That  Remember 
And  a  Lot  More 
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I  keep  a  red  and  silver  fob  on  my  key  ring.  It's  a  bit  longer  and  skinni 
than  the  remote-entry  clicker  for  my  car,  holds  32  megabytes  of  data, 
and  can  exchange  information  with  just  about  any  computer.  More  thil 
once,  I've  been  saved  from  a  tight  spot  because  I  had  a  copy  of  a  critical 
file,  such  as  a  PowerPoint  presentation,  on  the  fob  in  my  pocket. 


These  USB  keys,  so  called  because  they  plug  into  a 
computer's  universal  serial  bus  port,  have  been  around 
for  a  while.  But  prices  have  fallen  by  half  in  the  past 
year,  and  the  devices  are  learning  tricks  that  could  take 
them  well  beyond  their  current  role  as  replacements 
for  the  floppy  disk. 

Basic  memory  keys,  available  in  a  variety  of  shapes 
and  styles,  are  essentially  commodity  products.  You 
can  buy  a  32-MB  key  for  less  than  $20,  or  spend  more 
than  $500  for  a  2-gigabyte  version.  As  a  cheaper 
alternative,  there's  the  bulkier  Digitalway  MPIO  HS100, 
which  uses  a  teensy  hard-disk  drive  instead  of  flash- 
memory  chips,  and  offers  1.5  GB  for  $200.  When  you 
slide  the  key  into  any  Macintosh  or  a  PC  running 
Windows  XP,  2000,  or  Me,  it  will  show  up  after  a 
minute  or  so  on  the  desktop  or  in  My  Computer. 
(Windows  98  requires  the  installation  of  software  first; 
Windows  NT  doesn't  support  USB.) 

The  only  important  difference  among  the  basic 
storage  keys  is  whether  they  use  the  original  USB  technology 
or  the  newer  and  slightly  more  expensive  USB  2.0  version, 
which  permits  much  faster  data  transfer.  The  2.0  designs  will 
work  in  older  ports  at  the  original  speed.  However,  they  draw 
more  power  and  may  not  work  in  some  extension  ports,  such 
as  those  often  found  on  keyboards. 

THE  LATEST  BATCH  OF  MEMORY  keys  do  a  lot  more  than  store 
data  passively.  The  best  of  them  automatically  run  certain 
applications  as  soon  as  you  plug  them  into  a  Windows  PC.  A 
good  example  is  the  Migo  from  Forward  Solutions 
(www.  lmigo.com),  starting  at  about  $115  for  a  128-MB 
version.  Say  that  you  want  the  PC  you  use  at  home  to  look  and 
function  as  much  as  possible  like  your  computer  in  the  office. 
You  plug  a  Migo  into  your  office  PC,  and  a  program  in  the 
device  automatically  starts  to  copy  Outlook  folders  that  you 
have  selected,  such  as  mail,  contacts,  and  calendar.  It  can  also 
store  settings  such  as  your  desktop  wallpaper  and  Internet 
Explorer  favorites. 

Now  plug  the  Migo  into  your  home  PC  and  log  on.  As  long 
as  you  have  Outlook  and  the  other  desired  programs  running 
on  both  PCs,  the  little  device  will  quickly  create  a  semblance 


("   , 


of  your  office  machine,  including  the  mail  that  w 
your  office  in-box.  I  found  that  it  worked  well  wit 
standard  Internet  mail  accounts.  But  corporate  rr 
using  Microsoft  Exchange  required  some  fiddling 
settings  to  get  Outlook  to  work.  And  think  twice  1 
using  it  on  the  PC  of  a  friend  or  colleague:  Their 
original  settings  won't  necessarily  be  restored  wh 
you  pull  the  Migo  out. 

Other  keys  make  enhanced  security  a  sales  poii 
Most  manufacturers  offer  versions  that  password 
protect  your  data.  But  I  especially  liked  the  EasyT 
from  M-Systems,  whose  products  are  usually  sold 
under  such  brands  as  Iomega  and  Hewlett-Packar 
offers  encrypted  data  and  a  lot  of  convenience:  W 
you  plug  it  into  a  computer  you  have  designated  a 
"trusted,"  you  don't  have  to  enter  a  password. 
In  the  future,  these  data-storage  devices  may 

acquire  additional  uses.  One 
I  would  like  to  see  is  a  passw 
protected  and  encrypted  key 
would  store  user  name  and 
password  information  for  al 
networks,  mail  accounts,  anc 
Web  sites  that  I  log  in  to.  W 
plugged  into  a  computer,  it 
would  intercept  the  login 
requests  and  supply  the  corn 
information.  Another  would 
key  that  could  actually  boot  a 
^^^^^^^™  computer  to  make  a  borrower 

really  look  and  act  like  your  o 
machine.  This  is  technically  possible  on  Macs  and  the  nev 
PCs,  though  the  size  of  today's  operating  systems  and 
licensing  restrictions  make  it  impractical.  But  even  withoi 
such  advanced  features,  these  memory  keys  are  so  handy 
just  about  everyone  should  have  one.  ■ 

E-mail:  techandyou@businessweek. 
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www.businessweek.com/technology/ 


The  newest 
batch  of  USB 
keys  can  help 
secure  data 
or  redo  the 
look  of  a  PC 


Faster  than  Verizon. 
Faster  than  Sprint  PCS. 
Faster  than  Cingular. 
Faster  than  T-Mobile. 
Faster  than  Nextel. 


For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 

It's  a  fact.  No  one  offers  a  faster  national  wireless  data  network  than  AT&T  Wireless  with  EDGE 
technology.  No  one.  With  average  speeds  of  100-130  Kbps,  bursts  of  up  to  200  Kbps  and  secure 
wireless  access,  you  can  browse  the  Internet  as  well  as  download  presentations,  documents  and 
spreadsheets  nearly  twice  as  fast  as  with  any  other  national  wireless  data  network.  We  work 
with  leading  IT  companies  to  help  you  get  more  out  of  the  technology  you  use  every  day,  across 
the  U.S.  High-speed  national  wireless  data  is  here.  And  no  one  is  faster  at  it  than  AT&T  Wireless. 
Call  1  888-DATA-288 or  goto  attwireless.com/speed 


Access  the  fastest  national 
wireless  data  network  with 
an  easy-to-use  PC  card. 


Open  email  attachments  at 
average  speeds  of  100-130  Kbps 
and  bursts  of  up  to  200  Kbps. 


Download  large  documents, 
presentations  and  reports 
in  just  seconds. 


Faster  data  speeds  from  more 
places  m  the  U.S.  than  v 
any  other  wireless  carrier. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


At  10,  NAFTA  Is 
Ready  for  an  Overhaul 
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Few  people  will  be  uncorking  champagne  bottles  on  the  10th  anniversa* 
of  the  North  American  Free  Trade  Agreement,  which  arrives  on  Jan.  1, 
2004.  After  all,  NAFTA  was  the  most  politically  contentious  trade  pact 
signed  in  Washington  in  over  half  a  century,  and  from  its  conception  th 
treaty's  detractors  outshouted  its  backers.  But  as  this  birthday  approach 


I  would  like  to  suggest  a  more  dispassionate  perspective  on 
this  landmark  deal. 

The  facts  are  laid  out  in  a  superb  forthcoming  book, 
NAFTA:  A  Ten-Year  Appraisal,  by  Jeffrey  J.  Schott  and  Gary 
Clyde  Hufbauer  of  the  Institute  for  International  Economics 
in  Washington.  Since  NAFTA  was  implemented,  in  1994,  the 
trade  in  merchandise  between  the  U.S.  and  Canada  has 
grown  twice  as  fast  as  it  did  before  passage  of  the  legislation. 
U.S.  trade  with  Mexico  has  expanded  three  times  as  fast.  The 
growth  in  U.S.  trade  in  services  with  both  Canada  and  Mexico 
has  been  more  moderate,  amounting  to  about  two-thirds  the 
percentage  increase  between  the  U.S.  and  the  rest  of  the 
world.  U.S.  direct  foreign  investment  in  Mexico  has  grown  at 
more  than  double  its  rate  of  increase  with  non- NAFTA 
nations,  and  80%  as  fast  in  the  case  of  Canada.  When  it  came 
to  job  generation  vs.  destruction  in  the  U.S.,  NAFTA's  impact 
has  been  pretty  much  a  wash. 

But  statistics  aside,  NAFTA  was  the  most  extensive  trade 
agreement  between  advanced  industrial  nations  and  a 
developing  one.  NAFTA  brought  into  focus  some  deep-seated 
U.S.  anxieties  about  loss  of  jobs— of  the  kind  we  now  see 
moving  to  China  and  India.  NAFTA  also  pioneered  the 
inclusion  in  trade  agreements  of  labor  and  environmental 
standards,  setting  precedents  for  most  subsequent 
multilateral  or  bilateral  agreements  involving  the  U.S. 

The  treaty  helped  in  ways  unforeseen.  It  enabled  Mexico  to 
lock  in  market- opening  reforms,  making  it  easier  for  the  U.S. 
Treasury  Dept.  to  aid  its  southern  neighbor  in  recovering 
from  its  financial  crisis  of  1994.  As  former  Mexican  president 
Ernesto  Zedillo  said:  "Had  it  not  been  for  NAFTA,  President 
Clinton  never  would  have  taken  my  call  for  help." 

But  NAFTA  didn  t  get  Mexico  to  reform  its  fiscal  and 
judicial  policies  in  order  to  build  a  more  productive  and 
egalitarian  society,  or  to  improve  its  energy  and 
transportation  infrastructure  to  take  better  advantage  of  the 
U.S.  market.  While  Asia's  lower  wage  levels  give  it  major 
advantages,  policy  shortcomings  make  Mexico  even  less 
competitive  and  have  caused  more  and  more  companies  to 
shift  production  to  China.  Zedillo,  now  head  of  Yale 
University's  Center  for  the  Study  of  Globalization,  believes  the 
treaty  shouldn't  be  held  responsible  for  these  failures. 
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The  fierce  controversy  over  NAFTA  created  a  protectio 
backlash  in  the  U.S.— a  coalition  of  economic  nationalist 
the  right  and  global  liberals  on  the  left.  This  linkage  sha 
a  40-year  bipartisan  consensus  for  open  trade.  You  can  s 
the  results  in  proliferating  barriers  to  imports  from  Chin 
multibillion-dollar  trade  disputes  with  Europe,  the  comp 
turn  of  the  Democratic  party  towards  protectionism,  anc 
growing  U.S.  ambivalence  for  trade  liberalization. 

Today,  both  NAFTA  and  broader  U.S.  trade  policy  are  a 
low  point.  But  here  is  a  prediction:  NAFTA  may(have  a 
brighter  future  than  more  global  agreements.  The  reasor 
that  by  deepening  North  American  integration,  Washing 
Ottawa,  and  Mexico  City  could  link  economic  needs  with 

compelling  national  security 
considerations  in  ways  that  ot 
trade  agreements  will  not. 

At  this  moment,  for  exampl 
need  a  new  North  American  p 
that  makes  the  movement  of  ti 
and  people  across  borders  moi 
consistent  with  homeland  secu 
needs.  For  both  social  and 
economic  reasons  there  is  an 
immediate  requirement  to 
negotiate  a  deal  to  improve 
handling  of  the  millions  of 
Mexican  citizens  who  are  in  the 
U.S.  illegally.  A  North  American  agreement  on  investment st" 
and  trade  in  energy  would  bring  a  greater  diversification  c  [[' 
imports  away  from  the  Persian  Gulf.  More  cooperation  on 
drug  interdiction  and  environmental  protection  is  crucial, 
None  of  this  will  be  easy  politically.  Mexico  would  need 
pass  major  fiscal  and  regulatory  reforms  to  become  more 
competitive  vis-a-vis  China.  After  the  Presidential  election 
politics  in  the  U.S.  would  have  to  become  more  rational. 
Assuming  that  happens,  the  NAFTA  train  could— and 
should— start  rolling  again.  ■ 


A  broader 
pact  could 
address  new 
issues  of 
security  and 
migration 
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Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management 
and  author  of  The  Politics  of  Fortune:  A  New  Agenda  for 
Business  Leaders  (jeffrey.garten@yale.edu) 
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iMES  C.  COOPER  &  KATHLEEN  MADIGAN 


he  Job  Market  Is 
tronger  than  It  Looks 

vth  in  other  employment  measures  belies  the  weak  payroll  numbers 


.S.  ECONOMY 


November's  employment  report,  showing  a  meager 
00  increase  in  U.S.  payrolls,  was  a  real  stinker.  That  was  still  true 
1 1  after  accounting  for  the  strike  on  the  West  Coast  of  some  23,000 
:ery-store  workers.  However,  given  all  the  other  data  showing  the 
roving  tone  of  the  labor  market,  the  monthly  payroll  numbers  may 
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giving  an  accurate  picture  of  job  growth.  That's 
illy  true  when  one  considers  that  the  economy  is 
)  post  growth  at  an  annual  rate  of  about  5%  for 
}  final  three  quarters. 
",'1  e  sure,  productivity  growth  has  been  soaring— 
']  ig  at  an  annual  rate  of  9.4%  in  the  third  quarter 
j  -and  if  businesses  are  increasing  output  through 
j  ifficiencies,  they  don't  have  to  add  to  payrolls.  But 
tivity  this  quarter  is  already  showing  signs  of 
g,  so  more  workers  are  needed  to  meet  the  faster 
'demand  accompanying  the  economy's  new  vigor. 
1  the  Federal  Reserve  is  more  optimistic.  After 
icing  it  had  kept  interest  rates  unchanged,  the  Fed 
Output  is  expanding  briskly,  and  the  labor  market 
s  to  be  improving  modesdy."  That  assessment  was 
pbeat  than  its  August  or  October  views, 
.ymakers  also  said  that  the  risks  of  deflation  have 
Bed.  The  bond  market  read  that  as  a  sign  short 
light  rise  sooner  than  expected,  despite  the  Fed's 
led  belief  that  policy  can  remain  accommodative  for 
iidcrable  period."  Both  bond  traders  and  the  Fed 
keeping  an  even  closer  eye  on  the  job  markets  for 
f  potential  price  pressures  as  2004  progresses. 

S  WHY  CARVING  OUT  an  accurate  view  of  the 
larkets  is  so  crucial.  But  November's  job  growth  is 
;  wiih  several  other  job-market  indicators.  For 
le,  weekly  unemployment  claims  are  down  to  levels 
ent  with  much  larger  job  gains.  Employment 
s  from  the  nation's  purchasing  managers,  which 
re  the  breadth  of  hiring,  are  at  levels  not  seen  since 
the  recession.  And  a  survey  by  the  National 
Hon  of  Independent  Business  says  hiring  plans 
small  businesses  in  November  were  comparable 
trong  readings  of  the  1980s  expansion. 

<  laps  most  important,  the  Labor  Dept.'s  other 

\  of  employment,  taken  by  canvassing  households 

<  1  of  businesses  as  with  the  payroll  data,  shows 

I  greater  job  growth  in  2003  than  the  more 
followed  Burvej  of  company  paj  rolls.  So  far  this 
ie  household  survey,  on  which  Labor's 
tion  of  the  unemplo]  meni  rate  is  based,  shows 

,'nu-nt  has  grown  In  2.2  million  workers.  The 


: 


payroll  survey  says  jobs  are  down  by  24,000  (chart). 
One  difference  in  the  coverage  is  that  the  household 
survey  counts  people  who  say  they  are  self-employed, 
while  the  payroll  data  do  not.  Contrary  to  popular  notions, 
however,  this  is  not  the  major  difference  in  the  two 
accountings.  True,  the  count  of  self-employed  workers  is 
up  substantially— by  more  than  330,000  this  year,  and  by 

nearly  700,000  since  the 
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recovery  began  two  years 
ago.  But  even  excluding 
the  self-employed,  the 
household  survey  shows 
2003  job  growth  of  more 
than  1.8  million,  possibly 
because  that  survey  better 
captures  the  hiring  at 
small  companies,  which 
sometimes  falls  through 
the  cracks  of  the  business 
survey. 

In  response,  Labor  has 
instituted  improvements  in  its  payroll-survey  methods, 
including  new  sampling  techniques  to  collect  more 
accurate  data  on  business  startups  and  the  hiring  they 
generate,  a  key  source  of  undercounting  in  past 
recoveries.  Plus,  Labor  officials  say  that  after  all  revisions 
are  in,  the  two  surveys  tend  to  match  up  more  closely. 

Revisions  are  coming  soon.  In  January,  Labor  will 
release  its  annual  retooling  of  the  household  data  and 
follow  that  in  February  with  benchmark  revisions  to  the 
payroll  data.  The  guessing  is  that  the  revised  job  growth 
will  ultimately  settle  somewhere  in  the  middle  of  the  two 
surveys,  with  the  recent  payroll  data  looking  stronger. 

IT  WOULDN'T  BE  THE  FIRST  TIME  that  revisions  gave 

the  job  markets  more  muscle.  The  initial  payroll  data 
reported  by  Labor  has  a  history  of  underestimating  job 
growth  early  in  a  recovery  when  hiring  begins  to  take 
oil.  For  example,  in  the  second  year  of  the  recovery  from 
(he  1990-91  recession,  payroll  gains  were  first  reported 
to  be  only  about  300,000.  But  a  series  of  revisions  now 
shows  job  growth  was  a  much  higher  1.6  million.  In 
the  third  year,  job  gains  were  originally  reported  as 
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2.2  million,  but  were  later  revised  up  to  3.2  million. 

Regardless  of  what  next  year's  revisions  show,  job 
growth  seems  bound  to  strengthen  in  coming  months, 
given  the  recent  trends  in  several  forward-looking 
indicators.  First,  based  on  past  correlations,  the  four- 
week  average  of  new  unemployment  claims,  at  363,000 
at  the  end  of  November,  is  consistent  with  monthly  job 
growth  of  around  150,000. 

Second,  temp  hiring  tends  to  lead  hiring  of  full-timers, 
and  temp  employment  since  May  has  jumped  by  166,000, 
the  best  seven-month  rise  since  early  2000.  Third,  the 
workweek  last  month  increased  to  33.9  hours,  the  longest 
in  more  than  a  year,  and  in  manufacturing  the  workweek 
rose  to  40.8  hours,  the  longest  in  three  years.  As  demand 
picks  up,  companies  tend  to  stretch  out  their  workweeks, 
which  is  typically  a  precursor  to  new  hiring. 

Finally,  productivity  is  following  its  normal  business- 
cycle  behavior.  Its  recent  surge  is  typical  in  the  early 
stages  of  a  recovery,  as  output  picks  up  in  advance  of  new 
hiring.  Now,  with  businesses  more  confident  about  the 
recovery,  hiring  is  picking  up,  and  productivity  will  slow. 

IT'S  ALREADY  HAPPENING.  Fourth  quarter  output, 
based  on  gross  domestic  product,  is  expected  to  come  in 
at  about  a  4%  annual  rate,  but  data  through  November 
suggest  that  hours  worked  are  rising  at  an  annual  rate  of 
about  3%.  That  would  be  the  first  increase  in  hours 
worked  in  three  years,  and  the  largest  rise  in  four  years 
(chart).  As  a  result,  fourth-quarter  productivity  is  making 
little  headway,  and  a  slower  pace  will  continue  in  2004. 


U.S.  GDP  REVISIONS 


Another  reason  why  job  growth  will  pick  up  is 
the  rebound  now  under  way  in  manufacturing,  wr 
will  help  to  stanch  the  enormous  loss  of  factory  jot 
Since  the  end  of  last  year,  manufacturing  has  let  gc 
478,000  workers.  The  service  sector,  which  emploj 
83%  of  all  payrolls,  has  added  336,000. 

Factory  layoffs : 
already  moderating 
the  past  three  mon 
declines  have  aver; 
17,000  per  month, 
from  a  55,000  pac 
first  half  of  the  ye; 
next  year,  manufa 
expect  to  lift  their 
at  least  modestly,  s 
Institute  for  Suppl; 
Management  in  its 
yearend  survey.  Mo 
broadly,  the  ISM  sa; 
"manufacturing  purchasing  and  supply  executives 
optimistic  about  their  organization's  prospects  for  t 
first  half,  and  they  predict  additional  growth  during 
second  half  of  2004." 

Unemployed  factory  workers  have  been  waiting  f 
three  years  for  the  payroll  ranks  to  start  rising  again 
Now,  with  demand  set  to  keep  expanding  into  2004 
outlook  for  factory  jobs— as  well  as  service  employn 
is  improving,  no  matter  what  the  November  job  rep 
seemed  to  imply.  ■ 
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The  Recovery's  Lift  Is  Slower  for  Workers 


THE  MUCH  anticipated  U.  S.  rewrite 
of  economic  history  hardly  alters 
perceptions  of  the  recent  past.  But  the 
data  do  give  reasons  to  be  optimistic 
about  the  future. 

The  Commerce  Dept's  Dec.  10  com- 
prehensive revisions  to  gross  domestic 
product  from  1929  up  to  the  second 
quarter  of  2003  show  little  change  in 
economic  growth  of  the  past  few  years. 
During  the  recession,  real  GDP  shrank 
0.5%  instead  of  0.6%. 
And  from  the  third 
quarter  of  2001  to  the 
second  quarter  of 
2003,  the  economy 
grew  2.6%,  not  2.7%. 

Of  more  interest  to 
the  oudook  are  the 
new  data  on  income. 
Businesses  and 
workers  alike  earned 
more  money  so  far  in 
this  recovery,  but  not 
by  an  even  margin. 


THE  NEW  DATA  SHOW 
STRONGER  PROFITS 
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Total  national  income  was  revised 
higher  by  increasing  amounts,  so  that 
by  2002,  there  was  $967  billion  more 
income.  Much  of  the  gain  came  from 
an  inclusion  of  certain  taxes  into  the 
income  accounts.  But  Commerce  also 
says  that  corporate  profits  have  grown 
at  a  far  faster  pace  in  this  recovery 
than  first  thought,  mostly  because 
companies  had  to  expense  fewer  stock 
options  exercised  by  workers.  In  the 
second  quarter  of 
2003,  profits  totaled 
more  than  $1  trillion, 
14%  higher  than 
the  $897  billion 
previously  reported. 

Wages  and  salaries 
grew  as  well,  but  the 
gain  was  not  as  large. 
Pay  in  the  second 
quarter  totaled  $6.17 
trillion,  up  just  1.2% 
from  the  old  $6.09 
trillion  figure. 


What  the  data  suggest  is  that 
companies  relied  more  on  cost- 
cutting  in  this  recovery  than  was 
thought.  The  resulting  productiv 
growth  benefited  capital  more  th 
labor.  The  data  also  explain  why 
workers  have  been  so  pessimistic 
this  business  cycle,  even  though 
unemployment  rate  did  not  rise  r 
by  historic  standards. 

Still,  the  income  revisions  add 
the  case  for  a  stronger  2004  econ 
Corporations  have  the  cash  to  ke 
boosting  their  capital  spending.  I 
increased  demand  should  acceler 
the  revival  in  job  growth.  As  a  res 
labor  will  capture  more  of  next 
year's  increase  in  income,  both 
through  new  hirings  and  from  ga 
in  real  wages  as  the  labor  market! 
tighten  and  inflation  stays  low.  Th 
upshot  is  that  consumer  spending 
should  do  well  in  2004  even  as  th> 
stimulus  from  tax  cuts  and  mort] 
refinancing  wanes.  ■ 
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CURRENCY 


THE  INCREDIBL 


The  buck  keeps  sliding,  even  as  the 
U.  S.  economy  revs  up.  That's  a  plus 
for  business-but  there  are  risks  ahead 


WITH  ALL  THE 
great  news  on  the 
economy,  you'd 
think  the  dollar 
would  be  soaring. 
U.S.  economic 
growth  clocked  in 
at  an  astounding  8.2%  in  the  third  quar- 
ter. Corporate  profits  are  taking  off.  And 
stock  prices  are  climbing,  with  the  Dow 
Jones  industrial  average  flirting  with  the 
10,000  milestone.  Yet  the  once-mighty 
buck  is  crumbling.  Although  it  bounced  a 
bit  on  Dec.  10  thanks  to  heavy  buying  by 
the  Bank  of  Japan,  the  greenback  is  still 
trading  near  a  record  low  vs.  the  euro  and 
multiyear  lows  vs.  the  yen,  Swiss  franc, 
pound  sterling,  and  Australian  dollar. 

So  why  is  the  dollar  losing  altitude  just 
when  the  economy  is  taking  off?  In  large 
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part,  if  s  Washington's  doing.  Thanks  to 
the  Federal  Reserve's  easy  monetary  pol- 
icy—and its  promise,  repeated  on  Dec.  9, 
that  money  will  flow  freely  "for  a  consid- 
erable period"— faster  economic  growth 
isn't  driving  the  higher  interest  rates  that 
would  tempt  global  investors  to  hold 
more  dollars.  The  Bush  Administration's 
laissez-faire  currency  policy,  which  ac- 
cepts a  deeper  dollar  decline  to  help  hard- 
pressed  manufacturers,  is  another  reason 
investors  are  wary  of  owning  too  many 
greenbacks.  And  the  Administration's 
protectionist  forays,  along  with  its  cut- 
tax-and-spend  budget  policy,  provide 
added  reasons  for  caution. 

FREE  LUNCH 

BEHIND  THE  DOLLAR'S  weakness  is  the 
gaping  U.S.  trade  deficit  and  America's  in- 


creasing difficulty  in  attracting  foi 
money  to  finance  it.  The  compositic 
the  capital  that  is  coming  to  the  U.i 
who's  providing  it  has  changed,  puj 
downward  pressure  on  the  dollar, 
than  huge  corporate  investments  i 
Daimler  Benz  combining  with  Chr 
now  the  U.S.  is  dependent  on  more  ] 
financial  flows  into  stocks  and  bonds : 
foreign  investors  and  support  from . 
central  banks. 

So  far,  the  greenback's  decline  has  1 
a  welcome  development  for  U.S.  cor 
nies.  In  fact,  says  Marc  Chandler,  chief  | 
rency  strategist  of  HSBC  Holdings  PI 
New  York,  it's  as  close  to  a  free  lunc 
things  can  get.  "Obviously,  our  exp 
benefit  from   the  weaker  dollar." 
Nathan  J.  Jones,  chief  financial  office 
farm  equipment  maker  Deere  &  Co.   k 
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HOT  OFF  THE  PRESS 

A  widening  trade 
deficit  is  driving 
down  the  dollar 


11 


exports  rose  to  their  highest  level  in  more 
than  two  years  in  September.  The  falling 
dollar  also  pads  the  profits  that  U.S.  multi- 
nationals earn  on  their  operations  abroad. 

At  the  same  time,  the  declining  dollar 
hasn't  pushed  up  inflation.  Non-oil  im- 
port prices  were  up  just  0.7%  in  the  year 
to  October.  Nor  have  the  buck's  travails 
hurt  U.S.  financial  markets.  While  bond 
yields  rose  on  Dec.  9  after  the  Fed 
showed  less  concern  about  a  fall  in  infla- 
tion, they're  low  by  historical  standards. 

There  are  risks,  of  course.  Currency 
moves  tend  to  affect  inflation  with  a  long 
lag,  so  there's  a  danger  the  U.S.  is  storing 
up  trouble  down  the  road.  The  weaker 
dollar  is  already  pushing  up  prices  of 
many  commodities,  including  gold.  And 
OPEC  cited  the  weak  greenback  on  Dec.  3 
as  a  reason  why  it's  keeping  oil  prices  up. 

The  uneven  nature  of  the  dollar's  de- 
cline is  also  a  concern.  The  dollar  has  fall- 
en much  more  against  the  euro— which  is 
up  46%  vs.  the  greenback  since  October, 
2002— than  against  Asian  currencies,  in- 
cluding the  yen,  which  is  up  less  than  half 
that.  One  especially  controversial  ex- 
change rate— the  yuan-dollar  rate, 
pegged  by  China  to  prevent  fluctua- 
tions—hasn't  changed  at  all.  If  Europe 
continues  to  feel  the  brunt  of  the  dollar 
drop,  its  fledgling  export-led  economic  re- 
covery could  grind  to  a  halt,  hurting  the 
global  economy. 

SHIFTING  OUT  OF  STOCKS 

IN  THE  ROARING  '90s,  the  rising  U.S. 
current  account  deficit  didn't  matter 
much  for  the  dollar.  At  a  quarter  of  a  bil- 
lion dollars  in  1999,  the  gap  between  im- 
ports and  exports  was  roughly  half  of 
what  it  is  today  at  a  time  when  investors 
saw  the  U.S.  stock  market  as  the  best 
game  in  town.  But  now,  the  deficit  is 
pushing  a  record  5%  of  gross  domestic 
product— a  level  that  Fed  research  sug- 
gests can't  be  sustained.  And  global  in- 
vestors are  chock-full  of  dollars  after  a 


DOLLAR  WOES 


<■ 


buying  binge  that  pushed  the  U.S. 
currency's  share  of  their  stock  and 
bond  portfolios  up  to  50%  from 
30%  in  the  early  '90s,  says  former 
Fed  official  Catherine  L.  Mann. 
With  the  trade  deficit  continuing  to 
mount,  investors  need  to  add  to  the  pro- 
portion of  dollars  they  hold  to  prevent  the 
currency  from  falling.  But  there's  no  sign 
they're  willing  to  do  that,  especially  since 
the  U.S.  is  using  the  foreign  capital  to  fi- 
nance a  ballooning  budget  deficit. 

As  the  deficit  has  swelled,  there  has  been 
a  shift  in  foreign  buying  away  from  equity 
purchases,  which  tend  to  be  driven  by  dif- 
ferences in  economic  growth  rates  be- 
tween countries,  to  bond  purchases,  where 
interest-rate  differentials  are  what  counts. 
That  has  been  the  case  particularly  for  Eu- 
ropean investors,  who  pulled  back  sharply 
from  the  U.S.  stock  market  after  the  bubble 
burst  in  2000  and  show  no  sign  of  return- 
ing. What's  more,  risk-averse  investors  in 


the  US.  Treasury 
are  more  prone  fc 
their   exposure 
dollar  by  selling 
backs.  Data  c 
State  Street  Co: 
its  institutional 
clients  worldwid 
gest  such  hedg: 
picked  up  sharply. 

With  foreign 
investors  less 
hold  dollars,  Asi 
tral  banks  are  t 
the  slack,  says  o 
ant  David  Gilm 
Foreign  Exchange 
lyrics.  To  avoid  ap 
tion  of  their  cum 
that  would  hurt  e: 
central  banks  in 
Japan,  and  other 
countries  are  bu 
dollars  to  invest  th 
U.S.  Treasury  deb 
eign  central  b 
own  more  than  $ 
lion  of  U.S.  securiti 
U.S.  investors,  ti 
eluding  Warren  E 
fett  and  George  Soros,  are  moving  n 
out  of  dollars.  Through  the  first 
months  of  this  year,  U.S.  investors  be 
$579  billion  of  foreign  equities;  h 
same  period  last  year,  they  sold  $8 
lion.  Much  of  that  has  gone  to  Japar 
other  markets  in  Asia. 

While  a  short  term  dollar  boun  " 
possible,  many  experts  think  the  buc 
a  lot  further  to  fall  before  the  currei 
count  deficit  reaches  a  more  manag<  f' 
level.  But  as  long  as  the  drop  continu 
be  gradual— and  not  the  crash  Ian 
that  some  fear— it  should  be  a  plus  fo  ' 
U.S.  and  world  economy.  ■ 

-By  Rich  Miller  in  Washington, 
Michael  Arndt  in  Chicago,  Kerry  Cap 
London,  and  David  Fairlamb  in  Fraw 


HEADING  OVERSEAS 

The  weaker  dollar  is 
boosting  exports  for 
U.S.  manufacturers 
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As  interest  rates  fall and  the  trade  deficit  grows the  dollar  tumbles especially  against  the  eur 
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LEE  WALCZAK  AND  ALEXANDRA  STARR 


>orft  Get  Too  Cocky,  Dr.  Dean 

I  ex-gov  has  a  long  way  to  go-expanding  his  base  and  calming  fears  of  a  rout 


•  • 


co; 

OWARD  DEAN'S 
Presidential  express  is 
chugging  out  of  the  station, 
transforming  a  onetime 
insurgent  into  what  looks  like 
unstoppable  force.  Dean's  Dec.  9 
lorsement  by  Establishment  favorite 
}ore  confirmed  what  many  party 
idits  have  sensed  for  weeks:  The 
monter  with  the  brusque  bedside 

ier  has  become  the  odds-on 

I  ite  to  win  the  nomination, 
vorite,  yes.  Nominee-in- 
ng— not  quite  yet.  While  there's 
■ying  that  the  former  Vermont 
•nor  has  become  the  man  with 

^  10,  it's  premature  to  anoint  him 

e  the  balloting  begins.  That's 

ise  Dean  has  yet  to  broaden  his 

from  a  narrow  core  of  idealistic 

?e  students  and  old-time  lefties. 

las  Dean  laid  to  rest  the  worries 

lis  Bush-bashing  campaign 

I  lead  to  crushing  Democratic 

cks  in  2004.  Among  the 

ions  that  remain: 

^FUNCTION  AT  THE  JUNCTION.  It's  traditional  for 

tcrats  to  run  leftward  in  the  early  going,  but  Dean's 

lism  risks  a  breach  with  party  moderates.  He  ditched 
^    m-era  tealty  to  free  trade;  unlike  many  rivals,  he  would 

I I  all  of  President  Bush's  tax  cuts,  even  those  for  the  middle 
^m.  he  is  stridently  antiwar;  and  he  paints  a  dire  picture  of  an 

^Jfnm  that's  captive  to  sinister  corporate  giants. 

rtlv  because  he  is  locked  in  a  tight  battle  with  fellow 
U  Missouri  Representative  Richard  A.  Gephardt  in  the 
<■)  Iowa  caucuses,  I  Van  is  still  barreling  down  the  left 
if  the  Hacks.  Net  he  was  viewed  as  a  tightwad  governor, 
it  Medicate  cost  curbs,  and  favors  gun  ownership.  "Now 
Van  is  the  front-runner,  the  timetable  moves  up  for  a 
Do  the  center,"  says  strategist  Kenneth  Baer.  "He  has  to 
at  ,\  it  In  nit  alienating  a  fervent  group  of  I  core] 
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AL'SMAN  Gore's 
nod  puts  Dean 
firmly  in  front 
4~    '1 
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5H  NOON.  So  t ;ir,  the  campaign  has  been  an  easy  glide  for 

inn  easy,  i  le  ma]  yel  face  a  climactic  duel  with  a 
ist  foe    most  likeh  ex  Genera]  Wesley  K.  Clark  Altera 


shaky  start,  Clark  is  getting  his  act  together,  and  he's  poised 
to  collect  more  than  $10  million  in  the  current  quarter.  The 
cash  will  blanket  states  with  ads  depicting  Dean  as  George 
McGovern  in  a  white  smock. 

Here's  a  scenario  to  ponder:  Dean  comes  in  second  in  the 
Iowa  caucuses.  He  goes  on  to  take  first  place  in  the  Jan.  27 
primary  in  New  Hampshire— only  to  find  a  surging  Clark 
right  behind  him.  The  showdown  finally  happens  on  Feb.  3, 
when  Clark  sets  out  to  ambush  Dean  in  more  moderate  states 
such  as  South  Carolina,  Oklahoma,  and  Arizona.  "The  fact 
that  Dean  is  adamantly  against  tax  cuts  could  hurt  him— that 
and  his  stand  on  gay  marriage,"  says  Susan  A.  MacManus,  a 
political  scientist  at  the  University  of  South  Florida.  "Besides, 
the  antiwar  thing  doesn't  plav  well  in  the  South." 

NARROW  APPEAL.  Thus  far, 
Dean's  base  is  dominated  by  Net- 
heads  and  highly  educated  liberals. 
He  needs  to  connect  more  solidly 
with  other  constituencies.  First, 
there  are  black  voters.  Most  African 
Americans  don't  know7  Dean,  and 
many  who  do  bristle  at  his  clumsy 
remarks  on  the  Confederate  flag. 
Then  there  are  those  missing 
Deanies  in  America's  upscale 
suburbs,  where  Dean's  populist 
rants  alarm  the  investor  class. 
"Most  suburban  voters  believe  big 
corporations  are  getting  too  much 
of  a  break  from  George  W.  Bush." 
says  pollster  Mark  J.  Penn.  "But 
they  also  believe  in  sensible  pro- 
growth  policies.  They  think 
wholesale  re-regulation  would  cost 
America  jobs." 

Can  Dean  meet  these 
challenges?  Absolutely.  In  truth, 
he  has  been  far  more  nimble  than 
many  pundits  reckoned.  And 
there's  no  denying  that  Dean  has 
galvanized  once-apathetic  young 
people  and  Democrats  who  want 
the  party  to  stand  for  something 
besides  low-cal  Republicanism.  But  unless— and  until— the 
internist  with  the  sharp  scalpel  shows  that  he  can  articulate 
an  inclusive  message,  don't  rush  out  and  order  Dr.  Dean's 
prescription.  There's  still  a  primary  battle  to  be  won,  and 
Dean  hasn't  won  it .  ..vet.  ■ 

-With  Richard S.  Dunham  in  Durham.  XII. 
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STOCK  OPTIONS 


WILL  EXPENSING 
COST  THE  U.S.  JOBS? 

Tech  execs  claim  new  accounting  rules 
could  force  them  to  send  work  overseas 


HIRTY-FIVE  YEAR  CHIP 
industry  veteran  E. 
Thomas  Hart  plans  on  do- 
ing something  unprece- 
dented. At  an  upcoming 
monthly  staff  meeting,  the 
chief  executive  of  chip  de- 
sign company  QuickLogic  Corp.  will  talk 
politics.  Hart  will  urge  more  than  100  em- 
ployees in  Sunnyvale,  Calif,  to  write 
members  of  Congress  asking  them  to 
support  bills  that  would  put  off  rules  re- 
quiring companies  to  expense  stock  op- 
tions. "We're  telling  our  employees  that  if 
this  matters  to  you,  you  ought  to  stand  up 
and  be  counted,"  says  Hart. 

Hart's  appeal  to  his  workers  is  part  of  a 


last-ditch  lobbying  effort  by  the  tech  in- 
dustry to  preserve  options  in  their  current 
form.  Faced  with  an  almost-certain  ruling 
next  year  by  the  Financial  Accounting 
Standards  Board  requiring  companies  to 
report  the  value  of  their  options  on  their 
income  statements,  normally  apolitical 
tech  executives  like  Hart  are  backing  an 
industrywide  letter-writing  campaign 
and  trekking  to  Washington  to  talk  to 
their  representatives. 

But  forget  about  the  arcane  accounting 
technicalities  that  have  dominated  the  de- 
bate so  far.  In  the  face  of  growing  concern 
about  sluggish  job  growth  and  outsourc- 
ing to  Asia,  tech  executives  have  settled  on 
a  far  more  potent  strategy:  They're  playing 


Tech 
Plays  the 
Job  Card 


JOBS 

Expensing  options  could  raise  the 
costs  of  U.S.  workers,  causing 
more  hiring  to  shift  to  India  and 
China,  where  employees  already 
cost  80%  less. 


R&D  DILEMMA 

California's 
Microsemi  may 
boost  Asia  hires 


the  jobs  card.  IV 
expense  option; 
warn,  and  the 
worrisome  leac 
tech  positions 
will  only  accelerate— even  if  the  ec 
improves.  As  it  becomes  even  more 
to  employ  American  workers  comp; 
their  foreign  rivals,  tech  execs  say, 
force  expansion  will  take  place  in  lo 
countries  rather  than  in  the  U.S.  "I 
will  impact  whether  we  grow  heac 
again  to  the  same  extent  in  the 
not,"  says  John  T.  Chambers,  CEO 
working  giant  Cisco  Systems  Inc. 

It's  a  bold,  if  long-shot,  strateg 
vestors,  accountants,  and  governah 
perts  firmly  in  favor  of  expensing 
likely  to  be  swayed.  Linking  jobs 
pensing  options  amounts  to  little 
than    political    "extortion,"    says 
Minow,  chairman  of  Corporate  Li 
LLC,  a  governance  consulting  gro 
Portland,  Me.  She  and  others  say  th 
debate  shouldn't  be  muddied  with  i 
unrelated  to  the  accuracy  of  financ: 
porting.  What  matters  is  that  optio 
sued  to  employees  have  value  and  t 
fore  they  must  be  expensed.  "The  te 
argument  is  bankrupt,"  says  Paul 
Miller,  an  accounting  professor 
University    of   Colorado    at    Colcfc^, 
Springs.  "If  s  saying  the  only  way  w  j|  ^ 
maintain  our  competitiveness  is  thr 
organized  misrepresentatibns  in  o 
nancial  statements." 

The  all-out  lobbying  effort,  though 
given  rise  to  hopes  within  the  inc 
that  it  can  successfully  change  min 
Washington.  A  House  bill  that  woul<  j  qJ- ' 
lay  the  FASB  ruling  has  attracted  10* 
sponsors.  A  visit  by  30  technology 
to  Washington  in  late  September 
have  helped.  Within  weeks,  one  of 
senators  they  visited,  Michael  B.  Enz 
Wyo.),  submitted  a  bill  that  would  a 
expensing  rules  only  to  stock  opt 
granted  to  the  five  top  executives,  n(  ,B 
rank-and-file  employees.  Enzi's  propi  • 
which  has  so  far  attracted  10  co-spons  \S 
would  also  let  newly  public  compa  ,, 
avoid  expensing  options  for  three  ye£ 
Enzi's  compromise,  though,  dot 
have  much  chance  of  becoming  law.  ( 
ics  have  pointed  out  the  difficulty— 
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EDUCATION 

Without  the  lure  of  stock  options, 
the  U.S.  might  not  produce 
enough  tech  grads  to  meet 
companies'  needs-and  support 
faster  innovation  here. 


COMPETITIVENESS 

If  tech  jobs  continue  to  flow 
overseas,  innovative 
companies  will  be  formed 
there,  emerging  as  strong 
competitors  to  the  U.S. 
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■lual  inconsistency-  of  expensing 
s  for  only  one  class  of  employee. 
lore  than  two  dozen  senators  ai- 
re on  record  urging  FASB  to  stick  to 
s.  Many  are  mindful  that  Congress 
K  i  \su  the  go-ahead  to  set  ac- 
lg  standards  as  part  of  the  Sar- 
Oxley  Aet  reforms,  so  lawmakers 
look  foolish  if  they  changed  their 
jw.  Nor  does  FASB  show  any  signs 
ing  down.  "Investors  want  expens- 
■  Sixpack  has  been  sending  us  un- 
d  letters  demanding  that  we  close 
>phole,"  says  a  senior  FASB  official. 
ltttf 
*G  TO  COMPROMISE 
K),THE  prospect  of  expensing  has 
a  frenzy  of  tech  industry  lobbying, 
this  year,  luminaries  such  as  Intel 
raig  R.  Barrett  descended  on  Con- 

1  \nd  the  emergence  of  the  Enzi  bill 
t  off  a  new  wave.  The  American 
mics  Assn.  plans  to  lobby  Senate 
ouse  staffers  during  the  winter 
ind  will  bring  30  more  technology 
d  the  Capitol  in  March.  Industry  ex- 
that  they're  willing  to  compromise 
11  to  find  a  method  of  valuing  op- 
lat  won't  devastate  their  earnings, 
r  hope  is  that  legislators  will  begin 
tify  the  stock  option  expensing  de- 
vith  the  employees  whose  jobs 
be  lost,  rather  than  with  greedy 

ll|  vho  feathered  their  nests  with  op- 
i  the  go-go  1990s.  An  August  sur- 
the  AEA  showed  that  public  high- 
impanies  on  average  grant  stock 
8  to  84%  of  their  employees.  Mi- 

«il  ui  Corp.,  an  Irvine  (Calif.)-based 
>mpany  that  hands  out  options  to 
'its  workforce,  says  an  adverse  op- 
iiling  could  affect  its  hiring.  Al- 
about  20%  of  1,600  employees  are 
I  Predicts  Chief  financial  Officer 
R.  Sonksen:  "'This  will  drive  more 
'logy  development  offshore." 
i  execs  may  have  a  hard  time  con- 
;;  lawmakers  that  options  expens- 
1  make  a  big  difference  in  their  hir- 
isions.  Already,  companies  such  as 
Hewlett  Packard,  and  Cisco  have 
BCtensively  in  India  in  search  of 
talent.  That  march  will  no  doubt 
,ie  no  matter  what  the  outcome  of 
.ions  debate.  Still,  playing  the  jobs 

an  election  year  is  likely  to  get  the 
on  of  lawmakers  a  lot  faster  than 
g  the  merits  of  the  Blaek-Scholes 
for  pricing  options.  That's  u  In  it's 
D  early  to  count  out  the  anti  e\ 
b  lobby  nisi  yet  ■ 
Bj  Steve  Hamm  in  New  York,  with 
Ann  Borrus  and  Mike  McNameein 
Washington 
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Chambers:  Stock  Options 
Inspire  Innovation 


John  T.  Chambers,  chief 
executive  officer  of  networking 
giant  Cisco  Systems  Inc.,  is  an 
outspoken  critic  of  upcoming 
accounting  rules  requiring 
companies  to  expense  stock  options.  In 
an  e-mail  exchange  with  Senior  Writer 
Steve  Hamm,  Chambers  explains  his 
position: 

You  argue  that  expensing  options  will 
cost  the  U.S.  jobs.  Why? 

Entrepreneurial  jobs  are  no  longer 

geographically  bound.  The  next  Silicon 

Valley  can  happen  anywhere  in  the  world. 

The  education  level  of  workers  in  other 

countries  has  caught  up  with  and  is 

passing  the  United 

States.  America  is 

starting  to  lose  its 

world-leading 

position  in 

innovation— meaning 

expensing  couldn't 

come  at  a  worse 

time.  All  leading 

technology 

companies  have  used 

stock  options  to 

inspire  employee 

innovation  and 

results,  while 

shareholders  have 

certainly  benefited.  If 

this  incentive  is  taken 

away  or  dramatically 

limited,  I  believe  that  even  more  jobs 

created  over  the  next  two  decades  will  go 

offshore,  creating  a  growing  competitive 

advantage  over  the  U.S. 

Why  do  you  expect  this  argument  to 
have  resonance  now? 

There  are  three  primary  reasons.  First,  it 
has  become  clear  that  stock  option 
expensing  will  not  accomplish  its  intended 
goal  of  better  accounting  or  corporate 
governance.  More  and  more,  experts  are 
starting  to  agree  that  expensing  under 
current  models  does  not  create  greater 
accounting  accuracy,  transparency,  or 
reliability.  Second,  the  fact  that  there  will 
be  negative  effects  on  jobs,  competition, 
and  productivity-factors  not  initially 


considered-is  now  at  the  forefront  of  the 
minds  of  most  Americans.  And  third,  we're 
seeing  more  government,  business,  and 
economic  leaders,  and  shareholders  begin 
to  realize  that  the  decision  to  expense 
cannot  be  made  in  isolation.  It  is  part  of  a 
much  larger  equation  with  very  serious 
downside  potential  if  improperly 
implemented. 

Critics  say  the  tech  industry  is  just 
looking  for  a  handout.  It's  the  steel 
industry  all  over  again.  What's  your 
response? 

This  is  an  entirely  different  scenario.  We 
are  not  asking  for  tariffs,  for  subsidies,  or 
for  cash.  We  are  asking  for  a  level  playing 
field  based  on  the 
values  of  ownership 
and  risk-taking.  We 
want  to  ensure  that 
U.S.  companies 
retain  the  ability  to 
use  broad-based 
employee  stock 
options  as  an 
incentive  to 


encourage 
ownership  and 
innovation.  Our 
country's  global 
competitors, 
especially  in  Asia, 
will  continue  to  use 
employee  stock 
option  plans  for  a 
significant  competitive  advantage. 

How  big  are  the  risks  to  the  tech  sector 
longer-term? 

I  hope  that  I'm  wrong,  but  I  believe  that  U.S. 
tech  employment  would  most  likely  see  a 
major  decline  over  the  next  several 
decades,  at  a  time  when  technology  jobs 
will  increase  in  other  parts  of  the  world.  At 
this  time,  I  think  the  No.  1  rule  should  be  to 
"do  no  harm."  Suppose  there  is  only  a  50- 
50  chance  that  expensing  options  will  lead 
to  the  kind  of  negative  impact  on  U.S. 
competitiveness  I've  described.  That's  a 
risk  I  think  we  need  to,  at  a  minimum, 
consider  much  more  carefully  in  terms  of 
the  potential  economic  and  job  downside 
implications. 
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News  Analysis  &  Commentar 


COMPENSATION 


'EVERYBODY  SHOULD 
BE  A  LITTLE  NERVOUS' 

The  IRS  is  going  after  the  last  bastion  of 
accounting  creativity— executive  pay 


OR  YEARS,  THE  INTERNAL 
Revenue  Service's  policy  on 
matters  related  to  executive 
pay  has  been  distinctly 
hands-off.  Only  rarely  did 
corporate  audits  venture  into 
executive  pay  packages.  With 
that  set  to  change,  however,  CEOs  may 
soon  have  another  thing  to  worry  about. 
About  six  months  ago,  the  agency  qui- 
etly began  what  looks  increasingly  like 
an  an  all-out  assault  on  tax-code  viola- 
tions in  connection  with  gargantuan  ex- 
ecutive pay  packages.  The  IRS  says  it  in- 
tends to  make  executive  pay  a  part  of 
every  corporate  audit  from  now  on.  In 
audits  of  two  dozen  of  the  nation's 
biggest  companies,  its  agents  have  al- 
ready begun  focusing  on  stock  options, 
fringe  benefits,  and  golden  parachute 
payments.  The  goal:  to  get  companies 
and  executives  who  underpaid  their  tax- 
es to  cough  up  what's  owed— and  to  con- 
vince them  to  change  their  ways. 
"They're  clearly  sending  a  signal  that  it's 
no  longer  a  kinder,  gentler  IRS,"  says 
David  R.  Fuller,  a  Washington  tax  attor- 
ney with  clients  targeted  in  the  IRS 
sweep.  "I  don't  see  this  blowing  over." 

The  IRS  is  inserting  itself  into  the  ex- 
ecutive-compensation fray  at  a  particu- 
larly auspicious  moment.  In  the  wake  of 
Richard  A.  Grasso's  resignation  from  the 
New  York  Stock  Exchange  over  his  $188 
million  pay  package,  the  spectacle  of  L. 
Dennis  Kozlowski  allegedly  squandering 
Tyco  International  assets  for  personal 
use,  and  the  questionable  tax  strategies 
employed  by  top  executives  at  Sprint, 
public  anger  over  the  issue  has  reached  a 
fever  pitch. 

THE  CREATIVITY  FACTOR 

BUT  IT  ISN'T  THE  size  of  the  pay  pack- 
ages that  has  the  IRS  leveling  its 
sights— it's  the  way  they're  constructed. 


4P*% 


Under  Scrutiny 


EXECUTIVE  PERKS  Audits  will  determine  if  execs  are 
properly  declaring  company  jets,  housing 
reimbursements,  loans,  and  deferred  compensation. 


STOCK  OPTIONS  The  IRS  wants  to  make  sure  companies 
are  taking  deductions  on  options  when  they're  cashed  in— 
and  that  execs  are  declaring  them  as  pay. 


GOLDEN  PARACHUTES  If  execs  aren't  declaring  big 
payouts  received  as  part  of  severance  deals,  the  IRS 
says  it  will  crack  down. 


Data:  Internal  Revenue  Service 


The  bonuses,  stock  and  option  grants, 
deferred  compensation,  and  litany  of 
perks  that  make  up  a  typical  executive 
pay  package  leave  a  lot  of  room  for  imag- 
inative taxpaying  strategies,  for  both  the 
company  and  the  executive.  New  laws 
passed  in  die  last  decade,  and  the  never- 
ending  stream  of  court  cases  and  IRS 
rulings,  add  to  the  opportunity  for  tax 
dodges.  "The  complexity— the  creativi- 


ty—has really  grown,"  says  Keit 
director   of  field    specialists 
agency.  "It's  now  higher  on  ou| 
screen  than  it  was  five  years  ago. 

OPEN  SEASON 

SO  WHAT  ARE  THE  taxmen  lookil 
In   a  word,   everything.   Stock] 
grants  and  deferred-compensatiq 
tributions  that  are  deducted  too  i 
the  company,  excess  company  pa^ 
for  life-insurance  policies  that 
declared  as  income  by  the  executij 
company  deductions  that  violate  | 
million  cap  on  deductible  comper 
are  all  in  the  IRS  crosshairs.  Jones  I 
the  compliance  program  will  rel 
"adjustments   and  I 
paid"  by  both  comj 
and     individuals, 
much,  though,  is  oj 
debate.  Donald  C. 
der,  a  former  IRS  co| 
sioner,  says  he  si 
noncompliance  is 
mal.  But  some  ext 
compensation    ej 
predict  that  violatioij 
be  numerous— espd 
at  many  smaller  cq 
nies,  where  lavish  pe 
lure  executive  talenl 
not  always  get  the 
rigorous    tax    treat! 
Says    Brent   Longnl 
an  executive-compj 
tion   consultant 
in    Houston:    "Ej 
body  should  be  a 
nervous." 

By  making  such  il 
part  of  every  corporal 
dit,  the  IRS  hopes  cof 
nies  will  put  a  highe| 
ority  on  strict  compli 
"To  the  extent  that 
are  some  pockets  of 
compliance,  this  wou 
something  that  woul 
you  walking  the  str 
and  narrow  very  qui 
says  Robert  Willens, 
and  accounting  analj 
Lehman  Brothers  Inc 
One  thing  seems  certain:  Comp< 
that  ignore  the  new  IRS  initiative  wi 
so  at  their  peril.  Remember,  it  was 
squad  of  G-men  who  finally  broi 
down  Al  Capone— it  was  an  army  of 
cil-packing  IRS  agents.  Now  the  c 
paid  executive  is  the  IRS'  new  pi 
enemy  No.  1.  ■ 

-By  Louis  La 
in  New 
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fee  software  integrated, 
^ee  business  automated, 
•ee  ROI  escalated. 
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Rational  software.  Through  market-leading  tools  and  proven  best  practices,  Rational  offers  the 
expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
(('business  on  demand  software 
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CELL  PHONES 


AMERICA  ZOOMS  IN 
ON  CAMERA  PHONES 

Suddenly,  the  market  is  hot— and  Asian 
companies  are  grabbing  it  first 


OR  MONTHS,  JOHN  D. 
Downey  steered  clear  of 
phones    with    cameras, 
fearful  that  handling  the 
click-on  gadgetry  would 
be  complicated.  But  early 
this   fall,  the   Sprint   PCS 
Group  customer  was  seduced  by  a  sim- 
ple Sanyo  SCP-8100  with  a  built-in  cam- 
era. Suddenly,  Downey  became  a  picture- 
snapping  fanatic,  shooting  photos  of  his 
six  kids  to  send  to  grandma.  And  as  own- 
er of  Broski  Fence  Co.  in  Kansas  City, 
Mo.,  he  uses  the  phone  to  click  and  e- 
mail  pictures  offence  parts  to  suppliers. 
"Since  it's  always  with  me,  I  can  use  it  on 
a  daily  basis  and  not  get  bogged  down 
figuring  out  how  the  damn  thing  works," 
Downey  says. 

With  wireless  carriers  pushing  lucra- 
tive new  photography  and  multimedia 
services,  camera  phones  are  suddenly  hot 
in  the  U.S.  From  virtually  nothing  in 
2002,  sales  of  photo-friendly  handsets 
should  hit  5  million  units  this  year  and 
soar  to  48.5  million  in  North  America  by 
2006.  Sounds  like  good  news  for  the  two 
biggest  suppliers  of  mobile  phones  in  the 
U.S.,  Nokia  and  Motorola,  right? 

It  should  be,  but  the  shift  also  creates 
big  risks.  After  all,  during  transitions  to 
new  technologies,  upstarts  have  a  rare 
opportunity  to  gain  ground  on  estab- 
lished  players.  Nokia  should  know:  It 
went  from  nobody  to  No.  1 
during  die  move  from  analog     Nokia  is 
to  digital  phones  in  the  1990s,        - 
displacing     Motorola.    Now,    plaVinff 
Asian     consumer-electronics  .     -i 

companies   are   seizing   this     CaLCn~U.p? 
photo   opportunity   to   chal-    -iT/VijIp* 
lenge  Nokia  and  Motorola  like 
never  before. 

Although  shar.-  figures  are 
a  well-kept  secret  in  the 
emerging   U.S.   market,  the 


How  did  the  Asians  manage  t< 
Thanks  to  speedy  data  networks 
more  conducive  to  e-mailing  j 
than  are  U.S.  systems,  dema: 
photo-snapping  handsets  took  off 
three  years  ago.  That  has  given 
and  Japanese  phone  makers  a  bi 
start  incorporating  new  capability 
the  complex  handsets. 

Moreover,  many  suppliers  of 
components    are    Japanese,    en 
Asian  phone  makers  to  work  close 
them.  The  Asian  players  are  also 
larger  conglomerates  that  have  d 
of  experience  making  consume 
tronics— expertise  they  leverage 
producing  multimedia  phones.  "M 
ognized  that  cameras  wo 
a  hot  trend,"  says  Pe 
Skarzynski,  senior  vice- 
dent    of   Samsung's 
American  wireless   div 
"That    helps    us    kee] 
with  demand." 


pit  is 
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FEATURE-PACKED 
CELLS  FOR  SALE 

1LGVX6000  Average  price:  $100.  Simple 
design  makes  snapping  photos  and  sending 
audio  clips  easy. 

2  NOKIA  3650  Average  price:  $150.  Features 
video,  but  clunky  size  and  complex  keypad 
turns  off  buyers. 

3  SAMSUNG  SPHA600  Average  price:  $200. 
Pricey,  but  sleek  rotating  camera  lens  a  hit. 


Motorola 
dithers 


trend  is  clear:  Having  unleashed  a  vari- 
ety of  models  in  America  when  demand 
finally  took  off  in   the  spring,  Asian 
phone  makers  have  claimed  the  early 
lead.  Samsung,  for  example,  ships  seven 
camera  phones— more  than 
anyone  else— that  make  up 
40%  of  its  US.  volume.  That 
puts  it  at  the  top  of  the  biz 
along  with  Sanyo,  LG,  and 
Sony  Ericsson,  according  to 
Christopher     S.     Ambrosio, 
wireless  director  at  Newton 
Center    (Mass.)     researcher 
Strategy  Analytics  Inc.  Nokia 
lags  just  behind;  Motorola  is 
hardly  in  the  game. 


BARE-BONES  PHONES 

AT   THE    SAME   time,   mi   stt 
leader       Nokia's       tradil  jtion  res 
strength— a  strong  brand,  I  ie users 
through  years  of  market  nm 
may   actually  be   hurting  R,anoi 
company.  As  wireless  ca]  amSha 
such  as  Sprint  introduce  pn  ip| 
ing  new  multimedia  offer  r^y 
they  want  to  highlight  their  icanarr 
names  and  services  as  mu<  sonto  b 
the  manufacturers'  brands,  h^ 
damages  entrenched  icons    idieNi 
as  Nokia  and  Motorola  far  l  Ly; 
than  upstarts  like  Sanyo  an<  uieverl 
But   Nokia   can't  blam<  cethen 
challenges  solely  on  the  can  1%, 
The  company  was  early  to  Istarts 
U.S.  market  with  its  3650  cai  sfejf 
model  last  fall,  a  phone  that  ji«r 
takes  video  clips.  But  its  ch  ifcj; 
design  and  poor  screen  qu  f|ie 
pale  next  to  high-resolution,  user-fri<  r 
ly  Asian  models.  Moreover,  Nokia  ha; » 
to  deliver  a  picture  phone  to  Ver  \,:i., 
Wireless,  the  nation's  biggest  carrier,  tm 
to  Sprint,  the  camera-phone  leader,  n^ 
reason:  Nokia  is  a  relative  newcome  ■; 
the  CDMA  technical  standard  used 
those  and  a  few  other  U.S.  carriers, 
boost  its  presence  in  the  U.S.,  Nokia  »•■ 
focused   instead   on   bare-bones  v<  ^ 
phones  for  CDMA  carriers. 

Of  course,  Nokia  doesn't  plan  to  let 
Asians  corner  the  U.S.  camera-phi 
market.  A  new  version  of  its  video  pho| 
with  better  color  and  a  simpler  keypad! ' 
due  this  month.  And  Nokia  aims  to  ddl 
er  at  least  four  more  camera  phone 
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jring.  "You  ran  be-  assured  that  the 
or  Nokia  is  to  be  No.  I"  in  U.S.  cam 
K)nes,  says  Randy  C.  Roberts,  direc- 
bnaging  for  Nokia  Americas.  It  had 

Inn  iv.  Nokia  "has  higher  share  now 
t  will  have  next  year  unless  it  comes 
ith  several  more  phones,"  says  Strat- 
nalytics'  Ambrosio. 
at  leaves  Motorola,  with  its  plod- 


ding engineer's  culture,  as  the  odd  man 

out.    The  company  delivered  its  fust 

camera  phone  to  T-Mobile  in  Novem- 
ber   ii  months  after  Samsung,  and  only 

in  limited  supply.  Its  failure  to  jump  on 
the  camera-phone  trend  early  has  cost 
Motorola  dearly.  The  outfit  has  com- 
plained that  it  is  unable  to  get  key  com- 
ponents. But  its  rivals,  who  locked  in 


limited  supplies  early,  have  not  been 
similarly  hurt.  As  Motorola  dithers  and 
Nokia  plays  catch-up,  Japanese  and  Ko- 
rean phoncmakcrs  are  quickly  making 
their  brands  synonymous  with  the 
coolest  technology.  ■ 

-By  Roger  ().  Crockett,  in  Chicago, 

with  Andy  Remluirdt  in  Paris,  and 

bureau  reports 
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ichard  Branson: 
Winning  Virgin  Territory 
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f  anyone  can  make  a  prepaid  phone  plan 
seem  cool,  it's  Richard  Branson.  As  part 
of  his  assault  on  the  fastest-growing 
segment  of  the  wireless  business,  the 
brash  chief  executive  of  Virgin  Group  Ltd. 
»mploying  the  same  full-frontal  sales 
:tics  he  brought  to  music,  air  travel,  and 
:ation  resorts.  He's  targeting  young 
.1  one  users  with  features  such  as  piped- 
ket  nusic  news  from  MTV  Networks  or,  for 
\  .95,  an  outgoing  voice  greeting  from 
Hiam  Shatner.  Afraid  your  date  won't 
n  out?  Virgin  offers  a  bailout  option 
h  "rescue  ring"— an  "emergency"  call 
j  can  arrange  to  receive  so  you  have  a 
ison  to  bolt. 

Branson  himself  showed  up  nearly 
tked  in  New  York's  Times  Square  a  year 
d  a  half  ago  to  kick  off  the  50-50  joint 
one  venture  with  Sprint  PCS  Group. 
ice  then,  Virgin  Mobile  USA  LLC  has 
ked  up  more  than  1  million  users.  The 
;t  start  shows  Virgin's  distinctive 
istyle  pitch  has  connected  with  many 
linger  consumers.  As  the  new  kid  on 
I  block,  Virgin  is  far  from  the  biggest  player. 
&T  Wireless  and  Cingular  each  has  a  fifth  of 
market  for  customers  age  17  to  23, 
mpared  with  Virgin's  5%,  estimates 
nsultant  Adventis.  But  Virgin  was  the  first 
expressly  target  this  group.  And  there 
ja  ould  be  plenty  of  growth  ahead,  since 
lerican  youth  lags  much  of  the  world  in 
l-phone  use-in  the  U.S.,  only  47%  of 
isumers  12  to  24  have  a  cell  phone,  says 
archer  Mintel  International  Group  Ltd., 
mpared  with  80%  or  more  in  many 
ropean  and  Asian  countries.  "They've 
oved  a  point:  that  it's  possible  to  come  in 
th  ,i  new  brand,"  says  Adam  Guy,  senior 
alyst  at  Yankee  Group. 
To  pry  away  those  younger  callers,  Virgin 
playing  on  their  wariness  of  complicated 


plans  and  hidden  fees.  It  offers  the  simplest 
of  prepaid  deals— 25?  per  minute  for  the  first 
10  minutes  each  day,  then  10?  after  that — 
with  no  contracts  and  no  small  print,  under 
the  romantic-sounding  slogan  "Live  without 
a  plan."  In  one  Virgin  spot  running  on  late- 
night  network  TV  and  such  cable  outlets  as 


'■ 


. 


r-ff 


Comedy  Central,  a  young  man-naked 
except  for  a  packaged  Virgin  cell  phone- 
testifies  fervently:  "You  really  freed  me,  Ellen, 
in  my  body,  my  mind,  and  my  soul,  and  I 
want  to  do  something  for  you  in  return.  I  want 
to  give  you  this  Virgin  mobile  phone."  The 


idea,  says  Howard  Handler,  Virgin  Mobile 
USA's  chief  marketing  officer,  is  to  make 
users  feel  they're  part  of  a  community  of 
their  peers.  "We  have  to  keep  them  engaged 
and  happy,  make  them  feel  that  they're  living 
inside  that  velvet  rope,"  he  says. 

Virgin  Mobile  USA  is  guarded  with  its 
data,  but  Yankee  Group's  Guy  figures  it  gets  a 
respectable  $40  per  month  from  each  user 
and  has  kept  customer  acquisition  costs  low. 
Funded  with  $160  million  from  Branson, 
Virgin  Mobile  says  it  is  self-sustaining  now 
and  should  be  in  the  black  by  early  2004. 
Until  recently,  Virgin  had  to  contend  only  with 
sporadic  efforts  from  first-tier  carriers  such 
as  AT&T  Wireless  and  T-Mobile.  But  that's 
changing.  Nextel  Communications 
Inc.,  after  grabbing  250,000  users 
with  a  tie-in  to  skateboard  and  surfing 
events,  is  rolling  out  a  youth  brand, 
Boost  Mobile.  Like  Virgin,  says  Tom 
Hebert,  business  team  leader  for 
wireless  at  retailer  Best  Buy  Co., 
"Boost  has  reached  an  untapped 
market  that  had  very  few  options." 

Of  course,  there's  nothing  to  stop 
other  carriers  from  launching  their 
own  full-fledged  youth  brands. 
Thanks  to  Virgin's  early  success, 
several  are  said  to  be  hearing  pitches 
from  brand  powerhouses  such  as 
Walt  Disney  and  Nike.  Those 
companies  have  far  bigger  budgets 
and  could  use  wireless  as  a  loss 
leader  to  flog  other  products.  That  would  cut 
the  floor  out  from  under  prepaid  pricing.  Just 
because  Virgin  has  carved  out  a  new  niche 
doesn't  mean  it  will  be  alone  for  long.  ■ 
-By  Gerry  Khermouch  in  New  York,  with 
Catherine  Yang  in  Washington 


Youth  Will  Be  Served 

How  Virgin  is  trying  to  lure  young  Americans  to  use  its  prepaid  wireless  plan: 


SIMPLICITY 

Virgin  promises  no  contracts 
and  no  hidden  fees-you  pay 
25?  a  minute  for  the  first  10 
minutes  each  day.  then  10? 
a  minute  after  that 


PROVOCATIVE  ADS    COOL  FEATURES 


Nude  actors  in  holiday  TV 
commercials  make  it  hard  for 
viewers  to  forget  that  with  a 
Virgin  plan,  there's  "nothing 
to  hide" 


Program  a  "rescue  ring"  to 
escape  a  boring  date  or  use 
the  voice  of  Isaac  Hayes  or 
Grandpa  Munster  for  your 
greeting 
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COMMENTARY 


BY  DAVID  WELCH 


Can  Opel  Make  Saturn  Sparkle? 

GM  is  turning  to  its  European  cars  for  salvation.  It  may  be  the  last  best  hope 


FOR  YEARS  NOW,  GENERAL 
Motors  Corp.  has  tried  to  drag 
its  Saturn  Div.  into  the  black. 
While  Saturn's  sales  have 
rebounded  somewhat  from  the 
lows  of  the  late  1990s,  they  aren't  rip- 
roaring.  With  only  three  models,  Saturn 
sales  will  drop  3%  this  year,  to  about 
273,000  vehicles  roughly  where  they 
were  a  decade  ago.  Meanwhile,  losses 

will  hit  roughly  $1  billion.  So  why  bother  investing  in  Saturn 
if  it  doesn't  make  money?  For  one  thing,  Saturn  remains  one 
of  the  rare  U.S.  carmakers  to  attract  import  buyers.  For 
another,  consumers  love  its  no-pressure  sales  tactics.  That's 
why  Robert  A.  Lutz,  GM's  vice-chairman  for  product 
development,  dismisses  critics  who  say  Saturn  ought  to  be 
shut.  He  calls  revitalizing  Saturn  "one  of  our  top  priorities." 

Problem  is,  GM  can't  afford  to  lavish  money  on  fixing  Saturn 
Instead,  BusinessWeek  has  learned,  the  auto  giant  is  turning  to 
its  European  subsidiary,  Adam  Opel,  for  salvation.  GM  is  al- 
ready relying  more  on  Opel,  using  the  plat- 
form for  its  Vectra  midsize  sedan  to  build  a 
replacement  for  Saturn's  slow-selling  L-series 
in  2006.  More  important,  starting  in  2008, 
Opel  will  develop  as  many  as  three  models  it 
will  sell  under  its  brand  at  home  and  as  Sat- 
urns  in  North  America.  The  idea  is  to  share 
development  costs  while  bringing  European 
sophistication  to  Saturn's  faded  brand.  Saturn 
marketers  have  said  they'd  like  to  position  the 
company  between  Volkswagen  and  Honda 
Motor.  If  s  a  risky  plan,  but  one  that  GM  badly 
needs  to  get  right.  Says  a  GM  exec:  "If  this 
makes  it,  Saturn  will  survive." 

The  strategy,  which  the  GM  board  may 
approve  in  January,  faces  big  hurdles.  The 
Saturn  cars  would  be  engineered  in  Germany 
and  built  in  the  U.S.  While  that  makes  sense 
on  paper,  previous  efforts  by  GM,  Ford  Motor 
Co.,  and  others  to  create  cars  for  different 
global  markets  built  on  shared  platforms  have 
been  costly  failures.  And  GM's  efforts  to  sell 
rebadged  Opels  in  the  U.S.  have  fizzled. 

Moreover,  Opel  itself  has  been  in  a  slide  for 
years,  raising  questions  about  whether  it  has 


Help  Is  On 
The  Way 

With  Saturn  sales 
stalled  at  about 
273,000  units-roughly 
where  they  were  a 
decade  ago-GM  is 
counting  on  new  cars 
from  Opel  to  help 
resurrect  the  brand 


the  ability  to  create  cars  jointly  for  Saturn.  In  the  1990s, 
GM  had  the  German  company  develop  cars  for  new  ma] 
South  America  and  Asia,  it  lost  its  focus  in  Europe.  Quali 
slipped  and  Opel  missed  big  shifts  as  the  market  moved  t( 
diesel,  wagons,  and  convertibles.  Now,  if  s  starting  to  reco 
on  the  strength  of  some  new  vehicles;  GM's  shift  of  new  c 
development  for  emerging  markets  to  its  Asian  affiliates 
also  helped.  Losses  are  shrinking,  quality  is  up,  and  Opel 
European  market  share  is  expected  to  hit  9.6%  next  year, 
from  9.3%  in  2003.  Says  James  N.  Hall,  an  analyst  at 
AutoPacific  Inc:  "Opel's  products  are  getting  better."  Still, 
forcing  Opel  to  again  take  on  global  design  chores  could  p 
that  recovery  at  risk. 

GM  also  must  avoid  repeating  mistakes  like  those  that 
doomed  the  current  Saturn  L-Series  sedan,  launched  in  1 
Opel  engineered  the  car  using  the  underpinnings  of  its  Vi 
midsize  car.  While  the  Vectra  was  a  solid  seller  in  Europe 
restyled  it  to  look  like  the  bland  Saturn  S-Series  compact 
also  softened  the  ride,  eliminating  most  of  the  sporty  dri 
dynamics  that  draw  buyers  to  German  cars.  The' upshot: 
neither  the  desired  cachet  of  a  Volkswagen  nor  the 
unquestioned  quality  of  Japanese  cars,  the  L-Series  bomb 

This  time,  GM  insiders  say,  it  will  be  done  differently.  F 
cars  set  to  come  out  starting  in  2008,  Opel  designers  will 
with  their  U.S.  colleagues  to  fashion  cars 
from  scratch.  But  most  of  the  work  will  b 
done  in  Europe.  The  new  models  will  inc 
a  small  SUV,  a  replacement  for  the  Satu: 
compact,  and  a  new  midsize  car  that 
resembles  the  Opel  Vectra.  GM  sources  s; 
future  Saturns  will  feature  Opel's  Europe 
styling  and  driving  performance  so  they 
stand  out  from  GM's  U.S.  models. 

Still,  2008  is  a  long  way  away.  Meanwl 
GM  is  adding  new  cars  to  fill  out  Saturn's 
lineup.  Next  year,  the  Relay,  a  U.S.-design 
minivan  will  appear.  The  following  year,  J 
urn  will  likely  roll  out  a  small  sports  car  b 
on  the  same  platform  as  the  new  Pontiac 
Solstice  roadster,  but  styled  in  Europe.  An 
besides  replacing  the  L-series  with  the  Ve< 
platform,  Saturn  will  sell  a  crossover  SUV 
engineered  and  designed  in  the  U.S. 

GM's  strategy  for  Opel  isn't  perfect,  bu 
beats  the  alternative.  "It's  better  than  wh 
Saturn  would  have  had  any  other  way,"  s 
Hall.  If  Opel  can  give  Saturn  some  good 
cars,  Saturn  may  once  again  become  a 
viable  American  brand.  ■ 
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department  is  a 
profit  center  just  dying  to  get  out. 


PeopleSoft  Human  Capital  Management. 

The  only  real-time  solution  that  drives  a  higher  level  of  business  performance. 

PeopleSoft  HCM  transforms  the  role  of  your  workforce.  Manage  and  mobilize  a  unified,  global  network  of 
employees.  Connect  people  to  business  processes,  anywhere  in  the  world,  anytime,  from  any  Web  device 
Ahgn  your  workforce  with  strategic  business  goals.  And  watch  your  traditional  HR  department  start  driving' 
increased  revenue  growth.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 
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RETAILING 


THE  LOW-CARB 
FOOD  FIGHT  AHEAD 


Atkins5  growing  product  line  is  raking  it 
in.  But  company  is  coming 


HICAGO  LOBBYIST  SAM- 
uel  Smith  lost  35  pounds 
this  year  on  the  Atkins 
Diet.  To  keep  them  off, 
,  the  36-year-old  spends 
up  to  $100  a  week  on 
Atkins'  breakfast  bars  and 
ice  cream,  and  low-carbohydrate  pizzas 
from  other  makers.  That  growing  array  of 
products  is  making  his  new  low-carb 
lifestyle  a  cinch.  Now,  Smith  says,  "I  can 
eat  all  the  things  that  I  want." 

With  an  estimated  32  million  carb- 
conscious  Americans  like  Sam  Smith 
spending  $2.5  billion  a  year  on  low-carb 
foods,  the  diet  once  dismissed  as  a  fad  has 
gone  mainstream.  That's  good  news  for 
the  company  behind  the  craze,  Atkins 
Nutritionals.  Created  in  1997  by 
Dr.  Robert  C.  Atkins,  the  late  car- 
diologist who  pioneered  the  diet, 
the  privately  held  outfit  sells  120 
products  and  has  licensed  its 
name  to  dozens  of  companies. 
On  Dec.  9,  T.G.I.  Friday's  joined 
the  fray,  launching  an  Atkins-en- 
dorsed menu.  "There's  not  much 
growth  in  the  food  industry,"  says 
John  M.  McMillin,  an  analyst  at 
Prudential  Securities  Inc.,  "and 
Atkins  is  getting  most  of  it." 
Well,  for  now  anyway.  With  food 
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BYE-BYE,  FRIES 

An  Atkins  menu 
at  T.G.I.  Friday's 


giants  from  Kraft  Foods  Inc.  to  General 
Mills  Inc.  climbing  on  the  low-carb  band- 
wagon, Atkins  is  about  to  get  a  lot  of  com- 
pany. Says  Atkins  President  Scott  Kabak: 
"Competition  is  inevitable."  But  he  insists 
the  Atkins  brand  will  withstand  the  as- 
sault from  Big  Food. 

Atkins  will  have  its  work  cut  out  just 
handling  its  own  expanding  appetite. 
This  year,  analysts  estimate  the  company 
doubled  its  revenues,  to  $200  million. 
Moreover,  Atkins  has  introduced  100 
products  in  the  past  three  years  and,  says 
Kabak,  plans  to  "maintain  that  pace  for 
years  to  come."  The  company's  sizzling 
growth  caught  the  eye  of  Goldman,  Sachs 
&  Co.  and  Parthenon  Capital,  a  Boston 
private  equity  firm.  In  October,  the  two 
paid  $600  to  $800  million  for 
a  majority  stake  in  Atkins. 
Parthenon  co-CEO  Ernest 
Jacquet,  says  Atkins  could  go 


public  before  the  end  of  next  year,  ad| 
"Our  job  is  to  manage  growth." 

How  to  expand  is  the  subject  of 
siderable  debate  within  the  company 
one  insider.  On  one  hand,  deals  likJ 
day's  help  broaden  awareness  of  Aq 
Yet  with  the  diet  still  subject  to  at 
that  it  represents  a  "junk-nutritionl 
proach,  some  Atkins  execs  have  arj 
that  tie-ins  with  the  wrong  par 
make  it  easier  for  enemies  to  score  I 
They  decided  to  tie  up  with  Friday's] 
because  it  has  made  efforts  to  offer 
nutritional    choices.    Maintaining  I 
Atkins   brand    is    crucial.   As    Ric| 
Snead,  CEO  of  Friday's  parent  Cs 
Restaurants  Worldwide  Inc.,  says: 
Atkins  name  confers  trust." 

HEFTY  MARGINS 

THE  ATKINS  LABEL  also  means 
company  can  charge  high  prices— sue 
six  bucks  for  a  box  of  cereal.  While  e 
won't  divulge  numbers,  analysts  sus 
margins  are  substantial,  since  mal 
low-carb  food  costs  little  more  than 
ducing  regular  fare.  Atkins  pasta,  foi 
ample,  is  based  on  soybeans,  which  d 
cost  much  more  than  wheat,  yet  At 
charges  $4-99  a  box,  twice  as  mucl 
wheat-based  noodles. 

Atkins  may  be  forced  to  cut  price 
more  players  enter  the  market.  M 
companies  are  waiting  for  the  govj 
ment  to  define  what  constitutes  a 
carb  product.  Already,  however,  K 
aims  to  highlight  the  low-carb  conten 
some  of  its  meats  and  cheeses, 
March,  Heinz  One  Carb  Ketcl 
will  hit  stores.  And  General  M 
plans  to  announce  several  i 
low-carb  products  in  the  next 
weeks.  The  Atkins  Diet  see 
here  to  stay.  For  Atkins  Nutriti 
als,  that  prospect  holds  b{ 
promise  and  peril.  ■ 
-By  Brian  Grow  in  Chicago, 
Gerry  Khermouch  in  New  Y( 
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THE  VET 
RUNNING  CAT 

Caterpillar  is  ringing  in  the 
new  year  with  a  new 
chairman  and  CEO.  On  Jan. 
31,  James  Owens,  a  21-year 
company  veteran  first  hired 
as  a  corporate  economist,  will 
take  the  throttle  from  Glen 
Barton.  Barton  reaches  Cat's 
mandatory  retirement  age  of 
65  next  August.  But  he  said 
he  wanted  to  leave  early  so 
Owens,  57,  could  get  rolling 
closer  to  the  year's  start. 

Owens,  who  was  named 
vice-chairman  at  the 
company's  board  meeting  on 
Dec.  10,  gets  the  top  job  as 
the  heavy-equipment  maker 
is  finally  pulling  out  of  a 
stubborn  slump.  The  Peoria- 
based  company  predicts 
revenues  will  rise  10%  in 
2004,  to  a  record  $23.9 
billion.  Profits  will  go  up 
even  more,  with  analysts 
forecasting  a  33%  increase, 
to  $1.4  billion.  But  Owens, 
since  1995  a  group  president 
in  charge  of  components  and 
Latin  American  operations, 
among  other  things,  will  have 
his  work  cut  out  for  him,  too. 
Cat  just  opened  contract  talks 
with  the  United  Auto  Workers, 
which  struck  twice  in  the 
early  1990s.  The  current  pact 
lapses  on  Apr.  1. 

-Michael  Arndt 


FREDDIE  GETS 
FINGERED 

Mortgage  financier  Freddie 
Mac  on  Dec.  10  agreed  to  pay 
a  $125  million  civil  fine 
after  an  accounting  scandal 
that  required  a  $5  billion 
restatement  of  2000-02 
earnings.  Without  admitting 
wrongdoing,  Freddie  signed 
a  consent  order  with  the 
Office  of  Federal  Housing 
Enterprise  Oversight  that 
says  it  disregarded  account- 
ing rules  and  its  own  internal 
controls  to  manage  earnings. 
OFHEO  in  part  blamed 
potential  rich  rewards  from 
stock  options  for  the 
inappropriate  conduct  of 
several  former  Freddie  execs. 
Freddie,  meanwhile, 
announced  on  Dec.  7  that 
former  American  Stock 
Exchange  Chief  Richard 
Syron  would  become  its  new 
chairman  and  chief  executive. 
But  because  the  consent 
order  requires  Freddie 
to  separate  the  two 
management  jobs,  Syron 
must  begin  a  search  to 
replace  himself  as  CEO  by 
2006,  at  which  time  he  will 
become  executive  chairman. 


MOODY'S 
PANS  THE  GOV 


Moody's  Investors  Service 

downgraded  California's  debt 
rating  to  its  lowest  level  in 
history,  just  three  notches 
above  junk  status.  The 
agency  cited  Governor  Arnold 


Schwarzenegger's  rollback 
of  the  state's  controversial 
vehicle  license  fee  as 
the  main  cause  for  the 
downgrade.  The  fee  rollback 
will  lead  fo  a  $7.5  billion 
widening  of  the  state  deficit 
over  the  next  year  and  a  half, 
according  to  Moody's. 
Schwarzenegger  has 
proposed  budget  cuts,  a 
spending  freeze,  and  a 
massive  $17  billion  bond 
issue  to  help  California  out  of 
its  budget  crisis.  Democratic 
State  Treasurer  Phil  Angeli- 
des  called  the  Moody's 
downgrade  "an  ominous  sign 
that  California  is  headed  for  a 
financial  meltdown." 


FUSION 
ENERGY  AT  HP 

In  a  bid  to  sell  more  tech  gear 
to  corporations,  Hewlett- 
Packard  on  Dec.  9  combined 
its  enterprise  and  iT-services 
businesses  into  a  single  unit. 
The  change  comes  after  HP's 
enterprise  business  posted  a 
5%  decline  in  revenues,  to 
$15.4  billion,  during  fiscal 
2003.  The  reorganization 
should  help  HP  present  a 
cohesive  image  to  corporate 
customers.  Ann  Livermore,  the 
head  of  HP's  services 
business,  will  run  the 
combined  unit.  The  move 
means  more  clout  for 
Livermore,  a  21-year  HP 
veteran  who  is  credited  with 
spearheading  the  company's 
successful  foray  into  high- 
end  IT  services. 


ONE  SIZZLING 
CHINESE  IPO 

The  three-word  recipe  for  a 
hot  initial  public  offering 
in  a  market  still  wary  of 
startups:  e-travel,  China,  and 
profitable.  Or  so  it  seems 
from  the  89%  first-day  jump 
in  shares  ofCtrip.com 
International,  the  Shanghai- 
based  Web  travel  agency  that 


went  public  on  Dec.  9.  At 
day's  end,  Ctrip  was  wort 
more  than  $500  million, 
represents  the  largest  firs 
day  IPO  pop  since  Dec.  12 
2001,  when  chip-design 
software  company  Nassda 
closed  up  104%  on  its  first 
day  of  trading,  according 
Renaissance  Capital  of 
Greenwich,  Conn. 


ETCETERA... 


»  Former  Wall  Street  Joun 

editorial  page  editor  Robe 
Bartley  passed  away. 
»  Costco  Wholesale  report 
a  10%  jump  in  profits  for  il 
first  quarter. 

»  Search  firm  Korn/Ferry 
International  posted  its  first 
profit  in  10  quarters. 
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The  share  price  of 
WashingtorrMutual 
slid  12%,  to  $38.57, 
in  the  two  trading 
days  ended  Dec.  1C  ^ 
following  its 
announcement  tha 
plunging  mortgage 
demand  would 
sharply  reduce 
2003  profits.  The 
Seattle  thrift  plans 
to  cut  2,900  jobs  to 
help  cut  expenses 
by  $1  billion. 
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fill  History  Repeat 
self  in  2004? 


N  GEORGE  W.  BUSH  captured  the  Presidency  in  2000  despite 
ning  a  half-million  fewer  votes  than  Democrat  Al  Gore, 
ly  chalked  it  up  to  a  once-a-century  hiccup  in  the  Electoral 
lege.  But  in  the  midst  of  the  first  sustained  period  of  partisan 
iity  since  the  late-19th  century,  historians  are  beginning  to 

"  ler  whether  one  by-product  of  the  50-      in  '04,  losses  in  industrial  battlegrounds— 

it  ion  could  be  a  jarring  stretch  of  Ohio,  Michigan,  Pennsylvania,  and 

M  )ral  instability— and  more  contests  in 
ori  h  the  popular- vote  winner  loses  the 

e  House.  "In  a  very  closely  divided 

try,  the  Electoral  College  doesn't 

candidates  or  the  public  particularly 

1  says  Kay  J.  Maxwell,  president  of 

eague  of  Women  Voters. 

at  was  the  case  from  1876  to  1892, 

i  five  right  elections  yielded  two 

krity-vote  Presidents:  Rutherford  B. 

s  in  1876  and  Benjamin  Harrison  in 

.  The  era  of  close  decisions  didn't  end 

William  McKinley's  1896  landslide 

populist  Democrat  William  Jennings 

i  ushered  in  three 

des  of  GOP  dominance. 

jnt  a  realigning   , 

on,  political  scientists 
history  could  well 

it  itself.  Here's  why: 

CKY  MOUNTAIN  LOCK 

I  blicans  can  count  on  a 

ting  electoral  vote  tally 

|:  sparsely  populated 
1'lains  and  Mountain 

states.  The  electoral 

B 
hich  a  state's  vote  is 

/  the  size  of  its  House 

ation,  plus  two— gives 

states  more  clout  than     ^^^™ 

population  warrants.  To  the 

ding  Fathers,  this  protected  little 

from  then-behemoths  like 

sylvania  and  Virginia.  Centuries  later, 

arty  that  wins  rural  America— now 
()!•  -still  has  a  built-in  edge. 

15  BATTLEGROUNDS.  At  the  same  time, 
t   >  award  all  their  electoral  college 
'     to  their  top  vote-getter,  no  mallei 
JBclose  the  contest  is.  Narrow  wins  in 
la  and  Ohio  gave  Bush  those  states' 
factors,  putting  him  over  the  top.  But 


if" 


HARRISON  Won  in 

1888  with  no 
popular  mandate, 
lost  in  1892 


Missouri  (BW— Dec.  15)— could  cost  Bush 
the  White  House  even  if  he  wins  the 
popular  vote. 

MIND  THE  GAPS.  The  parties  may  be 
equal  nationwide,  but  most  states  aren't 
even  close  to  being  competitive.  In  2000, 
Democratic  dominance  of  the  two  coasts 
gave  Gore  lopsided  tallies  in  New  York 
and  California  and  the  popular-vote 
majority.  In  2004,  Bush  could  again  be  a 
minority  President  if  he  runs  against  a 
socially  liberal  Northeasterner— say,  ex- 
Governor  Howard  Dean.  Conversely,  Bush 
could  roll  up  huge  Southern  margins  but 
lose  the  Electoral  College 
with  narrow  defeats  in  the 
heartland.  "As  long  as 
you've  got  highly 
regionalized  voting,  there's 
a  possibility"  of  minority- 
vote  Presidents,  says  Trinity 
College  political  scientist 
Diana  Evans. 

NADERING  NABOBS.  In  a 
50-50  Nation,  third-party 
candidates  wield  outsize 
power.  Although  Green  Party  spoiler 
Ralph  Nader  got  just  2.7%  of  the 
2000  popular  vote,  he  tipped  Florida 
and  New  Hampshire— and  thus  the 
election— to  Bush.  Dems  beware: 
Nader  is  signaling  he  may  have  another 
go  in  2004. 

With  all  these  danger  signs  flashing, 
will  Congress  ever  revamp  the  archaic 
electoral  system?  Not  likely.  Small-state 
senators  won't  swallow  a  constimtional 
amendment  mandating  direct  election. 
And  GOP  lawmakers  are  loath  to  consider 
any  proposal  that  would  taint  Bush's  2000 
win— at  least,  until  some  Republican  falls 
victim  to  the  electoral  college  curse.  ■ 

-By  Richard  S.  Dunham 


CAPITAL 
WRAPUP 

CAMPAIGN  REFORM'S 
GOOD  NEWS/BAD  NEWS 

Who  won,  who  lost  in  the 
Supreme  Court's  5-4  decision 
on  Dec.  10  upholding  almost  all 
of  the  McCain-Feingold 
campaign  reform  act  of  2002? 
The  scorecard: 
WINNERS  Howard  Dean  The 
Democratic  front-runner  has 
mastered  the  small-dollar  donor 
system  that  the  law  promotes 
with  its  ban  on  unregulated 
giving  from  deep -pocketed 
contributors. 

Steve  Rosenthal  The  former 
labor  pol 

Anew 
shadow 


DNC 

group 
will  gain 
clout 


adapted 
quickly  to 
McCain- 
Feingold's 
ban  on 
parties 
accepting 
large  soft- 
money 
donations. 
His  shadow 
group, 

America  Coming  Together, 
could  supplant  the  Democratic 
National  Committee  in 
registering  and  organizing 
voters. 

Corporate  PACs  With  CEOs 
barred  from  writing  unlimited 
checks  to  parties,  PAC  donations 
will  be  prized— as  will  corporate 
execs'  ability  to  bundle  checks 
for  favorite  candidates. 
LOSERS  Terry  McAuliffe,  the  dnc 
chair  and  master  of  big-dollar 
donors,  can  no  longer  take  their 
checks  but  still  hasn't  found 
enough  small  givers  to  replace 
them. 

Labor  unions  and  advocacy 
groups  The  court  upheld 
McCain-Feingold's  ban  on 
broadcast  issue  ads  in  the 
weeks  before  elections.  Muting 
the  AFL-CIO,  the  NRA,  the 
Sierra  Club,  and  the  like  will 
lessen  their  clout  in  Hill  and 
White  House  races. 

—Alexandra  Starr  and 
Paula  /hi-uT 
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Amazon.com  knows  the  power  of  SAS  software... 


How  does  Amazon.com*  provide 
millions  of  customers  such  a  large 
selection  and  such  low  prices? 
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:  TED  BY  ROSE  BRADY 


Ehy  China  and  the  U.S. 
e  Suddenly  So  Cozy 
.BAO  COULD  NOT  HAVE  ASKED  for  a  better  welcome  on  his 
t  official  visit  to  Washington  since  becoming  Chinese 
mier  nine  months  ago.  Not  only  was  he  honored  with  a  19- 
1  salute  on  the  White  House  lawn  and  a  banquet  hosted  by 
Tetary  of  State  Colin  Powell,  but  Wen  gained  the  assurances 


I 


"as  seeking  that  Washington  would 
>se  any  breakaway  moves  by  Taiwan 
its  pro-independence  President,  Chen 
-bian.  "We  reached  consensus  on 
y  issues,"  Wen  declared  after  meeting 
ident  George  W.  Bush, 
te  warm  tone  reflects  just  how  far  U.S.- 
tese  relations  have  come  since  the 
i  early  days  of  the  Bush 
uhistration.  And  it's  a  sign  that  China's 
ively  youthful  new  leaders,  Wen  and 
ident  Hu  Jintao,  both  61,  are  steering  a 
t  sophisticated  and  less  ideological 
ign  policy  course  than  their 
ecessors.  True,  frictions  remain, 
cularly  on  economic  issues  such  as 
(rica's  huge  trade  deficit 
China  and  the  value  of 
Chinese  yuan.  But  on  the 
imbalance,  Wen  was 
iliatory,  saying  in  Wash- 
on  that  China  "takes  the 
lem  seriously."  Says 
/  Rothman,  China 
egist  at  the  Shanghai 
e  of  investment  bank 
V  Asia-Pacific  Markets: 
•  new  leaders  are  a  lot 
.» pragmatic  and  guided 
fonomics  rather  than 

its.* 

en  and  Hu  are 

erating  a  trend  toward 
i  ter  pragmatism  that 
k  .n  gradually  under  former  President 
ii  ?  Zemin  and  Premier  /.hu  Rongji.  The 
ii   leaders  came  of  age  after  China's  fight 
I  nsi  the  Japanese  and  after  the 
!    munist  Revolution     two  events  that 
d  tin-  ideology  of  older  leaders.  And 

ate  surrounding  themselves  with 

iger  advisers,  some  with  Western 

ations.  " They  represent  new  blood 
an  optimistic  new  face  for  China,"  says 

1  [olden,  president  of  the  National 


WEN  AND  BUSH 

Beijing's  new 
leaders  are  much 
more  pragmatic 


Committee  on  United  States-China 
Relations,  a  New  York  think  tank. 

Muted  Response 

THE  NEW  CHINESE  leaders  also  have  a 
more  sophisticated  grasp  of  the  populist 
pressures  that  can  arise  in  an  American 
election  year.  That  explains  the  muted 
response  to  U.S.  trade  quotas  recently 
threatened  against  Chinese  bras,  knitted 
fabric,  and  night  gowns— a  tiny  portion  of 
China's  $120  billion  trade  surplus  with  the 
U.S.  Indeed,  Beijing's  decision  to  order  30 
Boeing  Co.  planes  and  continue  trade 
missions  to  the  U.S.  underscores  its 
determination  to  avoid  a  trade  war. 
Similarly,  China  is 
attempting  to  defuse 
pressures  to  revalue  its 
currency  by  ending  export- 
tax  rebates  and  welcoming 
to  Beijing  a  U.S.  official 
dedicated  to  dealing  with 
financial  issues.  Such 
pragmatism  is  paying  off. 
On  Wen's  first  day  in  the 
U.S.,  Treasury  Secretary 
John  Snow  hinted  that 
Washington  might  back  off 
on  the  revaluation  issue,  saying  that 
"it  would  probably  be  a  mistake"  for 
Beijing  to  loosen  its  currency  too  fast. 

Of  course,  new  strains  could  yet 
arise  between  Washington  and 
Beijing.  Taiwan  will  remain  a  dangerous 
irritant  as  Chen  intensifies  his  separatist 
rhetoric  in  advance  of  its  presidential 
elections  in  March.  And  U.S.  business 
lobbies  and  labor  activists  will  keep  com- 
plaining about  China's  trade  surplus.  Even 
so,  Chinese-US.  relations  seem  to  be  on  a 
firmer  footing  than  ever.  It's  a  good  bet  that 
Wen  and  1  lu  will  stick  to  their  moderate 
foreign  policy  as  long  as  the\  can.  ■ 

/>'\  Dexter  Roberts  in  Beijing 


GLOBAL 
WRAPUP 

A  NEW  TURN  IN 
SWITZERLAND? 

AFTER  YEARS  of  trying,  right- 
wing  politician  Christoph 
Blocher  won  a  seat  on  Dec.  10 
on  Switzerland's  seven-member 
Federal  Council,  which  admin- 
isters government.  The  ques- 
tion is  whether  Blocher,  a  bil- 
lionaire businessman,  will  tone 
down  his  fiery  populism  now 
that  he  has  joined  the  political 
Establishment.  The  chances  are 
good.  For  all  his  anti-immi- 
grant and  anti-European  Union 
views,  Blocher  is  a  pragmatist 
who  respects  Swiss  institutions 
and  traditions.  Blocher  and  an- 
other new  member,  Hans  Rudolf 
Merz  of  the  center-right  Free 
Democratic  Party,  will  give  the 
council  a  clear  majority  for  a 
pro-business  agenda  that  in- 
cludes lower  taxes  and  less  gov- 
ernment intervention.  "This  is 
certainly  good  news  for  the  eco- 
nomic well-being  of  the  coun- 
try,"'says  Janwillem  Acket,  chief 
economist  at  Bank  Julius  Baer 
in  Zurich.  If  Blocher  can  make 
the  transition  from  controver- 
sial outsider  to  responsible  in- 
sider, Switzerland's  economy 
might  finally  get  out  of  its  rut. 


DOWNTURN  FOR  ISRAELI 
DEFENSE  EXPORTS 

ISRAEL'S  WEAPONS  industry 
has  been  hit  hard  by  a  sharp 
drop  in  export  sales.  After  a 
banner  year  in  2002  with  a 
record  $4  billion  in  sales 
abroad,  the  country's  major  de- 
fense contractors  are  expecting 
a  40%  slump  for  2003.  The 
biggest  export  customer  has 
traditionally  been  the  U.S.,  but 
sales  to  the  Pentagon  for  this 
year  are  expected  to  be  less 
than  $500  million.  Israel's 
biggest  recent  arms  deal  was  a 
si  billion  multi-year  order  from 
India  for  Phalcon  reconnais- 
sance planes.  What's  worse,  the 
fiscally  strapped  government  is 
also  slashing  defense  orders. 
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Science&Technologv  Diabetes 


Big  Pharma  Looks 
Beyond  Insulin 

Researchers  maybe  on  the  verge  of  major 
new  treatments  for  diabetes  and  obesity 


AFTER  GEOFFREY  FOR- 
man  was  diagnosed 
with  diabetes  in  1988, 
every  meal  became  a 
harrowing  ordeal.  His 
blood  sugar  often 
spiked  to  abnormal 
highs,  and  then  to  dangerous  lows  after  he 
injected  his  insulin.  He  would  break  out  in 
a  sweat  and  become  so  light-headed  he 
would  practically  faint.  Then,  in  1999,  he 
entered  a  clinical  trial  for  a  drug  called 
Symlin,  a  synthetic  version  of  a  natural 
hormone  that  works  with  insulin  to  con- 
trol blood  sugar.  The  roller-coaster  of 
highs  and  lows  ended.  "This  drug  gave  me 
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a  license  to  eat  and  not  worry  about  it," 
says  Forman,  a  computer  consultant  in 
Washington.  "It  adds  normalcy  to  my  life." 
Symlin  is  aimed  at  type  1  diabetics— 
those  who  must  inject  in- 
sulin several  times  a  day  be- 
cause their  bodies  have 
stopped  producing  the  vital 
hormone.  The  drug,  devel- 
oped by  San  Diego's  Amylin 
Pharmaceuticals  Inc.,  is  ex- 
pected to  be  approved  by  the 
Food  &  Drug  Administration 
by  Dec.  16.  If  it  is,  it  will  offer 
patients  with  type  1  diabetes 
the    first    completely    new 


LEAN  MOLECULES 

GlaxoSmithKline 
is  pursuing 
novel  drugs  to 
treat  obesity 


One  drug 
being  tested 
is  derived 
from  the 
saliva  of  Gila 
monsters 


compound  for 
ing  their  di 
since  insulin  h 
market  in  the  l| 
Symlin  coul 
the  first  in  a  wal 
new  drugs  to  treat  diabetes  and  c| 
diseases  that  result  when  the  body1; 
tabolism  goes  haywire.  Many  compa 
including  Amylin,  are  developing  d 
for  the  common  type  2  form  of  diab 
which  occurs  when  the  body  does 
make  enough  insulin  or  just  stops 
sponding  to  it.  And  some  are  map 
out  new  drug  assaults  on  obesity  its 
a  leading  cause  of  type  2  diabetes', 
gestive  heart  failure,  high  blood  press 
and  countless  other  health  scoui 
Such  drug  strategies  have  a  wretc 
track  record,  but  that  hasn't  stor. 
biotechs  and  giants  such  as  Brita 
GlaxoSmithKline  PLC  from  making 
sity  a  priority— along  with  diab 
Glaxo  alone  has  more  than  a  half-d( 
such  drugs  in  its  pipeline. 

BATTLE  OF  THE  BULGE 

THE  FDA  IS  sure  to  take  these  efforts 
riously.  In  June,  FDA  Commissioner  M 
McClellan  announced  that  the  fast-tr 
approval  process  normally  reserved 
cancer  treatments  would  also  be  app 
to  some  obesity  and  diabetes  drugs 
no  wonder:  More  than  60%  6f  Americ 
are  overweight  or  obese.  Diabetes  now 
fects  18  million  adults  in  the  U.S.— ne; 
twice  the  number  10  years  ago— and  cc 
the  economy  $132  billion  a  year  in 
productivity  and  medical  bills. 

Many  of  the  emerging  drugs  are 
signed  to  replace  hormones  that  patie: 
with  metabolic  disorders  don't  prodt 
themselves.  Amylin,  for  example,  is  a 
testing  a  drug  for  type  2  diabetes,  cal 
Exenatide,  which  was  derived  frorr 
hormone  in  the  saliva  of  Gila  monste 
The  substance  mimics  a  human  hi 
mone  that  stimulates  insulin  productic 
In  trials,  both  drugs  controlled  the  bio 
sugar  while  allowing  patients  to  ke 
their  weight  steady.  Some  even  lost  a  f< 
pounds.  "The  drugs  seem  to  make  p 
tients  feel  more  satiati 
which  prevents  them  fro 
overeating,"  says 
Athena  Philis-Tsimiks 
chief  medical  director 
clinical  operations  for 
Whittier  Institute  in  S; 
Diego,  one  of  the  testi: 
sites  for  Symlin  and 
natide.  Analysts  exp 
peak  annual  sales  of  S 
to  range  from  $300  millii 
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Science&Technologv  Diabetes 


Conquering  Metabolic  Diseases 

Drug  companies  are  tackling  illnesses  linked  with  the  body's 
metabolism— and  their  work  is  starting  to  bear  fruit: 


COST  The  number  of 
U.S.  adults  with  diabetes 
has  jumped  80%  in  the 
past  12  years,  to  18 
million.  The  average 
diabetic  rings  up 
$13,243  a  year  in  health- 
care costs.  By  2007, 
worldwide  demand  for 
diabetes  drugs  will  be 
$17  billion  a  year. 


CAUSE  Obesity  can  lead 
to  type  2  diabetes,  which 
accounts  for  90%  to 
95%  of  all  such  patients. 
More  than  60%  of 
Americans  are 
overweight  or  obese,  and 
obesity  among  U.S. 
adults  has  jumped  30% 
in  the  last  15  years. 


TREATMENT  By  yea  rend, 
patients  with  type  1 
diabetes  may  have 
access  to  a  synthetic 
hormone  that  lessens 
dangerous  blood-sugar 
swings.  Also  in  the 
pipeline:  Proteins  that 
control  how  cells  store 
and  burn  fat-the  basis 
for  novel  drugs. 


Data:  American  Diabetes  Assn  ,  American  Medical  Assn  Business  Communications  Co .  Centers  for  Disease  Control 


to  $500  million,  and  they  believe  Exe- 
natide  sales  could  top  $1  billion. 

Beyond  such  hormonal  approaches 
are  hundreds  of  new  compounds  for  dia- 
betes and  obesity  under  study  at  univer- 
sities and  pharmaceutical  labs  around  the 
world.  Yet  it  could  be  a  long  and  arduous 
path  from  mouse  cages  to  FDA  approval. 
The  field  is  littered  with  examples  of 
drugs  that  worked  well  in  animals  but 
proved  unsafe  or  ineffective  in  humans. 
Most  researchers  remember  Fen-Phen, 
the  vaunted  weight-loss  drug  that 
crashed  when  some  patients  developed 
heart  defects— showing  just  how  hard  it  is 
to  change  a  person's  metabolism  without 
risking  dire  side  effects. 

Such  setbacks  haven't  deterred  scien- 
tists from  trying  to  conquer  metabolic  dis- 
ease, however.  One  promising  molecule 
under  study  has  a  name  no  layman  will 
ever  love:  Peroxisome  Proliferator-Acti- 
vated  Receptor  (PPAR).  There  are  three 
types  of  PPARs,  which  are  proteins  that 
control  how  the  body  absorbs,  stores,  and 
distributes  fat.  Researchers  have  learned 
to  switch  on  and  off  the  genes  that  pro- 
duce these  proteins.  In  a  recent  study  at 
the  Salk  Institute  for  Biological  Studies  in 
San  Diego,  scientists  stimulated  a  gene 
that  produces  one  type  of  PPAR  in  a  group 
of  mice.  Those  mice  soon  weighed  20% 
less  than  normal  mice.  Predicts  Ronald  M. 
Evans,  who  led  the  study:  "PPARs  will  be 
a  revolutionary  step  in  treating  obesity 
and  related  diseases." 

THREE  IN  ONE 

THE  PROMISE  OF  PPARs  has  already 
proved  useful  in  other  metabolic  disor- 
ders, including  diabetes.  GlaxoSmith- 
Kline's  top-selling  PPAR-based  drug  for  di- 
abetes, Avandia,  helps  make  the  cells  in  the 
body  more  sensitive  to  insulin,  which  in 
turn  controls  blood  sugar  in  some  people 

56  I  RucineceWeek  I  flprprnhpr  ??    ?Dm 


with  type  2  diabetes.  In  the  first  nine 
months  of  this  year,  sales  of  Avandia 
surged  27%  over  the  same  period  last  year, 
to  $1.2  billion. 

Avandia,  however,  is  no  miracle  drug. 
It  actually  makes  patients  gain  weight 
and  retain  water.  What's  required,  Glaxo 
scientists  now  believe,  is  a  molecule  that 
could  target  all  three  types  of  PPARs, 
rather  than  just  the  one  that  Avandia 
hits.  "That  way,  we  can  mimic  a  more 


natural  stimulation  of  these  recep 
says  Ken  Batchelor,  a  senior  vice- 
dent  at  Glaxo.  In  animal  trials  of  a 
in-one  drug  candidate,  he  says 
don't  see  weight  gain,  we  don't  see 
retention,  and  we  see  a  great  lowed 
fats." 

Not  all  of  the  new  compounds 
make  it  through  the  regulatory  pn 
unscathed.  Amylin  learned  this  1 
the  hard  way.  In  early  studies,  the 
pany  discovered  that  patients  t; 
Symlin  sometimes  experienced  da 
ous  blood-sugar  lows  when  they  st 
injecting  the  new  drug— if  they  d 
decrease  the  amount  of  insulin  they 
taking.  After  Amylin  first  applied  fo 
proval  in  2001,  the  FDA  demanded 
the  company  launch  an  additional  s 
to  demonstrate  exactly  how  Symlin 
insulin  should  be  dosed  for  optimal  s| 
ty.  "We  were  disappointed,  but  it  w; 
reasonable  request,"  concedes  Danie 
Bradbury,  Amylin's  chief  operating 
cer.  Such  hurdles  aside,  physicians 
lieve  the  drug  industry  will  soon  del 
better  treatments  for  metabolic  di 
ders.   For  obese  America,   it's   no| 
minute  too  soon.  ■ 

-ByArlene  Weintraub  in  San  Di 


Dinner  is  Drug-Free 

Pressed  by  environmentalists,  food  chains  are 
pushing  suppliers  to  slash  antibiotics  use 


OST  OF  THE  BILLIONS  OF 
chickens,  pigs,  and  other  an- 
imals raised  for  food  each 
year  receive  antibiotics  in 
their  feed.  They  grow  faster 
and  stay  healthier,  but  there's  a  huge  po- 
tential cost:  the  creation  of  drug-re- 
sistant germs  that  may  also  attack 
people.  The  European  Union  has 
largely  banned  in  animals  four 
antibiotics  commonly  used  by  hu- ' 
mans,  but  U.S.  agencies  have  been 
slower  to  act.  So  the  activist  group 
Environmental  Defense  (ED)  has 
been  urging  restaurant  chains,  cater- 
ers, and  others  to  dissuade  their  sup- 
pliers from  using  antibiotics— and  the 
strategy  is  working.  In  June,  McDonald's 
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said  it  would  require  meat  suppliers  :*(l  ( 
stop  one  routine  use  of  the  drugs,   ^ 
promote  growth.  Now,  Bon  Appetit  *S 
going  further.  The  caterer,  which  prepai  f 
300,000  meals  a  day  for  companies  su  e 
as  Oracle  Corp,  universities,  and  odie 
announced    on    Dec.    4    that   by    ne . 
summer,  its  suppliers  would  stop  dosil ,' 
'    of  chickens   to   preve 
disease.  The  drugs  w 
be  used  only  to  tre 
sick    animals.    Sue11'1 
moves     show     th 
reducing     drug     ui ,. 
is  "both  feasible  ai  v  ' 
affordable,"    saj 
ED's  Rebecca  Goldburg. 
-John  Carey  in  Washingto 
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SPECIAL  ADVERTISING  SECTION 


lie  world's  collective  imagination  soared  with  them.  As  early  as  1914  famed  pilot  Brindejonc  des  Moulinais  foresaw 
mous  airplanes  that  would  transport  passengers  vast  distances,  flying  from  airports  built  specially  for  them.  Several  pilot' 
take  turns  at  the  controls,  while  safety  would  be  assured  by  numerous  engines. 


*tit 


wildest  dreams  didn't  foresee  fleets  of  555-passenger 
uble-decker  airliners  criss-crossing  the  sky  between  Asia 
d  America,  their  passengers  sipping  pink  gins  as  they  surf 
!  Internet,  shop  online  and  communicate  with  the  friends 
ey  left  behind  and  those  they  will  visit  in  a  few  hours  time. 
»  front,  two  pilots  watch  their  video  screens;  systems 
epers  there  in  case  the  all-digital  airplane  needs  to  tell  them 
a  systems  anomaly  deep  in  its  depths.  Meanwhile  the  giant 
plane  measures  its  altitude  and  position  to  within  a  foot 
■h  the-  aid  of  satellite  navigation  systems,  and  compares 
ites  with  all  the  others  in  the  sky  around  it.  Automated  air 
itn  control  systems  are  in  constant  communication, 
?ping  the  flotillas  of  airliners  perfectly  apart.  As  flight  began 
t  (  entury,  harnessing  its  potential  seemed  impossible.  As  its 
ond  century  dawns,  nothing  is  impossible:  Giant  flying 
ngs,  hypersonic  airliners 
toting  from  New  York  to 
kyo  in  two  hours,  rocket 
cs  tu  spat  e  and  va<  ations  on 
moon — a  public  brought 
on  Star  Trek  shrugs  its  shoul- 
rs  an*  I  says  "Tell  me  where  to 

V  a  ticket 


The  reality  is  more  down  to  earth.  "How  do  we  improve  cost 
per  seat  mile  by  15%?"  ask  the  airplane  designers.  "How  do 
we  relieve  airport  and  airspace  congestion?"  ask  the  policy 
makers.  And  "now  do  we  triple  the  capacity  of  Beijing  Capital 
International  airport  from  24  million  passengers  a  year  to  80 
million  in  time  for  the  2008  Olympics?"  ask  the  airport 
designers,  citing  just  one  challenge  before  them. 

Innovation  in  this  second  century  of  flight  will  likely  seem 
less  gee  whiz  to  the  public  than  in  the  first,  but  it  is  taking  huge 
efforts  and  advances  in  technology  to  keep  pace  with  rapid 
growth  in  the  demand  for  air  transportation.  The  world's 
airline  traffic  will  triple  over  the  next  20  years  to  5.6  trillion 
revenue  passenger  miles  (paid  seats  multiplied  by  the  distance 
flown),  calling  tor  a  near  doubling  of  today's  fleet  to  almost 
20,000    airliners.    Technology's    job     is    to    make    this 
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The  last  hundred  years  sure  have  flown  by... 


were  determined  to  make  the  next  century  of  flight  even  brighter 
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possible  without  jamming  the  airports  or  damaging  the  environme 
to  enhance  security  while  moving  passengers  much  faster  from  a 
to  cabin. 

Underscoring  the  new  thinking  for  the  new  century  is  the  retirem< 
of  the  supersonic  Concorde,  a  highlight  of  technological  achievement 
symbolized  the  pursuit  of  technology  for  national  prestige,  the  "becai 
we  can"  attitude  of  technology  for  technology's  sake,  and  yet  was  ne\ 
a  commercial  success.  Looking  ahead,  technology  must  add 
commercial  value,  help  airlines  make  money  and  improve  the  utility 
the  commercial  air  transport  system.  For  these  reasons  alone  the  woi 
is  unlikely  to  see  a  supersonic  replacement  for  Concorde  within  the  n 
50  years. 


THE  FUTURE 

Airbus  and  Boeing  have  significantly  different  perspectives  on  how 
solve  the  problem  of  airport  and  airspace  congestion,  and  each 
developing  a  new  airliner  that  reflects  its  viewpoint — Airbus  the  55. 
passenger,  four-engined  A380  that  will  reduce  congestion  by  flyir 
passengers  en-masse  from  hub  to  hub,  and  Boeing  the  twin-engine 
200-300  passenger  7E7  Dreamliner  that  will  bypass  the  hubs  and  jo 
cities  up  to  8,000  miles  apart.  , 

Airbus  believes  the  answer  to  airport  congestion  is  to  use  all  airpor 
more  efficiently.  That  means  the  A380  will  be  needed  on  very  hig 
density  routes  between  the  world's  airline  hubs  and  major  centers  ( 
population  to  carry  more  people  on  fewer,  larger  aircraft.  Families  ( 
smaller  aircraft  will  fly  between  important  city  pairs  and  bypass  the  hub 
with  direct  service — the  arena  where  Boeing  is  positioning  its  propose 
7E7.  Airbus  expects  to  meet  that  demand  with  its  brand  new 
four-engined  A340-500  and-600  airliners,  and  with  further  developmer 
of  the  widebody  A330  family.  Boeing  has  decided  to  withdraw  from  tb 
market  for  ultra-large  aircraft  and  is  winding  down  production  of  its  74 
Jumbo,  which  cannot  meet  the  demands  of  airline  economics  mucl 
further  into  the  future.  This  will  leave  the  Airbus  A380  as  the  solf 
player  in  that  market  sector. 


AIRBUS  ARRIVES 

With  Concorde's  retirement  the  technology  baton  will  pass  to  the  Airbus 
A380,  which  will  be  the  airlines'  flagship  for  the  21st  century.  Just  as 
Concorde  marked  the  first  European  collaboration  in  commercial 
aircraft,  so  the  A380  will  be  the  most  global  airliner  program  to  date  with 
U.S.  companies  supplying  up  to  50%  of  its  content.  Production  has 
already  begun;  first  flight  is  scheduled  for  the  first  quarter  of  2005  with 


Airbus  and  Boeing  will 
split  the  lion's  share  of 
the  18,500  new 
passenger  and  cargo 
aircraft  needed  by  2020 
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commercial  entry  into  service  planned  for  2006.  The 
specifications  of  the  Boeing  7E7  are  being  defined  with 
potential  airline  customers  and  the  company  expects  its 
board  of  directors  will  give  the  new  airliner  a  formal 
go-ahead  early  next  year. 


FUTURE  TECHNOLOGIES 

A  rule  of  thumb  says  airlines  will  not  consider  replacing  their 
aircraft  unless  the  change  brings  them  a  15%  improvement 
in  operating  costs.  This  means  carrying  the  same  number  or 
more  passengers  in  a  significantly  lighter  aircraft  that  uses 
less  fuel  and  costs  less  to  operate  and  maintain.  New  engines 
can  provide  savings  of  5-7%,  but  the  rest  must  come  from 
advanced  materials  for  major  structures,  and  a  rethinking  of 
the  aircraft's  systems.  One  example:  the  A380  uses  comput- 
erized hydraulic  pumps  close  to  where  they  are  needed  to 
drive  flaps  and  brakes,  eliminating  hundreds  of  feet  of  heavy 
hydraulic  tubing  that  would  run  from  the  engines  to  all 
extremities  of  the  airframe  in  a  traditional  design. 

Carbon  fiber  plays  a  major  role.  The  A380  will  be  the  first 
Airbus  aircraft  with  a  carbon  fiber  central  wingbox  - 
representing  a  weight  saving  of  up  to  one  and  a  half  tons 
compared  to  most  advanced  aluminum  alloys.  An  estimated 
40%  of  the  aircraft's  structure  and  components  will  be 
manufactured  from  the  latest  generation  of  carbon 
composites  and  advanced  metallic  materials. 

GLARE,  a  laminate  alternating  layers  of  aluminum  and 
fiberglass  reinforced  adhesive,  will  be  used  for  the  first  time 
on  a  civil  airliner  on  the  upper  fuselage  shell  of  the  A380  for 
a  weight  savings  of  nearly  three  quarters  of  a  ton.  The  A380 
will  weigh  in  at  around  240  tons,  fully  1 0  to  1 5  tons  less  than 
if  it  used  Boeing  747  technology. 

Cabin  air  for  passengers  will  be  the  best  so  far  for  a 
commercial  airliner.  The  goal  is  to  tap  less  compressed  air 
from  the  engines  to  pump  up  the  cabin,  which  in  turn  means 


"We  have  already  tested  the  tunnel  in  the 
sky*  concept  with  good  results,"  says  Steve 
Belland,  senior  vice  president  at  the  Rockwell 
Collins  avionics  and  communications  company. 

"All  the  pilot  has  to 
do  is  fly  along  the 
path;  he  doesn't 
need  altitude  or 
position.  It  guides 
him  safely  from 
takeoff  to  landing." 
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more  recirculation  of  cabin   air.  The  key   is  a  combil 
hydrocarbon   filter  and   catalytic  ozone  converter  (Ga1 
CHOC)  being  developed  by  Honeywell  Aerospace  to  c 
sterilize   and   remove   ozone   and   odors   and   preservi 
healthy    cabin    environment.    "This    was    a    signifi 
technological  risk,  but  we  are  getting  good  results," 
Gretchen  McLain,  Honeywell's  VP  of  advanced  technol 
"When  we  first  looked  at  this  a  few  years  ago  we  thoug! 
wasn't  affordable  technology." 


THE  INTELLIGENT  AIRPLANE 

While  the  A380  and  Boeing's  proposed  "more  elec 
systems"  7E7  will  set  the  standards  for  the  first  quarter  of 
second  century  of  flight,  technology  will  continue  to  evol 
Aircraft  will  become  more  dependent  on  systems  driven 
electricity  instead  of  bleed  air  from  the  engines  which  cc 
fuel,  adds  to  complexity  and  requires  heavy  plumbing;  tr 
will  become  quieter,  and  "greener"  with  fewer  emissions  i 
the  atmosphere.  Above  all,  they  will  become  "intelligent. 

Companies  are  already  working  toward  the. concept 
the  "smart"  airplane  that  fits  seamlessly  into  an  integral 
transportation  infrastructure  as  just  another  node  on  t 
Internet  skyway. 

Bob  Johnson,  president  and  CEO  of  the  $15  billic 
revenue  Honeywell  Aerospace,  speaks  loftily  of  automatic 
that  will  let  the  all-thinking  airplane  monitor  the  health  of 
engines  and  systems  in  flight,  report  any  developing  fault 
its  maintenance  base,  and  signal  what  attention  it  nee 
when  it  arrives  at  its  destination.  Mechanics,  spares  ar 
services,  even  to  restocking  the  galley,  will  be  ready  ar 
waiting  as  it  pulls  up  to  the  gate.  En  route  it  will  scan  tl 
skies  and  ground  for  danger,  and  communicate  constant 
with  an  automated  flight  control  system  that  will  let  it  fly  tl 
quickest,  most  direct  routes.  "We  want  to  turn  the  airplar 
into  a  source  of  information  and  communication  that  go< 
beyond  nose  to  tail  to  include  post  flight  activity  ar 
planning  for  the  next  flight,"  says  Johnson.  The  result:  airlim 
will  reap  significant  business  advantages  as  they  run  moi 
reliably,  efficiently  and  smoothly,  and  passengers  wi 
benefit  from  fewer  delays.  Helping  airplanes  run  on  time  wi 
in  turn  go  a  long  way  to  alleviating  the  growing  problem  < 
airport  congestion,  where  just  one  or  two  late  departures  ca 
snowball  into  long  lines  of  aircraft  waiting  to  take  off. 

"Today  we  have  many  disparate  systems"  in  the  aircraf 
on  the  ground  and  in  air  traffic  control  "and  each  is  doing  it 
own  thing,"  says  Steve  Belland,  senior  vice  president  at  th 
Rockwell  Collins  avionics  and  communications  compan) 
"A  key  change  will  be  how  we  hook  these  systems  togethe 
and  pass  information  between  them." 

If  anything,  more  information  is  available  from  the  digital 
airplane  than  current  systems  can  cope  with.  "We  can  mea 
sure  and  recognize  ten  degree  discrepancies  in  an  engine,' 
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(Jurgen  Thomas,  engineer,  50  years  later.) 


I  ice  costs  by  sharing  de:  icteristics?  Why  not  increase  effic  • 

issengers?  Why  not  meet  the  challenge  of  growin 

issenger  demands  for  increased  comfort 
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Global  positioning  system 
satellites  (GPS)  allow  an  aircraft 
inpoint  its  position  and  altitude 
ir  more  accurately  than  radar 
ver  could— to  within  a  coupl 
feet,  anywhere  in  the  world. 


Wright  brothers  Wilbur  (left)  and  Orville 


says  Dr.  Mike  Benzakein,  general  manager  of  advanced 
engineering  at  GE  Aircraft  Engines.  "But  we  want  to  drive 
down  into  the  two  or  three  degree  variations  that  might 
signal  100  hours  warning  of  a  bearing  failure  instead  of 
finding  out  about  it  12  minutes  before  the  event.  We  are 
developing  the  algorithms  to  do  just  that." 

Benzakein  also  talks  about  "smart"  materials  that 
automatically  change  shape  with  temperature  to  reduce 
noise  from  the  exhaust  of  jet  engines  yet  reshape  themselves 
to  maximize  fuel  efficiency  in  cruise,  and  others  that  adapt 
to  soften  the  buzz-saw  sound  of  the  front  fan  as  it  turns  at 
different  speeds. 

EADS  in  Germany  is  working  hard  on  "smart"  wing 
materials  that  change  shape  and  could  replace  traditional 
control  surfaces.  And  both  Honeywell  and  GE  are  exploring 
"intelligent"  engines  that  actively  (and  automatically)  control 
their  combustion  processes  to  provide  maximum  efficiency 
and  the  least  emissions  for  any  flight  regime. 

FUTURE  AVIONICS  and  AIRSPACE 

Honeywell  and  Rockwell  Collins  are  competing  to  define 
what  it  takes  to  make  an  airplane  "smart."  Global 
positioning  system  (GPS)  satellites  allow  an  aircraft  to 
pinpoint  its  position  and  altitude  far  more  accurately  than 
radar  ever  could — to  within  a  couple  of  feet,  anywhere  in  the 
world.  The  next  step  is  to  make  the  process  error-free,  and 
have  the  airplane  continuously  report  its  position  to  an 
automated  air  traffic  control  system,  The  result:  free  flight 
where  airplanes  fly  direct  from  A  to  B  instead  of  along 
airways,  and  far  more  efficient  use  of  airspace  as  exact  posi- 
tion reporting  eliminates  the  need  for  "fudge"  safety  spacing. 

In  the  cockpit,  the  captain  is  monitoring  the  airplane's 
progress  through  a  "tunnel  in  the  sky"  depicted  on  his 
wide-angle  flat  screen  instrument  display.  No  superfluous 
data,  such  as  altitude  or  speed,  distract  him  from  his  task. 
Soon  he  will  switch  on  the  synthetic  vision  system  and 
monitor  the  bad-weather  landing,  knowing  that  what  he  sees 
on  his  head-up  display  is  what  would  appear  before  him  if 
the  fog  wasn't  so  thick.  Synthetic  vision  will  probably  take 
many  years  to  win  government  approval  even  though  a 
number  of  today's  safety  systems,  such  as  terrain  avoidance, 
rely  not  on  outside  sensors  but  on  digital  databases  and 
automatic  GPS  position  sensing. 

Honeywell  has  already  fielded  a  device  to  prevent 
airplanes  wandering  onto  an  active  runway,  and  is  working 
on  another  that  automatically  takes  control  of  the  airplane 
from  the  pilot  if  it  senses  an  imminent  crash  into  an  obstacle. 


FUTURE  PROPULSION 

Aircraft  propulsion  is  undergoing  a  revolution,  accordiil 
Benzakein  at  GE  Aircraft  Engines.  The  quest  for  ever-grl 
efficiency  calls  for  radical  solutions,  and  two  are  currj 
under  development — a  pulse  detonation   powerplaqt 
can  cut  fuel  consumption  by  up  to  30%,  and  environr 
tally  clean  fuel  cells  that  will  provide  energy  with  wat 
the  only  byproduct.  Both  concepts  "are  pretty  challen 
says  Benzakein  in  a  masterpiece  of  understatement.  G 
collaboration  with  universities  in  Russia,  has  only  just  gi 
its  experimental  pulse  detonation  combustor  to  start  up 
stay  running,  while  fuel  cells  have  such  weight  penalties 
GE's  significant  development  efforts  are  aimed  initiall 
land  use. 

Neither  concept  will  power  a  commercial  airliner  b 
2025  at  the  earliest,  although  fuel  cells  could  find  their 
into  service  for  airplane  auxiliary  power  units  by  2010 

"I  am  not  sure  the  world  is  ready  for  hydrogen  to  poj 
aircraft,"  Benzakein  says  of  the  fuel  cells.  And  trie  pulse 
fearsome  noise  must  be  tamed  before  its  advantage  of  a 
no  moving  parts  can  be  harnessed.  Just  getting  it  to  wor 
all  is  Benzakein's  first  challenge;  he  is  aiming  to  sho' 
demonstrator  in  2006. 
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2050  IS  NEARLY  HERE 

Imagine  booking  a  flight  on  the  Internet,  the  limo  arrive; 
your  house  and  your  bags  are  whisked  away.  You  st 
through   the   airport   terminal,   wave   nonchalantly   to 
security  guards,  and  settle  into  your  designated  seat  to  waj 
live  TV  and  eat  your  favorite  meal.  At  your  destination 
walk  from   airplane  to  cab,   knowing  your  bags  will 
delivered  to  your  hotel  within  the  hour.  Fiction?  It  is  be 
considered   as   a   vital   factor   in   promoting   Dubai's   n 
Festival    City,    less    than    two    miles    from    the    worl 
second-fastest  growing  airport,  says  Judy  Neil,  the  futuris 
project's  general  manager.  "Why  not  offer  baggage  handli 
to  residents  living  in  any  of  the  21,000  homes  planned    iu 
Dubai  Festival  City?"  she  asks. 

In  the  future  the  airplane  will  be  just  one  part  of  1:1 
integrated  high  tech  transportation  system  working  to  mo  l'^ 
millions  of  passengers  seamlessly  from  door  to  door.  "T  Iftw 
travel  experience"  will  come  to  mean  what  you  did  wh<  'Mi 
you  got  there,  not  what  you  had  to  do  to  just  to  arrive.  Wi  as  to 
the  remarkable  advances  of  the  last  100  hundred  years,  01  \  hi 
can  hardly  imagine  what  air  travel  will  look  like  at  the  er  tula 
of  the  second  century  of  flight. 
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lake  Way  for 
ladame  Director 

rporate  reform  is  creating  unexpected 
enings  for  women  in  the  boardroom 


OR     ALL     THE     GAINS 
women  have  made  in  Cor- 
porate America,  there's  one 
place  where  progress  has 
nearly  stalled:  the  board- 
room. Only  13.6%  of  board 
members  at  the  largest  500 
anies  are  women,  up  from  11.2%  in 
according  to  Catalyst  Inc.,  an  advo- 
BOUp  for  women  in  business.  But  in 
nintended  consequence  of  corporate 
n,  that  may  be  about  to  change, 
requiring  a  majority  of  independ- 
.    hectors,  the  reforms  encourage  re- 
Wl'rs  to  look  farther  afield  for  candi- 
,     increasing     the     likelihood     of 
en  landing  scats.  The  overwhelm 
male  ranks  of  current  hoard  meni- 
lare  largely  a  recruiting  dead  end, 
the  Sarbanes  (Kiev  Act  makes  it 
r  for  members  to  juggle  multiple 
.1    assignments.    What's    more,    hv 
ng  a  premium  on  financial  expertise, 
.Tonus  force  hoards  to  recruit  direc- 
ioni  tin. uue  and  auditing.  High-lev - 

'iinn  are  represented  in  larger  num- 

in  those  fields  than  the\  are  among 


" 


big  company  chief  executives— the  can- 
didates of  choice  for  years.  The  result: 
The  proportion  of  women  directors  is 
about  to  increase  in  a  hurry.  "We  could 
get  to  25%  in  five  years,"  says  Julie  H. 
Daum,  head  of  U.S.  board  searches  at 
Spencer  Stuart.  "That  would  be  an  enor- 
mous increase." 

It's  already  starting  to  happen.  Catalyst, 
which  also  refers  women  for  boards,  says 
search  requests  have  doubled,  to  about  20 
per  year,  in  the  16  months  since  Sarbanes- 
Oxley  was  signed.  In  a  world  still  domi- 
nated by  the  old  boy  network,  the  Direc- 
tors' ( initial,  a  search  firm  specializing  in 
finding  women  directors,  was  launched  in 
November  by  eight  high-level  female  ex- 
ecutives with  board  experience.  It  now 
counts  as  clients  Time  Warner  Inc.  and 


AT  TRAVELERS 

New  board 

member 

Thomsen 


AT&T  Wireless  Services 
Inc.  Says  managing  di- 
rector Kay  KoplovitZ,  the 
founder  and  former  CEO 
of  t  SA  Network  and  her- 
self in  high  demand  for  board  service 
these  days:  "We're  getting  a  very  strong 
interest."  According  to  Spencer  Stuart, 
about  20%  of  new  independent  directors 
are  women,  far  in  excess  of  their  repre- 
sentation on  boards  today. 

SLOW  TURNOVER 

WHILE  THE  PREFERRED  board  mem- 
ber remains  a  sitting  CEO,  recruiters  are 
increasingly  targeting  executives  with 
financial  expertise.  Sarbanes-Oxley  re- 
quires that  one  member  of  the  audit 
committee  be  a  financial  expert,  usually 
someone  with  CFO  or  audit-partner  ex- 
perience, but  boards  are  looking  to  bulk 
up  with  other  financially  savvy  directors, 
too.  "If  you  look  at  career  tracks  that 
have  been  more  favorable  for  women, 
you  see  a  lot  of  women  come  up  through 
finance,  and  a  fair  number  in  auditing," 
says  Charles  H.  King,  head  of  global 
board  services  at  Korn/Ferry  Interna- 
tional. Indeed,  Catalyst  says  7.1%  of  the 
CFOs  at  the  500  largest  companies  are 
women,  vs.  only  1.6%  of  the  CEOs.  At  Big 
Four  audit  firms,  women  have  made 
even  more  significant  inroads  in  what 
was  once  an  all-male  bastion.  At  Deloitte 
&  Touche  LLP*,  16%  of  audit  partners  are 
women. 

Already,  boards  are  changing.  When 
Chairman  Robert  I.  Lipp  needed  to  re- 
build the  Travelers  Property  Casualty 
Corp.  board  last  year  after  its  spin-off 
from  Citigroup,  he  recruited  seven  direc- 
tors, including  three  women.  One  was 
Laurie  J.  Thomsen,  a  semi-retired  venture 
capitalist  with  a  finance  background  who 
was  named  to  the  audit  committee.  "T\e 
been  involved  in  building  lots  of  compa- 
nies," says  Thomsen.  "Bob  knew  I  could 
ask  the  right  questions." 

Of  course,  masses  of  women  won't  be 
sweeping  into  boardrooms  overnight. 
Board  turnover  remains  slow,  and  board 
size  is  shrinking.  Still,  there's  no  doubt 
that  doors,  once  closed,  are  finally  open- 
ing, and  women  are  taking  a  seat  at 
the  table.  ■ 

-By  Kimberfy  Weisnl  in  Sew  York 


Women  in  Power 


The  share  of 
women  on  boards 
is  growing. 


1995 


1999 


2003 


9.6%   11.2%  13.6% 
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How  Nissan 
Laps  Detroit 

Its  manufacturing  flexibility  makes  for 
a  huge  advantage  over  the  Big  Three 


JONATHAN  GATES  SLAPS  A 
wide  slab  of  tan-colored, 
hard  foam  rubber  on  his 
workbench.  He  fastens  a 
numbered  tag  in  one  corner 
and  some  black  foam  insu- 
lation at  the  edges.  As  soon 
as  he  puts  a  number  on  the  piece  of  foam, 
which  will  become  the  top  of  a  dashboard 
for  a  Nissan  Quest  minivan,  the  vehicle 
has  an  identity.  All  of  the  parts  for  a  big 
chunk  of  the  minivan's  interior,  decked 
out  with  the  customer's  choice  of  colors, 
fabrics,  and  options,  will  come  together  in 
the  next  42  minutes. 

ASecondWaveof 
Efficiency 

Here's  how  Nissan  pushes  its 
productivity  edge  at  auto  factories  in 
Canton,  Miss.,  and  Smyrna,  Tenn.: 

BODY  SHOP  Nissan  can  weld  bodies  for  different  cars 
and  trucks  using  the  same  machines.  Computer- 
controlled  robots  quickly  change  weld  points  to  adjust. 

PAINT  SHOP  Nissan's  plants  have  highly  automated 
processes  to  paint  all  kinds  of  vehicles  one  after  the 
other,  with  no  downtime  for  reconfiguration. 

OUTSOURCING  Nissan  uses  lower-wage  suppliers 
to  build  the  frame,  dashboard,  and  seats.  They  are 
shipped  right  to  the  assembly  line. 

A  MOVING  STAGE  Assembly  workers  can  stand  on  a 
"lineside  limousine,"  which  moves  them,  their  tools, 
and  parts  along  with  the  car.  That  eliminates  having  to 
walk  back  and  forth  to  the  parts  bins  and  tool  racks. 

ELBOW  GREASE  Nissan  works  its  staff  hard.  Critics 
say  injury  rates  are  high,  though  Nissan  counters  that  it 
has  been  making  ergonomic  improvements. 


Gates  and  his  co-workers  fill  a  crucial 
role  at  Nissan  Motor  Co.'s  new  Canton 
(Miss.)  assembly  plant:  Almost  every- 
thing a  driver  touches  inside  a  new 
Quest,  Titan  pickup,  or  Armada  sport- 
utility  vehicle  is  put  together  in  a  single 
module,  starting  at  Gates's  workbench. 
"This  is  the  most  important  job,"  he  says. 
And  yet,  amazingly,  Gates  doesn't  even 
work  for  Nissan.  He  works   for  Lex- 
tron/Visteon    Automotive    Systems,    a 
parts  supplier  that  also  builds  the  center 
console  between  the  front  seats  and  a 
subassembly  of  the  car's  front  end.  The 
finished  modules  pass  over  a  wall  to  be 
bolted  into  a  car  or  truck  body 
rolling  down  the  assembly  line. 
Lextron/Visteon  does  the  work 
faster  than  Nissan  could  and 
pays  $3  an  hour  less  than  the 
carmaker  pays  assembly  work- 
ers. Nissan  is  using  a  similar 
strategy  for  its  vehicle  frames, 
seats,   electrical    systems,   and 
completed  doors. 

It's  a  level  of  efficiency  that 
Detroit  auto  makers  are  only  be- 
ginning to  attempt.  Along  with 
other  features  in  Nissan's  eight- 
month-old,  $1.4  billion  factory, 
the  wholesale  integration  of  out- 
side suppliers  is  another  reason 
why  General  Motors,  Ford,  and 
Chrysler  are  still  playing  catch- 
up with  Japanese  car  manufac- 
turers. The  Big  Three  have  made 
great  strides  in  productivity  in 
recent  years:  General  Motors 
Corp.'s  best  plants  now  actually 
beat  Toyota's  factories.  But  over- 
all, every  time  Detroit  gets  close, 
the  competition  seems  to  get  a 
little  better.  "The  Japanese  are 


MODULAR  VISION 

Nissan  workers 
plug  a  dashboard 
module  into  an 
Armada  SUV  in 
Canton,  Miss 


continually  improving,"  says  Micjaionla 
Robinet,  vice-president  of  CSM  Wo:  lawn, 
wide,  an  industry  consultant.  lefits t] 

Nissan  has  been  the  best  example 
that  in  North  America  for  years.  The  C  sr 
ton  plant  was  designed  with  the  same  f  ;$,  ] 
ibility,  shop-floor  smarts,  and  mana  e  t 
ment-dominated  work  rules  that  miw,  , 
Nissan's  20-year-old  plant  in  Smyrrt 
Tenn.,  the  most  productive  factory  iajj 
North  America  year  after  year,  accordiin 
to  Harbour  &  Associates.  The  Smyiiti 
plant  builds  a  car  in  just  under  16  lat  i 
hours— 6  fewer  than  the  average  Hon 
or  Toyota  plant,  8  fewer  than  GM,  andlEl1'' 
fewer  than  Ford.  Its  profit  per  vehicle  h 
$2,069  is  the  best  in  North  America. 

The  Canton  plant,  which  opened 
May,  will  almost  certainly  top  that, 
san's  secret?  Sure,  its  plants  use  chea] 
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lion  labor.  Besides  lower  wages,  the 

a  workers  get  about  $3  an  hour  less 

b  efitsthan  Big  Three  assemblers  rep- 

n[*(  :ed  by  the  United  Auto  Workers.  But 

leO  •;  more  to  it.  ( hitsourcing  otters  huge 

ne/i  ;s,  whereas  the  Big  Three  must  ne- 

tje  the  outsourcing  of  subassembly 

ml  with  the  union.  And  Nissan's  plants 

mC  -more  flexible  in  adjusting  to  market 

ind  turns.  Canton  can  send  a  mini- 

kup  truck,  and  sport-utility  vehicle 

v  the  same  assembly  line,  one  after 


\>    the 
■   her. 


without  interruption. 


AEUVERINGROOM 

lll'AVOIt:  Nissan  plans  to  build  an 

ip-ssivc  live  different   models  in  the 

ii  Mi  plant.  And,  like  Tovota  and  llon- 

issan  will  have  more  financial  room 

tneuver  as  it  pushes  aggressively 


segments  like  pickups     rwn  Klpr 
SUVs.  That  is  already     x  V  w  ULC> 


into 
and 

putting  pressure  on  De- 
troit's few  remaining  areas 
of  dominance.  When  it 
launched  the  new  Titan 
pickup  this  November,  Nis- 
san set  the  price  at  $22,000, 
undercutting  the  Ford  F- 
150  by  at  least  $2,000  while  ^™"""" 
still  maintaining  a  healthy 
profit  margin. 

At  first  glance,  a  Nissan  factory  does 
not  look  much  different  than  one  you 
would  see  in  Detroit  or  St.  Louis.  But  talk 
to  the  workers,  and  it  soon  becomes 
clear  how  relentlessly  the  company 
squeezes  mere  seconds  out  of  the  assem- 
bly process.  "There's  no  silver  bullet," 
Bays   I'.mil   I'..   Hassan,  Nissan's  senior 


edges: 
Nonunion 
labor  and 
outsourcing 


vice-president  of  manufac- 
turing. "It's  really  just  fol- 
lowing up  every  day  with 
improvements." 

On  the  Smyrna  passen- 
ger-car line,  for  instance,  a 
worker  stands  on  a  moving 
platform,  called  a  lineside 
limo,  that  inches  along  the 
■■  body  of  an  Xterra  SUV.  The 

limo  carries  all  the  tools  and 
parts  he  needs.  The  assem- 
bler grabs  a  seat  belt  from  a  bin  next  to 
him,  bolts  it  in,  then  moves  along  and  in- 
stalls the  rear  struts— all  without  having 
to  make  what  used  to  be  a  20-foot  walk 
back  and  forth,  three  times  per  car.  Nis 
san  started  installing  lineside  limos  13 
years  ago  at  the  suggestion  of  a  line  work- 
er; CM  and  other  auto  makers  also  use 
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these  limos,  but  not  as  extensively.  "We 
don't  have  to  do  a  lot  of  walking,"  says 
Smyrna  Vice-President  of  Manufacturing 
Gregory  Daniels. 

Still,  there  are  some  big  differences  be- 
tween domestic  and  foreign  plants  in  the 
U.S.  The  United  Auto  Workers  is  slowly 
allowing  more  outsourcing.  But  the  UAW 
wants  to  outsource  work  only  to  union- 
friendly  suppliers.  And  even  then  it  has  to 
be  negotiated.  Nissan,  meanwhile,  has 
free  rein  to  outsource  jobs.  Two  of  Smyr- 
na's vehicles— the  Maxima  and  Altima 
sedans— were  engineered  to  be  built  us- 
ing modules  built  by  suppliers.  Every  ve- 
hicle built  in  Canton  was  designed  that 
way.  All  together,  buying  modules  saves 
15%  to  30%  on  the  total  cost  of  that  sec- 
tion of  the  car,  according  to  the  Center  for 
Automotive  Research  (CAR)  in  Ann  Ar- 
bor, Mich.  And  the  Big  Three?  GM  is  the 
most  "modular"  of  the  domestic  manu- 
facturers, but  only  a  few  of  its  plants  have 
been  designed  to  build  cars  using  many 
big  modules. 

MAKING  HEADWAY 

ONE  OF  THE  BIGGEST  advantages  the 
Japanese  have  is  that  they  can  keep  their 
plants  busy  pretty  much  no  matter  how 
the  market  shifts.  In  Nissan's  case,  if  de- 
mand for  the  Titan  surges  it  could  cut 
production  of,  say,  slower-moving  Altima 
sedans.  That  means  its  workers  are  rarely 
idle  and  the  company  doesn't  need  re- 
bates to  keep  its  plants  busy.  This  flexibil- 
ity means  that  Nissan,  Toyota,  and  Honda 
all  run  their  plants  at  100%  capacity  or 
higher,  once  overtime  is  figured  in.  GM, 
Ford,  and  Chrysler,  on  the  other  hand,  use 
about  85%.  "The  key  to  making  money  in 
this  business  is  running  plants  at  100% 
capacity,"  says  Sean  McAlinden,  chief 
economist  with  CAR. 

Toyota  is  probably  the  most  flexible 


tjm 


£*ag 


auto  maker  in  North  America, 
according  to  Prudential  Secu- 
rities Inc.,  with  five  of  its  sev- 
en North  American  assembly 
lines  building  more  than  one 
vehicle.  When  Canton  starts 
building  the  Altima,  three  of  Nissan's 
four  lines  will  be  fully  flexible.  What  that 
means  on  the  factory  floor 
is  that  Canton's  body  shop  can  weld  any 
of  four  vehicles— two  SUVs,  a  pickup, 
and  a  minivan— on  the  same  line.  Ro- 
botic arms  can  be  quickly  programmed 
to  weld  in  the  spots  needed  for  different 
vehicles. 

Detroit  is  slowly  making  headway. 
Prudential  says  half  of  GM's  35  North 
American  assembly  lines  can  make  multi- 
ple vehicles.  GM's  two-year-old  Cadillac 
pant  in  Lansing,  Mich.,  will  make  three 
luxury  vehicles:  the  CTS  and  STS  sedans 
and  SRX  SUV.  It  has  also  been  designed  to 
get  some  large,  preassembled  modules 


ROBOTIC  ARMS 

Nissan  plans  to 
build  an  impressive 
five  models  at  the 
Canton  plant 


Playing  Catch-Up  on  the  Factory  Floor 

General  Motors  has  made  great  strides  in  efficiency,  but  Nissan  still 
operates  the  most  efficient  auto  plant  in  North  America. 

BEST  PLANTS 

HOURS PER 
VEHICLE* 

PRODUCT 

NISSAN,  SMYRNA,  TENN. 

15.7 

Altima,  Maxima 

GM.OSKAWA.ONT.l 

16.4 

Chevrolet  Monte  Carlo,  Impala  ■ 

GM.0SHAWA.0NT.2 

17.1 

Buick  Century,  Regal 

WORST  PLANTS 

HOURS PER 
VEHICLE* 

PRODUCT 

FORD,  WIXOM,  MICH. 

44.2 

Lincoln  Town  Car,  LS,  Ford  Thunderbird 

CHRYSLER,  ST.  LOUIS  NORTH 

33.8 

Dodge  Ram  pickup 

GM/SUZUKI,  INGERSOLL,  ONT. 

29.9 

1    "Average  labor  hours  sr 

Suzuki  Vitara,  Chevrolet  Tracker 

ent  on  vehic  les  made  in  2002                    Data:  Harbour  S.  Associates 

from  suppliers.  GM  i 
the  Cadillac  plant 
model  for  upgrading 
plants.  "We're  getting 
more  flexible,,'  says  G 
Cowger,  president 
North  America. 

But  it's  much  easier 
sign  a  new  factory  to  b 
ble  from  the  ground  u 
to  refurbish  those  buill 
more  years  ago.  And  v 
much  excess  capacit 
Big  Three  have  no  ro 
build  new  plants.  f&\ 
they  could  match  the 
nese   in   productivity, 
would  have  to  account  f 
costs    of  laid-off  wo 
whose  contracts  entitie 
to  75%  of  their  pay. 

By  contrast,  Nissan  i 
tight  ship  and  works  it: 
ployees  harder.  Durinj 
UAW's  failed  attempt  t 
ganize    Smyrna    in 
workers  told  the  union 
line  speeds  were  too  fas 
people  were  getting  injured,  says 
King,  the  UAW's  vice-president  of  oi 
izing.  The  union  says  that  in  2001,  Ni 
reported  31  injuries  per  1,000  work 
twice  the  average  at  Big  Three  plants 
cording  to  logs  reported  to  the  Occ 
tional  Safety  &  Health  Administratioi 


SQUEAKS  AND  RATTLES 

NISSAN  DOES  NOT  dispute  the  O 
figures,  but  it  denies  its  assembly 
are  any  less  safe  than  Detroit's.  Altho 
the  company  won't  release  current  n 
bers,  executives  do  say  that  they  1" 
taken  steps  to  reduce  injuries.  For 
stance,  the  company  has  workers  do 
different  jobs  during  a  typical  eight-h 
shift,  to  try  to  cut  down  on  repetit 
motion  injuries.  Nissan  claims  that 
jury  rates  have  fallen  60%  in  the 
two  years. 

As  for  the  finished  product,  the  i 
test  is  still  to  come  for  Nissan.  The  cc 
pany  has  yet  to  prove  that  the  popula 
of  its  Altima  and  G35  Infiniti  sedans 
carry  over  to  minivans,  big  pickups, 
big  SUVs.  The  company's  quality  rat 
is  below  average,  and  critics  say 
Quest  has  squeaks  and  rattles  that  ne 
to  be  worked  out  at  the  factory.  Tru< 
are  Detroit's  last  bastion  of  dominan 
and  it  will  fight  to  maintain  an  edge 
at  least  in  terms  of  efficiency,  each  n< 
Nissan  is  rolling  off  the  line  with  a  hu 
headstart.  ■ 

-By  David  Welch  in  Canton,  Aft 
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REOPEN  LADY  LIBERTY 
AND  YOU  CAN  SEE  UP  CLOSE  WHAT  OUR  COUNTRY  IS  MADE  OF. 
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Visit  the  Statue  ot  Liberty  and  you  don't  just 
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get  a  closer  look  at  the  225  tons  of 

metal  it  took  to  build  her.  You 

learn  the  story  of  her  creators 

who  persevered  over  20  j 

to  see  her  finished,  and  how 

ordinary  citizens  raised  half 

a    million    dollars    for    her 

construction.  She  is  a  physical 

reminder  ot  the  that  make 

this  i  Which  is  why 

we  all  lost  something  when  she  was 

closed  i*>  the  public  du<  ty  concerns. 


Now  you  can  do  something  about  it.  From 
now  through  January  2004,  every  time 
you  use  your  American  Express® 
Mf         Card,  we  will  make  a  donation 
to  The  Statue  of  Liberty  -  Ellis 
Island  Foundation  to  help 
fund  her  necessary  security 
upgrades.  You  can  also  go 

i 

to  www.statueofliberty.org  to 
charge  a  donation  or  to  donate 
Membership  Rewards"  points.  It  is 
our  way  of  making  sure  this  part  of  the 
American  story  is  told  for  generations  to  come. 


HELP  REOPEN  LADY  LIBERTY 
statueofliberty.org 
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Disability  Claim  Denied 

Insurer  UnumProvident  is  under  fire  for  its  roster  of  rejections 


IN  25  YEARS  AS  A  PUBLIC  DE- 
fender  in  Philadelphia,  Michael  J. 
Kelly  juggled  as  many  as  25  cases 
at  once,  spending  endless  hours 
meeting  with  criminal  defendants 
inside  prisons  and  cramming  for 
thousands  of  court  appearances. 
The  years  of  stress  took  their  toll:  In  1999, 
Kelly  was  diagnosed  with  an  enlarged 
heart— a  condition  that,  as  one  doctor  put 
it,  turned  him  into  a  walking  heart  attack. 
"I  don't  think  he  can  work,"  his  cardiolo- 
gist, Cheryl  L.  Leddy,  now  says. 

Kelly   filed   a   disability   claim   with 


UnumProvident  Corp.  That's  when  the 
stress  really  began.  The  Chattanooga 
(Tenn.)  disability  insurer  turned  him 
down  repeatedly  after  he  quit  his  job  at 
his  doctor's  urging.  Kelly,  now  54,  strug- 
gled to  get  by  on  his  savings  and  Social 
Security  checks  but  was  forced  to  file  for 
bankruptcy  in  September.  "It  has  been  a 
huge  burden  on  my  family,"  he  sighs.  "I 
had  worked  for  almost  25  years,  and  now 
I  [am]  left  with  nothing— I  don't  even 
have  health  insurance,  because  I  can't  af- 
ford it."  At  the  time,  UnumProvident  said 
Kelly  was  still  capable  of  light  work.  But 


when  asked  about  the  claim  recendjl 
Christopher  Collins,  the  insurer's  dep  » 
general  counsel,  says  he  "would  like  (] 
look  at  [it]  more  closely.  I  wish  I  could   e 
you  we're  perfect,  but  that's  not  alwi  i 

the  case."  °' 

UnumProvident,  the  product  of  a  flu  i 
of  mergers  in  the  late  1990s,  is  bei  n 
forced  to  revisit  many  of  its  cases.  A  gro 
ing  chorus  of  policyholders,  plaintii 
lawyers,  former  employees,  and  regull 
tors  charges  that  the  company  systemaj 
cally  rejects  as  many  claims— legitime 
or  not— as  it  feels  it  can  get  away  with. 


Mike  Kelly 
quit  his  job 
on  medical 
advice.  Unum 
turned  away 
his  claim 


4 


ihat's  especially  troubling  because 

p9.9  billion  outfit  is  the  nation's 

1 1  disability  insurer.  Jt  writes  more 

■0%  of  individual  disability  policies 

.ore  than  25%  of  group  ones,  and  it 

more  than  17  million  Americans. 

iCY  VIOLATIONS 

45  STATES  are  jointly  invesrigating 
JnumProvident  handles  claims,  the 
t  such  probe  ever  undertaken  in  the 
Bays  Christopher  Goetcheus, 
■nan  for  the  Massachusetts  Divi- 
f  Insurance.  He  says  the  investiga- 

.  expected  to  be  completed  by  June. 

a  separate  action  last  March,  the 
ol  Georgia  fined  the  company  $1 
n  and  set  up  a  system  to  scrutinize 
lulling  of  every  rejected  claim  fo- 
il Georgia  residents  for  two  years, 
interview,  Georgia  Insurance  Com- 
tier  John  VY.  Oxendme  describes  a 
orate  culture  built  on  finding  e\er\ 
ical  reason  to  deny  chums."  I  le  says 
uu\  found  that  some  company  in- 


such    bad 


vestigators  improperly  tipped  off  employ 

en  about  workers  who  had  sensitive  con 
ditions  such  as  AIDS.  It  also  concluded 
that  claims  handlers  routinely  overruled 
doctors  by  rejecting  payouts  to  policy- 
holders. UnumProvident  Chief  Executive 
Thomas  R.  Watjen,  a  nine-year  company 
exec  who  became  CEO  on  Mar.  31,  denies 
the  allegations  made  by  Georgia.  He  adds 
that  he  "very  much  endorsed"  the  multi- 
state  review  in  hopes  that  it  will  end  the 
accusations  dogging  the  insurer.  He  says 
he's  "very  confident"  that  UnumProvi- 
dent will  be  cleared. 

What  has  caught  the  eye  of  regulators 
from  coast  to  coast  is  the  avalanche  of 
thousands  of  lawsuits  and  tens  of  mil- 
lions injury  awards  against  UnumProv- 
ident over  the  past  few  years.  In  April,  an 
Arizona  jury  awarded  a  Scottsdale 
cardiologist,  Joanne  Ceimo,  $84-5  mil- 
lion after  it  concluded  that  the  company 
unfairly  denied  her  $12,000-a-month 
claim,  although  a  judge  later  reduced  the 
award  to  less  than  $20  million.  A 
neck  injury  had  caused 
hand  tremors  that  Ceimo 
could  no  longer  perform 
delicate  procedures  such  as 
angioplasty. 

Last  year,  a  California 
judge  upheld  a  $7.67  mil- 
lion jury  award  to  a  former 
Berkeley  chiropractor,  Joan 
Hangarter,  and  sternly 
warned  Unum  against  fu- 
ture violations,  including 
"employing  biased  medical 
examiners,  destroying 
medical  records,  and  with- 
holding from  claimants 
information  about  their 
benefits." 

In  January,  a  California 
jury  awarded  $31.7  million 
to  a  Novato  eye  surgeon, 
Randall  Chapman.  A  phobia 
had  given  him  the  shakes, 
preventing  him  from  per- 
forming operations.  The 
company  denied  his  claims,  saying  he 
failed  to  accept  treatment  recommended 
by  its  doctor.  When  a  Superior  Court 
judge,  Lynn  O'Malley  Taylor,  reduced  that 
verdict  to  $6.1  million,  she  nonetheless  re- 
buked UnumProvident  for  the  "creation  of 
a  claims-handling  procedure  that  appears 
designed  to  avoid  performing  a  thorough, 
competent  and  objective  investigation  of 
[a]  plaintiff  s  claim."  UnumProvident  offi- 
cials say  these  large  jury  awards  against 
the  company  arc  aberrations,  and  they're 
appealing  the  Ceimo,  Hangarter,  and 
( [hapmarj  verdicts. 


On  the 
Docket 

UnumProvident 

faces  increasing 

legal  woes: 


45 


states  are  jointly 

investigating  the 

company's  practices 


2,500 

lawsuits  were  filed 
by  policyholders  from 
Jan.  1997  to  Aug.  2002 


Former  employees  and  plaintiffs  attor- 
neys who  have  seen  UnumProvident  s  files 
paint  a  picture  of  an  aggressive  corporate 
culture.  They  say  managers  kept  a  lid  on 
costs  by  pushing  claims  handlers  and  in- 
vestigators to  find  any  reason  to  deny  large- 
payouts.  In  depositions,  some  company 
physicians  said  they  felt  pressured  by  man- 
agers to  render  the  medical  opinions 
needed  to  deny  claims.  In  September, 
2002,  Dr.  Patrick  F.  McSharry  recalled  in  a 
deposition  that  one  senior  claims  specialist 
would  routinely  run  her  finger  across  her 
neck  in  a  slitting  motion  as  she  ordered 
staffers  in  claims-review  sessions  to 
"  'close  them  down,  get  them  off,  get  them 
out  of  here.'" 

"HUNGRY  VULTURES" 

THE  CULTURE  WAS  symbolized  by  the 
company's  "Hungry  Vulture"  award  for 
top  performers,  say  former  employees.  The 
prize  even  carried  the  motto  "Patience  my 
foot ...  I'm  gonna  kill  something."  George 
A.  Shell  Jr.,  senior  vice-president  of 
UnumProvident's  benefits  operations,  says 
the  award— which  has  been 
discontinued— was  never 
given  to  workers  for  denying 
claims  but  simply  to  exem- 
plary employees  to  recognize 
good  performance. 

UnumProvident  officials 
in  interviews  dismiss  any 
notion  that  they  cultivated  a 
milieu  in  which  employees 
were  pressured  to  reject 
claims.  "You  won't  lose  your 
job  because  you  made  a  de- 
cision to  pay  a  claim,"  says 
Shell.  The  officials  also  say 
less  than  one-half  of  1%  of 
claims  result  in  suits  and 
that  the  number  has  fallen 
over  the  past  18  months,  al- 
though they  decline  to  pro- 
vide data. 

At  the  same  time,  the 
company  has  installed  a  new 
"""  procedure  in  which  a  sepa- 

rate panel  of  reviewers— and  not  the  orig- 
inal claims  handlers— now  examines  ap- 
peals. "I  would  never  be  associated  with  a 
company  that  wasn't  of  the  upmost  char- 
acter," says  CEO  Watjen.  He  also  points  to 
the  company's  high  renewal  rate  widi  the 
hundreds  of  corporate  purchasers  of  its 
group  policies  as  evidence  that  the  prob- 
lems are  overblown.  Indeed.  Andrew  Ke- 
owen,  a  California  benefits  consultant 
whose  corporate  clients  employ  160,000 
people,  says  those  companies  "arc  happy 
with  UnumProvident.* 

Insurance-industry   experts  trace  the 
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company's  problems  to  its  decision  in  the 
early  1980s  to  target  the  market  for 
lawyers,  doctors,  and  other  professionals 
who  own  their  own  practices.  The  policies 
weren't  cheap,  but  they  guaranteed  an- 
nual payments  that  usually  ranged  well 
into  six  figures  if  policyholders  could  no 
longer  practice  their  specialty.  At  first,  the 
policies  were  a  big  profit  center  for  the  in- 
dustry. Then  claims  started  arriving  in  far 
greater  numbers  than  expected.  Other  in- 
surers scaled  back  their  exposure  to  the 
disability  business,  but  Provident  Com- 
panies Inc.,  as  it  was  then  called,  doubled 
its  bet,  acquiring  two  of  its  biggest  rivals: 
Paul  Revere  Corp.  in  1996,  and  Unum 
Corp.  in  1999. 

REVERSAL  OF  FORTUNE 

THAT'S  WHEN  LINDA  NEE,  a  veteran 
claims  handler  at  Unum's  head  office  in 
Portland,  Me.,  and  other  employees  there 
say  they  started  seeing  a  more  ruthless 
approach  to  claims.  The  pressure  peaked, 
they  say,  in  the  last  month  of  each  quar- 
ter—the "scrub  months,"  when  managers 
looked  for  claims  to  termi- 
nate to  get  under  budget.  T^X-"WOrkd"S 
The  company  vigorously  de- 


quately  rebuild  its  reserves.  Unum  did 
raise  $1  billion  in  convertible  debt  and  eq- 
uity on  May  1— helping  to  pull  its  stock 
back  to  $15— but  profits  remain  weighed 
down  by  the  lawsuits  and  the  growing 
number  of  claims  from  its 
old  policies.  Merrill  Lynch 
&  Co.  analyst  Edward  A. 


that  it  rejects  claims  for    S8.V  tllCrC  WHS     Spehar  expects  Unum  to 


look  for 
claims  to 
terminate 


mes 

financial  reasons  and  says 

that  Nee  was  fired  last  year    preSSUre  TO 

for  poor  performance.  Nee, 

who  worked  for  Unum  for 

eight  years,  confirms  that 

she  was  terminated  but  says 

it  was  because  the  company 

began    to    see    her    as    a 

whistle-blower. 

Meanwhile,  UnumProvi- 
dent's  fortunes  were  going  into  reverse. 
After  peaking  at  $61.45  in  January,  1999, 
its  stock  price  plunged  below  $6  a  share 
last  March.  The  combination  of  poor  in- 
vestments and  a  crush  of  big-dollar 
claims  from  policies  written  in  the  1980s 
left  investors  questioning  whether  the  in- 
surer could  raise  enough  capital  to  ade- 


to 
earn  just  $66  million  this 
year,  down  from  $401  mil- 
lion last  year  and  $541  mil- 
lion in  2001. 

Insurance  experts  say  if  s 
no  surprise  that  a  disability 
insurer  is  beset  with  law- 
suits;  it  comes  with  the 
territory.  Unlike,  say,  life 
insurance— where  an  indi- 
vidual's death  is  usually  irrefutable— legal 
disputes  are  common  in  disability  claims, 
with  insurers  always  on  the  watch  for 
fraud  and  injured  workers  trying  to  prove 
they  can  truly  no  longer  work. 

The  case  of  Alan  M.  Gross,  an  orthope- 
dic surgeon  who  set  up  practice  in  Cali- 
fornia in  the  mid-1980s,  shows  how 
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Policies  have 
a  high  rate 
of  renewal, 
says  the  CEO 


sharply     differer 
opinions  on  a  clai 
condition  can  be 
began  to  suffer  1 
vision  and  numbi 
his  hands  in  the 
1990s  and  was  diagnosed  with  di 
Two  years  ago,  after  finishing  an 
tion,  Gross  peeled  off  one  of  his  s 
gloves  and  found  it  filled  with  bio 
had  nearly  severed  one  of  his  finge 
ing  the  surgery.  "I  had  to  recognize 
I  kept  doing  surgery,  I  was  creating 
not  only  for  me  but  for  my  patienl 
says.     He    filed    for    disability 
UnumProvident,     but     the     co 
stopped  paying  after  a  year.  It 
tention:  Even  if  the  46-year-old 
couldn't  do  surgery,  he  could  taJ 
lighter  duties,  such  as  consulting  wi 
tients.  But  Gross's  doctor,  David 
says  in  an  interview  that  his  patient  i 
suffering  from  a  condition  causin 
bones  in  his  feet  to  degenerate 
means  that  even  the  walking  necess 
meet  with  patients  all  day  puts  h  .'   j 
high  risk  of  eventual  amputation, 
man  has  every  complication  of  diab<  lsumer 
he  says.  atsmal 

Gross  is  suing  the  company  ^  on  tunc 
using  other  surgeons  to  keep  his  pn  it  costs  1 
going.  UnumProvident  holds  tha  ting thi 
wealthy  surgeon  just  doesri't  qualif  tDavid 
disability  as  long  as  he  works,  tilolAi 
Gross  argues  that  his  policy  covere  fonts: 
work  as  a  surgeon,  which  he  caiiElfifl 
longer  perform.  tors, th' 

When  it  reaches  court,  Gross's  case  id  befc 
get  the  closer  look— as  with  Kelly,  th  ioone 
public  defender— that  so  many  that's 
UnumProvident' s  cases  are  now  retadai 
ing.  Meanwhile,  policyholders  are  le  it's  no 
ing  that,  at  least  with  UnumProvic  torsv 
disability  insurance  is  not  always  the  s  ;,Tfe 
ty  net  they  expected.  ■ 

—By  Dean  Foiist  in  Chattano  [)  adrr 
Tenn.,  with  Anand  Natarajan  in  Ati 
and  Brian  Grow  in  Chidf 


AN  INSURANCE  GIANT  STUMBLES 


UnumProvident  grew  quickly 
through  acquisitions... 

.„  BILLIONS  OF  DOLLARS 


...but  flat 
investment  income. 


BILLIONS  OF  DOLLARS 


...and  mounting  payouts 
for  claims... 


,  BILLIONS  OF  DOLLARS 


96     '97      '98     '99     '00      '01      '02     '03EST.  96      '97     '98 
Data:  Company  reports,  Bloomberg  Financial  Markets.  Merrill  Lynch  &  Co. 
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saving  the  Little  Guy  Out  in  the  Cold 

SEC's  cleanup  of  mutual  funds  could  shortchange  small  investors 


>M  M  UNTARY 


,MY  BORRUS 


iti 


EWLY  ENERGIZED  BY  THE 
mutual-fund  scandal,  the 
Securities  &  Exchange 
Commission  is  readying 
new  rules  to  stop  abuses, 
some  of  its  proposals  could 
talize  the  little  guys,  instead  of  the 
i  traders  and  fund  promoters  who 
lived  to  profit  so  handsomely. 

lsumer  advocates  and  401(k)  retirement-plan  sponsors 
uit  small  investors  will  be  denied  the  most  up-to-date 
1  on  funds,  get  hit  with  new  fees— and  still  won't  be  told 
t  costs  them  to  own  mutual  funds.  "The  SEC  is 
it  thing  the  innocent  to  prevent  abuses  by  a  few  insiders," 

■  David  L.  Wray,  president  of  the  Profit  Sharing/401(k) 

rla    ;il  of  .America.  The  SEC  needs  to  rethink  its  approach  on 
■en    fronts: 

ci  l'E  TRADING  To  stop  after-hours  stealth  trades  by  favored 
•  ors,  the  SEC  wants  funds  themselves  to  have  all  orders 
a   id  before  they  set  prices  at  4  p.m.  Eastern  time.  That 
a   10  one  can  trade  on  late 
i"  that's  likely  to  move  prices 
i  pet  day. 

il.it's  no  problem  for 
*  ors  with  a  direct  line  to 
.a .  They  could  still  place 
a  s  at,  say,  3:50  p.m.  But 
■;n  )  administrators  say  the 
itt  "would  force  workers  to 
(■their  orders  as  early  as 
I.  on  the  West  Coast  to  make 
hey  comply  with  the  new 
So  they  would  have  to  buy 
}  I  based  on  the  first  half 
)j  of  New  York  trading  -or  miss  out  on  that  day's  price. 
I  e  SEC  concluded  rightly  that  most401(k)  participants 
■^m^  term  investors  who  shouldn't  be  bothered  by  a  one- 

■  elay.  But  a  hard  4  p.m.  close  still  punishes  the  wrong 
I  le.  The  SEC  should  wevi  it  as  a  temporary  fix  and  push 
icjitry  to  soke  the  problem  with  better  technology.  For 
<a  pie,  I  lew  itt  Associates,  which  processes  trades  for  5.5 
n|  m  |OI(k)  participants,  says  computer  systems  that 

nj  stamp  orders  could  be  encrypted  to  make  them 
.•I  proof.  Such  procedures  could  be  backed  up  bj  an 
de  audit. 


MARKET  TIMING  To  discourage  fast  in-and-out  trading,  the 
SEC  plans  to  impose  redemption  fees  on  fund  investments 
held  less  than  five  days.  The  goal  is  to  keep  rapid  traders  from 
exploiting  the  stale  prices  of  foreign  or  thinly  traded  stocks  in 
mutual  funds. 

Mandatory  fees  suit  the  fund  industry  just  fine.  A  levy  of 
2%  or  more  will  lock  money  into  funds.  Even  one  SEC  official 
derides  funds  that  already  charge  such  fees  as  "2%  roach 
motels."  They  could  hurt  small  investors  who  need  money  for 
medical  or  other  emergencies.  And  401(k)  plan  participants 
could  get  socked  if  they  sell  within  five  days  of  an  automatic 
payroll  contribution. 

The  SEC  already  knows  the  right  solution:  Force  funds  to 
always  use  fair-value  pricing,  a  fancy  term  for  putting  a 
current  market  value  on  a  stock  whose  price  has  become  stale. 
On  Dec.  3,  the  SEC  warned  funds  that  they  must  update  stale 
prices— but  stopped  short  of  requiring  daily  fair-value  pricing. 
And  the  SEC  on  Dec.  11  was  expected  to  remind  funds  of  their 
responsibility  to  value  assets  properly  in  a  civil  fraud  case 
against  Heartland  Advisors,  several.of  its  top  officials,  and 
directors  of  two  Heartland  funds. 

FEE  DISCLOSURE  If  the  SEC  really  wanted  to  help  small 
investors,  it  would  force  funds  to  disclose  fees  clearly.  After 
all,  the  estimated  $5  billion  investors  lose  annually  to 

I  market-timing  is  dwarfed 

Individuals    b?  ^  $A75 !>UH°nA ^j  pay 
1  i        ?  m  rees-  ^n" Wltn  funds 

SllOUlClriL  poor  disclosure— fees  are 

Vmvp  tn  hear    sta,ted  in  annual  repor? 
lldvt  IxJ  UtcU.       only  as  a  percentage  of 

assets— "most  investors 
have  no  idea  what  they're 
paying,"  says  former  SEC 
commissioner  Steven  M.H. 
Wallman,  now  CEO  of 
brokerage  FOLIOfn  Inc. 

The  SEC  wants  funds  to 
show  in  their  semi-annual 
reports  what  an  investor  would  have  paid  in  dollars  on  a 
hypothetical  $10,000  investment.  But  that's  just  a  percentage 
in  a  different  guise.  What  each  investor  needs  to  know  is  what 
he  or  she  actually  paid,  in  dollars,  just  as  with  stock  purchases 
through  a  broker— shown  prominently  on  personal  quarterly 
statements,  not  buried  in  documents  that  few  ever  read. 

Give  the  SEC  its  due:  Many  of  its  reform  ideas  will  promote 
B  cleaner  fund  industry,  with  stronger  compliance  and  more 
independent  boards.  But  the  agency  can't  lose  sitdit  of  its 
mission.  It  must  put  the  burden  of  cleaning  up  the  scandal  on 
the  real  perpetrators— not  on  small  investors.  ■ 
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Individuals 
shouldn't 
have  to  bear 
the  costs  of 
reining  in 
big  investors 
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A  tale 
ofwhat 
free  trade 
can  and 
cannot  do 


BY  GERI  SMITH  AND 
CRISTINA  LINDBLAD 


PIEDAD  URQUIZA  PROB- 
ably  doesn't  know  much 
about  NAFTA,  but  she 
knows  what  it's  like  to 
have  a  steady  job.  Ur- 
quiza  works  at  a  Delphi 
Corp.  auto-parts  plant 
in  Ciudad  Juarez,  just 
across  the  border  from  El  Paso.  The  as- 
sembly line  is  a  cross  section  of  working- 
class  Mexico,  from  twentysomethings 
raised  in  this  border  boomtown  to  veter- 
an hands  harking  from  the  deep  interior. 
In  the  years  since  NAFTA  lowered  trade 
and  investment  barriers,  Delphi  has  sig- 
nificandy  expanded  its  presence  in  the 
country.  Today  it  employs  70,000  Mexi- 


cans, who  every  day  receive  up  to  70  mil- 
lion U.S.-made  components  to  assemble 
into  parts.  The  wages  are  not  princely  by 
U.S.  standards— an  assembly  line  work- 
er with  two  years'  experience  earns 
about  $1.90  an  hour.  But  that's  triple 
Mexico's  minimum  wage,  and  Delphi 
jobs  are  among  the  most  coveted  in 
Juarez.  "I  like  the  environment,  I  like  my 
colleagues,"  says  Urquiza,  a  56-year-old 
widow  who  assembles  the  switches  that 
control  turn  signals.  The  daughter  of  a 
poor  rancher,  she  dropped  out  of  school 
after  die  seventh  grade  and  has  relied  on 
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UNDER  FIRE 
AGUILERAFACESA 
726%  INCREASE  IN 
U.S.  PORK  IMPORTS 


MEXICO 
Then  &  Now 

Despite  doubts  among  Mexical 
benefits  under  NAFTA  are  num 


1993 
Government 


2003 


Single-party       Multips 
dominated         democrc 

Gross  domestic  product 

$403  Biiiion   $594 


Exports  as  %  of  GDP 

T5%~ 


30% 


Oil  as  %  of  exports 

18% 


9% 


Remittances  by  migrants  in  U.Sl 
$2.4  Billion        $14BilJ 


Data:  Mexican  Central  bank,  Economist  Intelligence 


The  pact  is  one  of  the  BIGGEST,  mi 


her  Delphi  job  to  raise  six  children  to  adulthood— and,  she  hopes, 
to  a  better  life. 

Urquiza  and  millions  of  other  Mexicans  live  out  daily  one  of 
the  most  radical  free-trade  experiments  in  history.  The  North 
American  Free  Trade  Agreement  ranks  on  a  par  with  Europe's 
creation  of  the  euro  and  China's  casting  off  Marxism  for  capi- 
talism. It  encompasses  421  million  people  and  melds  two  first- 
world  economies— the  U.S.  and  Canada— with  a  struggling 
third-world  country,  Mexico.  The  bloc  was  seen  as  a  bold  at- 
tempt to  demonstrate  once  and  for  all  free  trade's  vast  power  to 
turn  a  developing  nation  into  a  modern  economy.  If  anything 
was  a  litmus  test  for  globalization,  NAFTA  was  it. 

PROMISES,  PROMISES 

ON  JAN.  1,  NAFTA  will  celebrate  its  10  th  anniversary.  The  as- 
sessment? The  grand  experiment  worked  in  spades  on  many 
levels.  American  manufacturers,  desperate  for  relief  from 
Asian  competition,  flocked  to  Mexico  to  take  advantage  of 
wages  that  were  a  10th  of  those  in  the  U.S.  Foreign  investment 
flooded  in,  rising  to  an  annual  average  of  $12  billion  a  year 
over  the  past  decade,  three  times  what  India  takes  in.  Exports 
grew  threefold,  from  $52  billion  to  $161  billion  today.  Mexico's 
per  capita  income  rose  24%,  to  just  over  $4,000— which  is 
roughly  10  times  China's.  "NAFTA  gave  us  a  big  push,"  Mexi- 
can President  Vicente  Fox  told  BusinessWeek.  Fox  notes  proud- 
ly that  Mexico's  $594  billion  economy  is  now  the  ninth-largest 
in  the  world,  up  from  No.  15  a  dozen  years  ago.  "It  gave  us 
jobs.  It  gave  us  knowledge,  experience,  technological  transfer." 


Bll 


Just  as  important,  the  pact  spurred  profound  poi« 
change.  Mexicans  who  backed  open  markets  also  wante^o 
open  political  system.  Would  the  Institutional  Revolutio 
Party  (PRl)  have  fallen  from  seven  decades  in  power  in  20 
Mexico  hadn't  signed  a  treaty  requiring  government  tr 
parency,  equal  treatment  for  domestic  and  foreign  invesfmanv 
and  international  mediation  of  labor,  environmental,  and 
er  disputes?  It's  hard  to  believe  democracy  would  have  coir  i\ 
quickly  without  NAFTA. 

Impressive  milestones— and  seemingly  ample  proof 
free  trade  delivers  the  goods.  But  rightly  or  wrongly,  a  1^'a't 
proportion  of  Mexicans  today  believe  the  sacrifices  exce 
the  benefits.  The  Mexican  mood  is  infecting  other  Latin  o 
tries,  which  after  15  years  of  gradually  opening  their 
economies  to  trade  and  investment  are  showing  pronou 
fatigue  with  the  "Washington  consensus,"  the  free-m 
formula  preached  by  the  U.S.  and  the  International  Mone 
Fund.  In  an  August  poll  of  17  Latin  countries  carried  ou 
Chile-based  Latinobarometro,  just  16%  of  respondents 
they  were  satisfied  with  the  way  market  economics  were  w< 
ing  in  their  countries.  Thus  NAFTA's  perceived  shortfalls 
giving  fresh  ammunition  to  free  trade's  opponents.  "Now 
have  a  whole  network  of  people  organizing  against  the 
Trade  Area  of  the  Americas  and  globalization  because  of 
has  happened  in  Mexico  under  NAFTA,"  says  Thea  Lee, 
AFL-CIO's  chief  expert  on  international  trade  pacts.  That': 
ironic  switch:  It  was  NAFTA,  after  all,  that  kicked  the 
trade   movement   into   high   gear,   spurring   forward 
Uruguay  round  of  global  trade  talks  in  the  mid-1990s  and 
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i     he  stage  for  China's  entry  into  the  World  Trade  Organi- 
n  in  2001. 

fiy  have  so  many  Mexicans  soured  on  NAFTA?  One  prob- 
Is  that  the  deal  was  oversold  by  its  sponsors  as  a  near-mag- 
y  to  turn  Mexico  into  the  next  Korea  or  Taiwan.  Ten  years 

many  think  the  pact  has  stopped  paying  dividends— and 
Mexico  has  been  unfairly  neglected  by  a  Washington  con- 
coi  i.'d  by  the  war  on  terror.  Speaking  before  an  audience  of 

nts  on  Nov.  11,  Mexico's  envoy  to  the  U.N.,  Adolfo  Aguilar 
.*r,  characterized  NAFTA  as  "a  weekend  fling."  The  U.S.,  he 

"isn't  interested  in  a  relationship  of  equals  with  Mexico, 
ather  in  a  relationship  of  convenience  and  subordination." 


II 


While  Zinser's  remarks  cost  him  his  job,  his  words  struck  a 
chord.  In  an  October  survey  by  a  leading  pollster,  only  45%  of 
Mexicans  said  NAFTA  had  benefited  their  economy.  That's 
down  from  the  68%  who  in  November,  1993,  saw  the  pact  as  a 
strong  plus.  With  the  U.S.  in  a  slump  for  the  past  three  years, 
Mexicans  are  experiencing  the  downside  of  their  close  com- 
mercial ties  with  the  colossus.  Mexico's  economy  will  grow  by 
1.5%  this  year,  a  poor  showing  for  a  developing  country. 

In  a  larger  sense,  Mexicans  feel  shortchanged  by  globaliza- 
tion. They  thought  they  would  be  America's  biggest  workshop. 
That  honor  now  belongs  to  China,  which  this  year  surpassed 
Mexico  as  the  U.S.'s  No.  2  supplier.  Mexican  policymakers 


The  continental  trade  pact,  along  with  the  peso 
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Mexico  believed  NAFTA  would  mak 


signed  trade  agreements  with  a  total  of  32  countries,  and  as  a 
result  consumers  got  cheaper  and  better  goods.  Yet  local  man- 
ufacturers of  everything  from  toys  to  shoes,  as  well  as  farmers 
of  rice  and  corn,  struggle  to  survive  the  onslaught  of  cheap  im- 
ports. Mexicans  hoped  NAFTA  would  generate  enough  jobs  to 
keep  them  at  home.  Instead,  the  jobless  flock  in  ever-greater 
numbers  across  the  border.  Reforms  that  pressed  on  Mexico  be- 
fore NAFTA— modernizing  the  electricity  sector,  overhauling 
the  tax  code,  shoring  up  the  crumbling  schools— are  an  even 
more  difficult  sell  now  that  power  is  split  among  several  parties. 

OPPORTUNITY  KNOCKED 

DO  MEXICO'S  woes  disprove  the  value  of  free  trade?  Few  would 
argue  that  NAFTA  was  a  waste.  "If  we  didn't  have  NAFTA,  we'd 
be  in  far  worse  shape  than  we  are  to- 
day," says  Andres  Rozental,  president  of 
the  Mexican  Council  on  Foreign  Rela- 
tions. If  NAFTA  has  disappointed,  it  is  in 
part  because  the  Mexican  government 
has  failed  to  capitalize  on  the  opportu- 
nities it  offered.  "Trade  doesn't  educate 
people.  It  doesn't  provide  immuniza- 
tions or  health  care,"  says  Carla  A.  Hills, 
the  chief  U.S.  negotiator  in  the  NAFTA 
talks.  "What  it  does  is  generate  wealth 
so  government  can  allocate  the  gains  to 
things  that  are  necessary."  If  a  govern- 
ment doesn't  allocate  new  wealth  cor- 
rectly, the  advantages  of  free  trade 
quickly  erode.  That  is  Mexico's  plight. 
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"NAFTA  wasn't  an  end  unto  itself,  but  a  means  to  somet] 
and  that  something  was  precisely  the  need  to  gd  further  i 
form,"  says  former  Mexican  President  Carlos  Salinas,  or 
NAFTA's  principal  architects.  "It's  like  Alice  in  Wonderlai  y ' 
you  have  to  run  faster  and  faster  if  you  want  to  stay  in  the  s  , 
place.  Globalization  won't  wait  for  you." 

The  outcome  of  Mexico's  struggle  to  regain  momentum   I 
vital  interest  not  just  to  Latin  America  but  also  to  the  U.S.  |fl 
Bush  Administration  has  made  trade  a  key  part  of  its  h<    ', 
spheric  agenda.  Besides,  the  U.S.  needs  a  stable,  prosperous  R  .^ 
ico  on  its  border  to  stem  the  flood  of  illegal  immigration   ' 
drugs.  Mexico's  ability  to  get  to  the  next  stage  will  also  s  J 
whether  low-wage  economies  around  the  globe  can  hold  t  | 
own  against  China.  "Mexico  cannot  compete  sewing  brassi 
and  tennis  shoes,"  says  Roger  Noriega,  U.S.  Under  Secretar 
State   for  the  Wes-tern   Hemisph  ^ 
"They  cannot  compete  with  China— \  ^ 
can?  Mexico  has  to  modernize  so  it    • 
move  forward. 

NAFTA  has  already  proven  a  powe  ] 
impetus  to  reform.  Mexico  did  not  ri 
its  import  tariffs  when  the  peso  crisi  ] 
1994    hit.    Encouraged,    Washing 
stepped  in  with  a  $40  billion  bail  y 
package  that  helped  Mexico  stabilize 
finances  and  return  to  the  capital  m 
kets  in  just  seven  months.  Althoi  .-, 
wrenching,     the     devaluation     ti 
bocharged  NAFTA  by  dramatically  lo 
ering  the  costs  of  Mexican  labor  and! 
poits.  The  government's  fiscal  discipl 

Jt 


SEP.  '03 


'J 


..AND  THE  HARD  WAY 
ELSEWHERE  IN  TIJUANA. 
THEY  WAIT  FOR  SUNSET 


*l 


Ui- 


m 


it 


I  U.S.'s  top  workshop.  China  got  the  job 


id 

l7  earned  the  country  a  coveted  investment-grade  rating  on  its 
.  And  the  current  recession  is  mild  by  historic  standards, 
t  analysts  see  growth  quickening  to  3.5%  next  year. 
Et  even  with  a  rebounding  economy,  Mexico  will  not  gener- 
mough  jobs  to  accommodate  its  fast-growing  workforce. 
ie  U.S.  companies  praise  the  work  of  their  Mexican  employ- 
the\  now  make  it  abundandy  clear  that  there  are  other, 
|.per  locales.  An  assembly  worker  in  Mexico  earns  $1.47  an 
;  his  counterpart  in  China  makes  594  an  hour,  according  to 
w  report  by  McKinsey  &  Co.  Top  Delphi  executives  have 
led  for  months  that  some  work  may  be  shifted  to  China  be- 
e  of  the  many  advantages  it  offers.  "Delphi  and  other  amo- 
ve suppliers  are  courted  every  day  by  other  countries,  not 
with  lower-cost  labor  but  also  with  new  incentives  and  tax 
ks,"  says  David  B.  Wohleen,  president  for  electrical,  dec- 
ks, safety  &  interior.  "Mexico  will  need  to 
ificantly  pick  up  the  pace  to  remain  a 
petitive  alternative,"  he  warns. 

0  one  feels  the  China  threat  more  keen- 
an  Daniel  Romero,  president  of  the  Na- 
al  Council  of  the  MaquUadora  Export 
istry.  Mexico's  maqutiadoras,  which  as- 
ble  goods  for  export  using  imported 

1  and  components,  have  been  around 
e  the  mid-1960s.  Under  NAFTA,  the 

■1  [lber  of  plants  rose  67%,  to  3,655  in  sev- 
ears.  Yet  more  than  850  have  shut  down 
C  2000,  with  many  slutting  to  cheaper 
les.  Employment  is  down  more  than 
i  from  its  peak  of  1.3  million  workers, 
lero  and  a  group  of  maquiladoni  man 


. 


The  Great 
MIGRATION 

Mexican  immigrants  residing 
illegally  in  the  U.S. 


agers  traveled  to  China  last  year,,  and  came  away  dispirited. 
"They  have  aggressive  tax  incentives,  low  salaries,  very  aggres- 
sive worker  training,  and  a  supply  chain  that  allows  them  im- 
mediate access  to  the  latest  technology,"  says  Romero. 

The  agriculture  sector  is  suffering  even  more  than  the 
maquiladoras,  as  subsidized  U.S.  food  imports  flood  the  country. 
Some  1.3  million  farm  jobs  have  disappeared  since  1993,  ac- 
cording to  a  new  report  by  the  Carnegie  Endowment  for  Inter- 
national Peace,  a  Washington  think  tank.  "NAFTA  has  been  a 
disaster  for  us,"  says  Julian  Aguilera,  a  pig  farmer  from  Sono- 
ra.  He  and  his  peers  have  staged  big  demonstrations  to  protest 
a  726%  increase  in  U.S.  pork  imports  since  the  pact  took  effect. 
"Mexico  was  never  prepared  for  this." 

Nor  was  the  U.S.  As  the  campesinos  lost  their  livelihood,  they 
headed  to  the  border.  By  most  estimates,  the  number  of  Mexi- 
cans working  illegally  in  the  U.S.  more  than 
doubled,  to  4.8  million,  between  1990  and 
2000.  Despite  tightened  security  after  Sep- 
tember 11,  hundreds  of  thousands  continue 
to  cross  the  border.  The  money  sent  back  to 
their  families  will  hit  $14  billion  this  year. 
more  than  the  $10  billion  Mexico  expects 
in  foreign  direct  investment 

The  exodus  has  turned  rural  hamlets 
into  ghost  towns.  Panindicuaro  in  Mi- 
choacan,  one  of  Mexico's  poorest  states, 
has  one  of  the  highest  incidences  of  migra- 
tion, with  one  out  of  every  seven  people 
leaving.  Panindicuaro's  priest.  Melesio 
Farias,  recently  said  mass  for  a  young  fa- 
ther who  died  trying  to  cross  the  Arizona 
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desert.  "I  tell  them  to  forget  the 
U.S.  and  to  work  at  home,"  says 
Farias.  "But  if  Mexico  can't  offer 
them  jobs,  why  should  they?" 

Salinas'  band  of  technocrats 
and  their  successors  didn't  do 
enough  to  prepare  vulnerable 
sectors  for  NAFTA's  onslaught. 
Long-promised  programs  to 
help  20  million  campesinos 
switch  to  export  crops  never  ma- 
terialized. Nor  has  the  govern- 
ment offered  inducements  to 
channel  investment  into  areas 
where  it  is  most  needed.  The  six  border  states,  along  with  the 
capital,  nabbed  85%  of  foreign  outiays  last  year.  Litde  has  been 
done  to  foster  local  suppliers  for  the  import-dependent 
maquiladoras.  Less  than  3%  of  the  industry's  parts  are  sourced 
in  Mexico.  "Society  at  large  and  a  good  chunk  of  the  economy 
have  failed  or  refused  to  adjust  to  globalization,"  argues  Luis 
Rubio,  who  heads  the  Center  of  Research  for  Development,  a 
Mexico  City  think  tank.  "And  the  government  has  done  ab- 
solutely nothing  to  help." 

This  laissez-faire  attitude  is  in  stark  contrast  to  China.  There, 
state-owned  banks  have  bankrolled  investments  in  industrial 
parks,  power  plants,  highways,  and  other  infrastructure  to  pro- 


still  pales  next  to  India, 
graduated  314,000  studer 
those    subjects,    while 
handed      out      diplomas  I 
363,000.  Congress  has  s| 
foiled  Fox's  efforts  to  raise 
to  improve  education. 

To  get  a  glimpse  of  wha 
right  training  can  do,  conj 
the  case  of  Tecnomec  Agrictj 
maker  of  farm  and  earth- 
ing    equipment     in     Ag 
calientes,   in   central   Me\ 
"We  never  had  a  tradition « 
porting.  NAFTA  definitely  changed  that,"  says  founder  I 
Leoncio  Valdes.  It  was  hard  going  at  first.  "We  couldn't  get 
see  people  in  the  U.S.  because  we  were  from  Mexico  and 
figured  we  were  unreliable,"  recalls  the  55-year-old  engiil 
Then  in  2000,  Valdes  dispatched  his  son  Jose  to  earn  a  del 
in  engineering  and  business  administration  at  Massachu^ 
Institute  of  Technology.  On  his  first  spring  break,  young 
conducted  a  weeklong  session  with  Tecnomec  managers] 
used  Lego  blocks  to  build  a  replica  of  the  factory  and  figure 
how  to  better  track  inventory,  boost  quality,  and  control  wd 
Tecnomec  soon  boosted  productivity  by  21%.  Now  its  expl 
total  $1.4  million  a  year,  nearly  a  quarter  of  annual  sg 


Vicente  Fox  wants  an  EU-style  NAFD 


vide  low-cost  facilities  for  foreign  manufacturers.  These  multi- 
nationals had  to  source  as  many  components  as  possible  from 
domestic  suppliers,  and  the  government  wasn't  bashful  about  de- 
manding transfers  of  technology  to  Chinese  partners.  Also,  Bei- 
jing sealed  off  weak  sectors  like  financial  services  or  retailing.  As 
a  condition  for  entry  into  the  WTO  in  2001,  China  is  phasing  out 
these  policies,  but  domestic  companies  now  have  a  headstart. 

Even  if  China-style  tactics  are  not  possi- 
ble, Mexico  could  still  hone  its  competitive- 
ness. The  PRI  under  Salinas  took  advantage 
of  its  monopoly  on  power  to  ram  through 
painful  reforms  that  paved  the  way  for 
NAFTA.  Now  under  a  multiparty  system,  the 
politicians  struggle  to  make  difficult  choic- 
es. Mexico  will  need  to  spend  $50  billion  to 
upgrade  its  power  grid.  But  legislation  to 
open  the  constitutionally  protected  sector  to 
private  investment  has  run  into  nationalist 
sentiment  and  union  opposition,  even 
while  electricity  rates  are  as  much  as  40% 
higher  than  in  China.  Grupo  Mexico,  the  mmmi^^^^Bm 
world's  third-largest  copper  producer,  is  considering  moving 
refining  operations  to  Amarillo,  Tex.,  where  electricity  costs  4<t 
per  kilowatt-hour,  vs.  8.5<t  in  Sonora. 

Education  is  another  critical  area  where  reform  has  stalled. 
William  Spurr,  head  of  the  North  American  transport  division  of 
Canada's  Bombardier,  which  builds  railcars  in  Hidalgo,  sees  a 
need  for  more  skilled  workers.  "There's  a  very  good  talent  pool, 
but  there  aren't  enough  of  them,"  he  says.  "If  I  opened  a  plant  in 
India,  I'd  have  all  the  engineers  and  technicians  I  need."  To  be 
fair,  the  government's  finances  have  been  sapped  by  a  $100  bil- 
lion bank  bailout  after  the  peso  crisis.  Even  under  those  circum- 
stances, die  number  of  science  and  engineering  college  grads  has 
nearly  doubled  over  the  past  decade,  to  73,300.  Yet  that  number 


Report  CARD 

Percentage  of  Mexican 
students  finishing  high  school 


2003 


20%  I  28% 


Data:  Mexican  Ministry  of  Education 


Mexico  could  use  more  Tecnomecs.  Just  50  companies  | 
count  for  half  of  all  exports— and  the  top  tier  is  dominated 
multinationals.  Thousands  of  other  Mexican  businesses  h| 
gone  under  in  the  face  of  foreign  competition.  "We  are  at  a 
tershed,"  says  Jaime  Serra  Puche,  Mexico's  chief  NAFTA  ne| 
tiator.  "Either  we  take  the  steps  to  become  a  true  North . 
ican  country  or  we  just  become  a  big  Central  Ameri<| 
country." 

Serra  Puche  is  one  of  many  prominj 
Mexicans  trying  to  figure  out  how  to 
prove  NAFTA.  "If  we  were  going  to  do  itl 
over  again  today,  I  would  insist  on  introdi 
ing  a  lot  of  considerations,"  says  Presid^ 
Fox,  who  believes  that  NAFTA  should 
modeled  more  on  the  European  Union, i 
provisions  for  free  movement  of  labor 
cross-border  grants  to  compensate  pool 
countries  for  dislocations.  Proposals  foil 
single  currency  and  a  North  American  en^ 
gy  cooperation  plan  have  also  surfaced.  | 
don't  expect  any  breakthroughs  soon- 
while  the  U.S.  heads  into  elections  and  trade  has  reemerged 
contentious  issue. 

So  for  now  the  burden  will  remain  on  Mexico.  Salvador  ] 
fa,  an  independent  economist  based  in  Monterrey,  recalls  thj 
when  the  conquistador  Hernan  Cortes  reached  Mexico, 
burned  his  boats  to  prevent  crew  members  from  fleeing.  "Wil 
NAFTA,  we  burned  our  boats  and  threw  ourselves  into  globa 
ization,"  says  Kalifa.  "There  is  no  turning  back."  ■ 
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are  still  operating,  although  at  something  far  below  capacity. 
To  most  observers,  the  Cleveland  plant  looks  like  the  last 
gasp  of  a  dying  Rust  Belt  behemoth,  but  not  to  Wilbur  L.  Ross. 
Ross  is  a  collector  of  the  junked,  the  unloved,  the  wretched  re- 
fuse of  an  economy  that  has  mostly  given  up  making  things  in 
favor  of  buying  them  elsewhere.  Ross,  who  picked  up  the  plant 
for  a  song  in  February,  2002,  is  almost  laughably  contrarian.  In 
May,  he  added  mammoth  Bethlehem  Steel  to  his  International 
Steel  Group  Inc.  He  has  also  bet  big  on  Japanese  banks,  Kore- 
an insurance,  U.S.  textiles,  and  telecom.  All  are  part  of  his  grow- 
ing empire  of  the  damned. 

QUICKTURNAROUNDS 

AT  66,  AN  AGE  WHEN  PEERS  are  looking  toward  retirement, 
Ross  is  taking  on  more  risk,  bigger  deals,  and  wilder  bets  than 
ever.  Three  years  ago  he  gave  up  the  security  of  RothschDd  Inc., 
a  global  investment  bank,  where  he  had  spent  24  years  as  an 
adviser  to  the  creditors  and  stockholders  of  blowups  such  as 
Texaco,  Eastern  Airlines,  and  steelmaker  LTV,  to  strike  out  on 
his  own.  Now  he  buys  the  stuff  he  used  to  just  examine,  a  whole 
different  magnitude  of  risk.  "On  the  surface,  it  looks  very 
scary,"  admits  Robert  J.  Kolyer  Jr.,  who  oversees  investments  at 
Howard  Hughes  Medical  Center,  which  has  $46  million  with 
Ross.  "You  have  all  these  assets,  but  what  are  the  future 
prospects?" 

Kolyer  is  a  Ross  believer,  T^,  T^ctrvrc  Vl  Ol  Tt* 
but  it's  not  hard  to  find  IclVC 

skeptics.  Ross  has  put  mil- 
lions into  telecommunica- 
tions, an  industry  with  so 
much  overcapacity  that  it 

will   take   years   of  brutal     -ft«/-v*-*"i  rmr\r\  4s\ 

competition  before  all  the    ITOni  gOOCl  tO 
excess  fiber  is  put  to  use.  He     f,rvQAfn  rvi  -.  1  ^  *• 
entered  the  decay  of  the  U.S.     SpeCXHCUiaT 

textile  industry  on  Nov.  11 

with  the  $614  million  purchase  of  Burlington  Industries  Inc., 
an  international  manufacturer  of  bedding,  upholstery,  denim, 
and  other  fabric.  He  has  also  bid  $90  million  for  denim  maker 
Cone  Mills  Corp.,  so  far  the  only  offer  in  an  auction  slated  for 
Jan.  29.  All  this  even  though  textile  makers  have  cut  30,000  jobs 
in  the  past  two  years  alone  and  are  staring  down  the  barrel  of  a 
total  lift  of  tariffs  on  textiles  from  China  and  elsewhere  in  Jan- 
uary, 2005. 

Even  in  steel,  where  Ross  has  built  his  International  Steel 
Group  Inc.  into  a  major  player  with  a  series  of  bargain-basement 
acquisitions,  the  jury  is  still  out.  "If  s  really  difficult  to  tell  how 
he's  done,"  says  Thomas  J.  Usher,  chairman  and  chief  executive 
of  U.S.  Steel  Corp.,  the  biggest  integrated  steelmaker.  Ross  is  tak- 
ing ISG  public  this  month,  just  as  President  George  W.  Bush's 
Administration  is  removing  tariffs  on  steel  imports  put  in  place 
18  months  ago.  ISG  maintains  that  it  can  operate  profitably 
without  the  protection.  Indeed,  the  weak  dollar,  improved  in- 
dustry fundamentals,  and  Chinese  demand  seem  to  have  over- 
come concerns  about  the  lost  tariffs,  at  least  so  far.  The  stocks  of 
steelmakers  have  hit  highs  since  they  were  removed,  and  the  ISG 
IPO  was  oversubscribed  at  a  higher  price  than  initially  expected. 
The  stock  was  expected  to  begin  trading  December  12.  Still,  it's 
a  turbulent  time  to  be  selling  a  deal,  but  that's  familiar  territory 
to  Ross.  It's  not  as  though  he  hasn't  known  failure— several  of 
his  recent  deals  outside  of  the  U.S.  have  fallen  apart. 

That  makes  it  all  the  more  surprising  that  Ross  has  managed 
to  produce  returns  for  his  investors  that  range  from  very  good 
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to  downright  spectacular  in  the  nine  funds  he  manage^ 
their  inception,  he  has  outpaced  the  competition  with 
ized  returns,  net  of  fees,  ranging  from  8%  in  his  hedge 
foreign  investors  to  181%  in  his  newest  general  fund.  So| 
ers  think  he's  crazy,  his  investors  just  think  he's  smart. ! 
the  phone  rings,  every  idea  Wilbur  Ross  is  considering 
considering,"  says  Michael  A.  Wagner,  investment  dire 
the  State  of  Wisconsin  Investment  Board,  which  has  mo 
$225  million  invested  with  Ross. 

The -world  Ross  walks  in  is  politely  called  distressed 
ing.  Less  politely,  it's  vulture  investing.  It's  a  corner  of 
nance  world  dominated  by  big  personalities  who  rise  to 
nence  in  times  like  these,  the  bust  after  a  boom.  Many 
bigger  players,  like  TCW  Group  or  Oaktree  Capital  M 
ment  LLC,  look  to  buy  up  out-of-favor  bonds  cheap  a 
them  fast  for  a  profit,  often  after  some  of  the  assets  hav 
broken  off  for  sale  piecemeal.  Others,  like  Leon  Black's1 
Advisors,  take  long-term  equity  stakes. 

Ross  doesn't  completely  fit  either  profile.  He  runs  two 
funds  in  addition  to  the  private  equity  funds  that  have  fin 
his  bets  on  ISG,  Burlington,  and  others.  And  he  usually 
into  a  company  as  a  bondholder  but  often  surrenders  so 
his  debt  for  equity,  a  riskier  bet  with  more  potential  payo: 
er  times,  he  buys  assets  straight  out  of  bankruptcy  cou 
generally  stays  in  at  least  a  year  and  a  half,  sometimes  I 
But  Ross  is  looking  for  a  relatively  quick  turnaround,  a  si 
in  which  a  new  management  or  a  new  strategy  or  a  ch 
way  of  doing  business  can  lead  to  improved  returns  and 
exit,  often  by  selling  to  a  larger,  healthier  rival.  His  fund  a 
ments  with  investors  cover  a  seven-year  period:  four  to  ir 
three  to  liquidate  investments. 

And  like  the  other  denizens  of  this  world,  ultimatel 
makes  money  from  others'  misfortune— or,  as  Ross  woulc 
mistakes.  "What  we  do  is  a  very  countercultural  activity, 
knowledges  Ross,  who  in  addition  to  buying  distressed  a 
takes  short  positions  in  companies  he  thinks  are  headet 
bankruptcy,  profiting  as  their  stocks  decline.  "Confrontati 
things,  admission  of  error,  admission  of  defeat,  restructu: 
laying  people  off:  Those  are  not  American  ideals,"  he  says 

Yet  Ross  sees  a  certain  heroism  in  his  role.  He  takes  satii  j 
tion,  he  says,  from  having  saved  jobs  in  steel,  for  example 
otherwise  would  have  been  lost  completely.  Even  when  he 
a  bankruptcy  adviser,  he  says  he  mostly  worked  for  credi 
who  were  in  his  view  the  victims,  rather  than  manage 
whom  he  saw  as  the  villains.  He  has  described  himself  as  a 
who  likes  running  into  burning  buildings." 

He  doesn't  look  it.  A  short  man  in  wire-rimmed  glasses, 
has  both  the  demeanor  and  the  speaking  style  of  an  Ivy  Le: 
professor.  He  asks  short  questions  but  gives  long  answers,  . 
there's  something  vaguely  patrician  about  the  cadence  of  ■ 
speech.  He  spends  his  downtime  at  his  century-old  mansio  ' 
Southampton,  N.Y.,  and  his  friends  include  theater  ow 
Robert  E.  Nederlander  and  Massachusetts  Senator  John  F.  I  j 
ry.  Lately,  he  has  been  photographed  at  fund-raisers  with  r  J 
York  socialite  Hilary  Geary,  whom  he's  dating. 

IN  CONTROL 

TWICE  DIVORCED,  Ross's  second  marriage  was  to  Betsy  | 
Caughey  when  she  was  lieutenant  governor  of  New  York  ir 
mid-1990s.  McCaughey,  who  came  to  the  job  as  a  policy  ex 
and  not  as  a  politician,  famously  switched  parties  to  run  aga 
her  former  boss,  Governor  George  E.  Pataki,  a  Republic 
News  of  Ross's  and  McCaughey's  engagement,  marriage,  i 
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ss  has  concentrated  much  of  his  investing  in  four  areas.  Here's  what  he's  wagering  on: 


HOW  HE  GOT  IN 


HOW  MUCH 
HE  PUT  IN 


WHAT  HE'S  GOT 


PLANS 


RISKS 


Bought  LTV  out  of 
bankruptcy  in  February, 
2002.  Added  Bethlehem 
to  International  Steel 
Group  this  spring. 


Paid  $325  million  in  cash 
and  assumed  liabilities  for 
LTV,  and  $1.5  billion  for 
Bethlehem. 


The  second-largest 
integrated  steelmaker  in 
the  U.S.  valued  at  $2 
billion  in  last  round  of 
private  financing. 


Oversubscribed  Decem- 
ber IPO  was  expected  to 
bring  a  high  price.  Ross, 
now  an  active  chairman, 
will  likely  pare  back. 


Protective  steel  tariffs, 
ruled  illegal  by  World 
Trade  Organization, 
are  now  lifted.  Com- 
petition stays  hot. 


Bought  up  Burlington 
Industries  debt  two 
years  ago  when  the 
company  entered 
bankruptcy.  Bought 
company  in  November. 


Paid  $614  million  for 
Burlington.  Has  since  sold 
rug  business  for  $346  million. 
Bid  $90  million  for  denim 
maker  Cone  Mills,  with 
auction  slated  for  January. 


A  $550  million  textile 
business.  Includes 
some  overseas 
facilities,  such  as 
a  denim  plant  in  Mexico. 


Focus  on  higher-value 
textiles  like  those  that 
can  repel  stains. 
Integrate  some  Cone 
business  with 
Burlington's  if  deal  goes. 


Limits  on  Chinese 
imports  are  set  to 
expire  in  2005.  This 
could  have  a  deva- 
stating effect  on  the 
U.S.  textile  industry. 


In  November,  2002, 
360networks,  a 

Canadian  fiber-network 
wholesaler,  emerged 
from  bankruptcy  with 
Ross  a  major  backer. 


Less  than  $50  million.  Is 
helping  to  fund  a  $278  million 
acquisition  binge  360  has 
been  on  since  coming  out  of 
bankruptcy,  including  the 
purchase  of  Touch  America. 


Stake  in  a  company  that 
raised  $1.4  billion  in  its 
2000  IPO  and  now 
expects  $250  million  in 
revenue  per  year. 


More  acquisitions. 
The  tech  downturn  has 
meant  that  there's 
plenty  to  choose  from  in 
the  U.S.  and  abroad. 


Field  of  established 
competitors  including 
AT&T.  MCI.  Sprint,  and 
others  could  prevent 
360  from  generating 
enough  cash. 


Started  investing  in 
Japan  and  Korea  in  the 
1990s  when  economic 
crisis  opened  up 
opportunities. 


Over  $800  million  in  five 
Asia  funds,  including  one 
for  Japanese  real  estate 
and  another  focused  on 
corporate  governance. 


Positions  in  Japan's 
Nikko  Electric  and 
Oizumi,  and  a  Korean 
insurance  company. 
Sold  Kansai  Sawayaka 
Bank  to  Sumitomo 
Bank,  doubling  his 
$251  million. 


Will  continue  investing  in 
Japan.  Scouting  out 
Europe,  where  he's 
hoping  to  forge  an 
alliance  with  a  local 
private  equity  firm.  A  run 
at  Germany's  Bank 
Berliner  didn't  work. 


May  be  forced  to 
increase  overseas 
investments  as  the 
U.S.  economy 
strengthens,  despite 
cultural  challenges 
and  geopolitical  risk. 
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split  made  the  papers  on  a  regular  basis.  The  divorce  forced  him 
to  sell  a  collection  of  American  Pre-Raphaelite  paintings  he  had 
spent  15  years  amassing,  a  bitter  pill  that  many  might  have  had 
trouble  swallowing.  Not  Ross.  He  seems  neither  nostalgic 
nor  angry.  Instead,  he  has  moved  happily  on  to  contemporary 
photography. 

Indeed,  despite  the  immense  risks  he  juggles  every  day, 
friends  and  colleagues  describe  Ross  as  unfailingly  cheerful. 
"I've  never  seen  him  angry,"  says  Nederlander,  a  friend,  some- 
time business  associate,  and  frequent  tennis  opponent  for  20 
years.  "He  always  has  control  over  himself." 

That  sunny  disposition  is  matched  by  a  remarkably  trouble- 
free  upbringing.  He  grew  up  well-off  in  suburban  New  Jersey, 
the  son  of  a  lawyer  father  and  a  schoolteacher  mother.  Sum- 
mers were  spent  at  the  Jersey  shore.  As  a  high  school  student, 
he  commuted  two  hours  a  day  to  Xavier  High  School,  a  Catholic 
school  in  Manhattan,  where  he  ran  track  and  as  captain  of  the 
rifle  team  set  a  national  record.  He  went  on  to  Yale  University, 
his  father's  alma  mater,  where  he  worked  on  the  literary  mag- 
azine and  the  radio  station.  He  started  freshman  year  wanting 
to  be  a  writer,  but  after  a  semester  of  a  fiction  class  that  de- 
manded 500  words  every  day,  he  concluded  that  he'd  "run  out 
of  material."  A  faculty  adviser  got  him  a  summer  job  on  Wall 
Street,  and  his  path  was  set. 

Ross,  always  good  with  numbers,  honed  his  skills  in  research 
and  analysis,  eventually  landing  at  Rothschild  in  the  mid-'70s. 
There,  he  built  his  reputation  as  the  country's  foremost  bank- 
ruptcy adviser.  Ross  saw  himself  as  cleaning  up  the  messy  re- 
sults of  Michael  Milken's  junk-bond  financings,  but  by  1997  he 
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INVESTING  AMONG  THE  RUINS 

Ross's  funds  have  returned  as  much  as  181%  on  an  annualized  basis 

FUND 

INCEPTION 

ANNUALIZED 
RETURN  AFTER  FEES 

WLR  Recovery  Fund 

10/97 

39.35% 

Asia  Recovery  Fund 

4/00 

12.95 

Asia  Recovery  Co-Investment  Fund 

4/00 

15.44 

Absolute  Recovery  Hedge  Fund  (U.S.  investors) 

6/01 

10.80 

Absolute  Recovery  Hedge  Fund  (foreign  and  nontaxable  U.S.) 

8/01 

8.11 

WLR  Recovery  Fund  II 

2/02 

181.07 

am! ! 


bem 


sen 


one  t 


Data:  WL  Ross  &( 


wanted  to  do  more  than  just  cajole  others  into  doing  it  his  way. 
For  three  years  he  ran  a  private-equity  fund  within  Rothschild. 
But  Ross  couldn't  invest  in  deals  on  which  the  firm  was  advis- 
ing, shutting  him  out  of  one  in  three  bankruptcies. 

So  in  2000,  Ross  left  his  comfortable  office  at  Rothschild  and 
opened  WL  Ross  &  Co.  in  New  York  with  $440  million  in  in- 
vestor money  and  a  staff  that  included  four  top  managers  who, 
along  with  Ross,  make  up  the  firm's  investment  committee: 
David  H.  Storper,  who  runs  trading;  David  L.  Wax,  a  longtime 
workout  specialist;  Stephen  J.  Toy,  an  Asia  expert;  and  Pamela 
K.  Wilson,  a  J.R  Morgan  &  Co.  veteran.  Although  Ross  has  no 
succession  plan  in  place,  he  calls  this  group  the  firm's  next  gen- 
eration. Together,  they  run  $2.25  billion  in  nine  funds,  includ- 
ing two  hedge  funds,  two  general  funds,  one  that  invests  in 
Japanese  real  estate,  and  another  focused  on  Japanese  compa- 
nies with  corporate  governance  problems.  Ross's  firm  makes  a 
1.5%  annual  management  fee,  plus  20%  of  all  realized  gains. 
The  management  fee  alone  comes  to  almost  $34  million  a  year. 


These  days,  Ross  is  once  again  regularly  in  the  pape 
now  if  s  usually  for  speaking  out  against  foreign  imports 
favor  of  protecting  U.S.  manufacturers  with  tariffs  and  t 
trade  restrictions.  Ross's  bets  on  textiles  and  steel  have 
the  debate  critical  to  his  portfolio,  and  he  has  become  a 
critic  of  China  and  what  he  describes  as  the  stealth  expo: 
of  U.S.  jobs.  In  both  textiles  and  steel,  foreign  competito| 
trouncing  American  companies,  and  Ross  blames  unfair 
policies  for  some  of  that. 

Those  are  exactly  the  sort  of  cond: 
Ross  looks  for.  He  likes  industries  that  aMtm 
of  favor,  the  kind  in  which  companie  jtIM) 
forced  to  issue  junk  bonds  that  ca  ituni 
bought  up  cheap.  His  approach  is  to  dig  ^ 
ahead  of  time  into  industries  destined  iieun 
fall.  Ross's  goal  is  to  know  everything  tha  l^ 
be  known  about  a  company  before  the  b  m, 
hit  70<f  on  the  dollar.  p^ 

His  rush  into  the  Rust  Belt  starte  ^j 
earnest  with  his  purchase  in  February,  2 
of  the  Cleveland  steel  mills  and  the  othe 
sets  of  bankrupt  LTV  Corp.  Ross  had  bee 
searching  the  steel  industry  for  2/2  years 
had  concluded  that  for  steel  to  work,  he  n 
ed  to  get  the  assets  on  the  cheap  and  01  n  N 
bankruptcy.  Buying  out  of  bankruptcy  was  crucial,  because  \\^{ 
would  both  erase  the  company's  massive  health-care  liabil  ^ 
and  shift  its  pension  obligations  to  the  industry-funded  j 
ernment-run  Pension  Benefit  Guaranty  Corp. 

By  the  time  the  remains  of  LTV  were  auctioned  off,  Ross  >■,„,, 
already  lined  up  union  support  and  a  candidate  for  CEO:  F  t ,, 
ney  B.  Mott.  A  Nucor  Corp.  and  U.S.  Steel  veteran,  Mott  was  ^ 
ing  his  considerable  industry  knowledge  to  scout  out  steel  n  :i) 
worth  acquiring.  LTV  had  been  in  bankruptcy  for  a  year   a 
had  been  basically  shut  down.  Bigger  deals  would  come, 
Mott  says  he  has  never  seen  Ross  happier  titan  he  was  at  » 
press  conference  after  the  LTV  deal  closed.  For  $90  millioi  { 
cash,  plus  $235  million  in  assumed  liabilities,  Ross  had  got  5 
assets  valued  on  the  books  at  $2.5  billion. 

But  it's  Ross's  meticulous  prep  work  that  gives  this  de; 
potential  to  pay  off  big.  He  began  negotiating  with  the  U: 
Steelworkers  of  America  back  in  the  spring  of  2001.  The 
saw  the  looming  threat  to  its  jobs  and  was  willing  to  make 
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Ross  shorted  the 
stock,  then  made 
his  move 
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mis,  but  after  decades  of  terrible  relations  with  entrenched 
^ements  was  making  no  headway.  In  Ross  they  found  "a 
h  of  fresh  air,"  says  USWA  President  Leo  W.  Gerard, 
aur  and  his  people  actually  cared  about  what  we  had  to 
One  of  the  things  they  were  whispering  to  Ross  was  that 
old  be  much  cheaper  to  start  the  massive  steel  plants  back 
an  many  thought. 

ere  were  lots  of  risks.  No  one  had  ever  restarted  a  steel 
that  had  slowed  to  the  point  LTV  had.  And  for  almost  a 
the  new  company,  ISG,  operated  without  a  union  contract 
ttle  more  than  a  handshake.  But  that  informal  agreement 
Ithe  union  brass  provided  for  far  looser  work  restrictions 
rurtailed  benefits  in  exchange  for  sharp  management  lay- 
The  union,  which  had  long  argued  the  industry  was  bur- 

-  (J  with  overpaid  managers,  demanded  that  they,  too,  bear 
pain.  As  a  result,  ISG  was  able  to  lower  its  man-hours  of 
per  ton  of  steel  (rom  two-and-a-half  to  one,  a  savings  that 
tes  to  $45  on  a  ton  of  steel  that  sold  for  $300. 
)  one  else  in  the  industry  had  such  a  sweet  contract,  and  it 
me  Ross's  strongest  weapon.  Meanwhile,  Ross  had  been 
hing  Bethlehem  Steel  and  shorting  its  stock  for  a  year  be- 

ii  the  company's  bankruptcy  in  2001.  \lthough  Bethlehem 
three  times  the  size  of  ISG  in  sales,  its  chief  executive, 
!Tt  "Stew"  Miller  Jr.,  knew  he  couldn't  compete  against 
's  labor  deal.  Nor  could  he  talk  the  union  into  giving  him 
ething  similar.  The  only  way  the  union  would  contemplate 

:  was  in  the  context  of  an  ISG  merger,  says  Miller,  who  left 
lehem  after  the  deal.  "In  fact,  you  could  say  it  was  almost 
I  point  where  no  other  solution  was  possible  for  Bethlehem 
use  that's  what  |  USWA  President]  Leo  [Gerard]  wanted." 
ay,  Ross  closed  the  Bethlehem  deal,  paying  $1.5  billion  for 
•ompany,  making  ISG  the  second-largest  integrated  steel- 
er,  behind  I  ,S,  Steel. 

EQUALS  CLOUT 

LOVES  TELLING  the  story  of  ISG,  though  once  it  trades 
dj  lie  COtlld  start  cashing  out.  In  its  tiling,  the  company 

unaudited  pro-forma  revenue  in  the  fust  nine  months  of 

•1  lyear  at  $3.9  billion,  up  from  $3.7  billion  m  the  comparable 
>  bd  a  year  earlier.  Net  earnings  in  the  same  period  tell  to  $56 
i  ion  from  $190  million,  due  mainly  to  higher  costs,  includ- 
those  of  acquiring  Bethlehem.  And  things  will  get  tougher 


for  ISG.  It  no  longer  has  the  flexible  union  contract  to  itself— 
U.S.  Steel  has  a  similar  one  in  place— and  the  tariffs  are  gone.  In 
a  lew  more  years,  expenses  like  the  relining  of  blast  furnaces,  at 
$100  million  a  pop,  will  come  due. 

It's  hard  to  think  of  an  old-line  American  industry  with  a 
bleaker  outlook  than  steel,  but  Ross  managed  to  find  one  in 
textiles.  His  push  into  that  quagmire  of  foreign  competition, 
bankruptcy,  and  job  loss  began  with  his  purchase  in  November 
of  Burlington  Industries.  By  the  time  the  rug,  denim,  and  up- 
holstery maker  declared  bankruptcy  in  November,  2001,  Ross, 
who  had  studied  the  company  extensively,  had  been  shorting 
the  stock  for  30  weeks.  "We  had  30  or  35  contacts  with  man- 
agement before  they  filed,"  says  Ross,  who  gets  updates  on  the 
firm's  trading  positions  at  the  8  a.m.  staff  meetings  he  holds 
daily.  He  says  the  short  positions  were  pivotal  to  his  quick  ac- 
tion after  the  bankruptcy  filing.  Within  two  days,  he  had 
bought  up  enough  debt  to  be  the  company's  largest  creditor  at 
a  cheap  price. 

It  is  an  approach  Ross  likes.  He  buys  at  least  one-third  of 
the  debt  to  ensure  he  has  the  clout  to  protect  his  interests.  But 
the  tactic  can  be  controversial.  At  the  bankrupt  Cone  Mills, 
unhappy  stockholders  and  board  members  have  accused  him 
of  conflict  of  interest.  Ross  is  both  a  major  bondholder  and  a 
bidder  on  its  assets.  Ross,  they  say,  manipulated  management 
into  declaring  an  unnecessary  bankruptcy  in  order  to 
help  him  get  control  of  the  company.  "Before  I  saw  what 
Wilbur  Ross  has  done  with  Cone  Mills,  I  had  respect  for  him," 
says  Cone  Mills  shareholder  and  board  member  Marc  H. 
Kozberg.  "Now  I  have  none."  As  usual,  Ross  remains  unper- 
turbed. He  says  he  has  no 
special  arrangement  with 
Cone  Mills  management 
and  notes  that  "there  isn't 
a  deal  we've  done  where 
there  wasn't  a  conflict  with 
someone." 

Like  all  successful  in- 
vestors, Ross  is  strictly  ra- 
tional, never  letting  his 
emotions  get  the  better  of 
him.  He  doesn't  pursue 
every  lead.  He  says  something  like  one-third  to  a  half  of  the  re- 
search his  firm  does  never  leads  to  a  direct  investment.  As  much 
as  he  may  enjoy  owning  something  such  as,  say,  a  steel  mill, 
when  it's  time  to  move  on,  he  doesn't  hesitate.  And  there  are 
some  risks  that  Ross  won't  run.  He  avoids  situations  of  what  he 
calls  "moral  turpitude"  that  involve  fraud  or  litigation.  They're 
too  difficult  to  assess,  he  says,  and  it  can  take  too  long  to  get  out. 
The  other  essential  ingredient  for  successful  investing  is  limit- 
less energy,  and  there  again  Ross  shines.  He  has  been  known  to 
call  fund  investors  on  Christmas  and  to  make  fund-raising  calls 
to  the  West  Coast  at  midnight  in  New  York.  On  a  recent  afternoon 
in  his  Manhattan  office,  he  squeezed  into  a  single  three-hour 
block  a  one-hour  meeting  with  a  major  Burlington  licensor;  a  fol- 
low-up conversation  with  the  guy  he  has  picked  to  run  Burling- 
ton, Joseph  L.  Gorga;  the  scheduling  of  a  press  conference:  lis- 
tening to  a  board  meeting  of  his  telecom  company, 
360networks;  talking  by  phone  with  United  Steel  workers  leader 
Gerard;  another  call  with  ISG  Chief  Executive  Mott;  calls  to  a 
couple  of  politicians;  updates  on  the  day's  market  moves  with  his 
stock  trader;  several  scrolling  reviews  of  his  BlackBerry;  and  re- 
peated conversations  with  one  of  his  two  assistants,  Gabriele. 
over  his  black  appointment  book.  How  ean  Ross  bounce  from 
one  industry  to  the  next  in  such  short  order?  "You  just  have  to 
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Reprogramming 
Amazon 

Sure,  it  still  sells  loads  of  books  and  CDs. 
But  it's  fast  morphing  into  a  tech  company 


IT'S  CRUNCH  TIME  FOR  RETAILERS, 
and  Amazon.com  Inc.  is  no  excep- 
tion. At  its  nine  massive  distribu- 
tion centers  from  Fernley,  Nev.,  to 
Bar  Hersfeld,  Germany,  workers 
scurry  around  the  clock  to  fill  up  to 
1.7  million  orders  a  day— picking 
and  packing  merchandise,  routing  it  onto 
conveyors,  and  shipping  the  boxes  to 
every  corner  of  the  world.  Like  any  retail 
warehouse  running  manpower  and  ma- 


chinery at  full  holiday  throtde,  it's  an  im- 
pressive display.  But  utterly  misleading. 
The  land  of  work  that  will  truly  determine 
Amazon's  fate  is  happening  in  places  like 
the  tiny,  darkened  meeting  room  at  its 
Seattle  headquarters  where,  one  recent 
afternoon,  five  intent  faces  gazed  at  a  pro- 
jection screen. 

Jeffrey  A.  Wilke,  a  compact,  intense 
senior  vice-president  who  runs  Amazon's 
worldwide  operations  and  customer  serv- 


ice, and  an  engineering  team  were  t  ;1 
out  a  "beta"  or  test  version  of  new 
ware  they  wrote.  When  the  buying 
tomation  program  is  ready  for  prime  IEII 
in  mid-2004,  Amazon's  merchai  ITCH 
buyers  will  be  able  to  chuck  rean  eAms 
spreadsheets  for  graphics-rich  app  ially  a 
tions  that  crunch  data  for  them,  so  fuse 
can  more  quickly  and  accurately  fore  persoi 
product  demand,  find  the  best  supp  s  its  V 
and  more.  The  effort  is  one  of  scon  t$ ,, 
technology  projects  under  way  at  Ami  5  k\ 
that  ultimately  may  change  the  entire  p  » 
perience  of  shopping  online— and  A  ithou 
zon  itself.  K 

Just  as  most  folks  have  come  to  ^  atfor 
Amazon  as  a  retailer  that  happens  to  cc 
online,  guess  what?  It's  morphing    I  tu 
something  new.  In  ways  few  people  r  ov 
ize,  Amazon  is  becoming  more  of  a  t« ; 
nology  company— as   much   Micro  $e 
Corp.  as  Wal-Mart  Stores  Inc.  "What  j  5 
us  up  in  the  morning  and  keeps  us  h  \ 
late  at  night  is  technology,"  says  fou: 
and  Chief  Executive  Officer  Jeffrey  P. 
zos.  "From  where  we  sit,  advanced  ts« 
nology  is  everything." 

No,  Amazon   isn't   selling    its 


,hor 90   onn? 


>toJ 


■wrapped  software  or  leaving  the 
business  behind.  But  developing 

logy  is  becoming  at  least  as  impor- 
selling  I  larry  Potter  books  or  The 
s  CDs.  Indeed,  some  analysts  say 
Bible  that  in  a  few  years  so  many 
retailers  will  be  using  Amazon's 
<pertise  to  sell  on  its 
it  they  could  account 
re  than  halt' the  prod- 
old  on  Amazon.com. 
Jezos:  "Amazon  Ser- 
ould  be  our  most  im- 
t  business." 
ady,  Amazon's  tech 


"They're 
biting  off 
a  lot,  says 
one  analyst 

:al  efforts  have  helped     "TTn Q-pc;  Tnf»ir 

biggest  risk" 


uce  costs  and  boost 
o  much  that  revenues 
pected  to  surge  32% 
ar,  to  $5.2  billion.  As  a 
iby  the  time  the  ghtter- 
Q  descends  in  Times  Square  on  New 
Eve,  Amazon  may  well  reach  a  mile- 
iome  never  thought  it  could:  its  first 
ar  profit  (chart,  page  84).  No  wonder 
ck  has  rocketed  152%  this  year,  to 
\  a  share. 

all  that  is  just  the  start.  Building  on 
if  tech  initiatives,  from  an  ever- rich  - 
■b  site  to  new  search  technology 
),  Bezos  aims  to  reprogram  the 
iy  into  something  even  more  po- 
"he  notion  is  to  create  a  technology- 
i  nexus  for  e-commerce  that's  as 
sive  and  powerful  as  Microsoft's 
ows  operating  software  is  in  com- 
?.  That's  right:  Bezos  hopes  to  cre- 
Vindows  for  e-commerce. 


REINFORCING  CYCLE 

ETCHED?  NOT  necessarily.  After 
Amazon.com  Web  site  is  already 
dally  a  giant  application  that  people 
y  use  over  the  Web  rather  than  in 
personal  computers.  And  hit  by  bit, 
s  its  Washington  neighbor  did  two 
:es  ago,  Amazon  is  building  what 
s  from  Silicon  Valley  to  Redmond 
platform:  a  stack  of  software  on 
i  thousands  or  millions  of  others  can 
businesses  that  in  turn  will  bolster 
at  form  in  a  sell  reinforcing  cycle, 
ce  last  year,  Amazon  has  been 
ily  turning  innovations  it  developed 
own  retail  site  into  sen  ices  available 
■  i  sing  these  so-called  Amazon 
services,  reached  via  a  browser,  mer 
>J  s  who  want  to  sell  more  can  use  its 

■  ted  one-click  purchasing  system,  for 

•j  ice,  or  tap  quickly  into  sales  data  for 

ij-ular    products.    I'.ven    independent 

ammers  are  getting  interested:   In 

."  ■>  months,  up  to  3SJDO0  programmers 

"\\tiloaded  software  that  enables 
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them  to  pick  and  choose  Amazon  services 
and, much  as  they  do  with  Windows,  write 
new  applications  based  on  them. 

Such  developments  recall  the  same 
creative  spark  that  launched  the  PC  in- 
dustry and,  more  recently,  put  the  Linux 
operating  system  on  the  map.  One  pro- 
gram makes  it  easy  to  list 
products  for  sale  on  Ama- 
zon. Another  lets  mer- 
chants instantly  check 
prices  at  Amazon  via  a 
wireless  Web  device  when 
they're  looking  at  stock  to 
buy.  It's  a  volunteer  army 
that  costs  Amazon  almost 
nothing.  "I  see  them  not 
just  as  a  place  to  sell  things 
but  as  a  provider  of  technol- 
ogy," says  programmer 
Paul  Bausch,  author  of 
Amazon  Hacks:  100  Industrial-Strength 
Tips  &  Tools,  a  new  book  on  how  to  use 
the  technology  behind  Amazon's  site. 

Amazon  doesn't  make  money  directly 
from  the  Web  services.  Merchants  and  de- 
velopers can  get  free  access  to  the  services 


Turning  to  Tech 

Amazon.com  is  turning  up  the  heat  on  its 
technology  initiatives— some  of  which 
already  are  paying  off. 

SEARCH  On  Oct.  23,  Amazon  introduced  Search  Inside  the 
Book,  allowing  browsers  to  tind  any  word  or  phrase  in 
120,000  books.  In  the  following  week,  average  sales  growth 
for  those  books  was  nine  percentage  points  higher  than  for 
books  not  on  that  list. 

WEB  SERVICES  Last  year,  Amazon  began  offering  its 
underlying  technology,  from  its  huge  product  database  to  its 
online  shopping  cart,  as  individual  services  available  over  the 
Web  to  independent  programmers.  So  far,  up  to  35,000 
programmers  have  signed  up,  creating  dozens  of  new 
applications  to  help  small  merchants  sell  more  on 
Amazon.com  and  elsewhere  on  the  Net. 

E  COMMERCE  OUTSOURCING  After  several  years  running 
e-commerce  operations  for  the  likes  of  Target  and  Toys  'R'  Us, 
Amazon  gave  that  business  a  boost  in  June  by  breaking  out  a 
new  services  subsidiary.  Gross  margins  for  its  outsourcing  biz 
are  nearly  double  its  25%  retail  margins. 

WEB-SITE  FEATURES  Thanks  partly  to  individualized 
pitches  on  clearance  merchandise,  Amazon  turns  over 
inventory  19  times  a  year  versus  seven  for  Wal-Mart. 
Prominent  self-service  buttons  helped  cut  customer-service 
contacts  per  order  50%  since  1999. 

DISTRIBUTION  SOFTWARE  By  using  increasingly 
sophisticated  software  tools  to  improve  back-end  operations 
and  reduce  mistakes,  Amazon  has  slashed  distribution  costs 
from  15%  of  revenues  in  1999  to  7%  today. 


and  can  use  them  to  sell  from  any  outpost 
on  the  Web.  Still,  many  of  the  merchants 
who  use  applications  spawned  by  Web 
services  end  up  selling  their  wares  to  the 
37  million  customers  assembled  at  Ama- 
zon.com. When  that  happens,  Amazon 
takes  a  commission  of  about  15%,  and 
these  revenues  have  much  higher  margins 
than  Amazon's  own  retail  business.  Al- 
ready, 22%  of  Amazon's  unit  sales  are  by 
other  merchants— and  the  Web-services 
push  hasn't  had  a  significant  impact  yet. 


BUSTING  OUT 

WHILE  AMAZON  ISN'T  exiting  retailing, 
its  tech  initiatives  could,  to  some  extent, 
set  it  free.  By  beefing  up  its  technology 
and  distributing  it  more  freely,  Amazon 
could  bust  out  of  the  conceptual  prison  of 
stores  and  the  virtual  confines  of  a  single 
Web  site.  Says  e-commerce  consultant 
and  author  John  Hagel  III:  "It's  really 
breaking  apart  the  whole  store 
metaphor."  Into  what?  Already,  Amazon 
has  applied  its  own  technology  to  forge 
an  identity  as  an  online  mall— a  piece  of 
business  that  generates  gross  margins 
about  double  its  25%  retail 
margins.  Plugging  into  its 
massive  e-commerce  sys- 
tem, thousands  of  retailers 
from  mom-and-pop  shops 
to  Lands'  End  Inc.  and  Cir- 
quit  City  Stores  Inc.  sell 
through  its  site.  Amazon 
even  runs  the  Web  sites  and 
distribution  for  the  likes  of 
Target  Corp.  and  Toys  'R' 
Us  Inc.,  which  are  featured 
on  Amazon.com. 

If  Bezos'  new  plans 
work,  Amazon  could  be- 
come not  just  a  Web  site 
but  a  service  that  would  al- 
low anyone,  anywhere,  to 
find  whatever  they  want  to 
buy— and  to  sell  whatever 
they  want  almost  as  easily. 
For  Amazon,  that  means  its 
finances  could  look  consid- 
erably better  than  tradi- 
tional retailers'.  Already  it 
turns  over  inventory  19 
times  a  year,  nearly  double 
Costco  Wholesale  Corp.'s 
11  and  almost  triple  Wal- 
Mart's  7.  Yet  unlike  most  re 
tailers,  it  hasn't  had  to 
trade  asset  efficiency  for 
profits.  Its  25%  gross  mar- 
gin is  nearly  double  Cost 
eo's  and  three  points  higher 
than  Wal-Mart's. 

How  much  Amazon  can 
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expand  the  narrow  margins  of  retail  re- 
mains to  be  seen.  But  if  even  the  conser- 
vative forecasts  of  analysts  are  correct, 
Amazon  has  a  lot  of  upside  in  coming 
years.  Shawn  Milne  of  SoundView  Tech- 
nology Group  Inc.  sees  sales  continuing 
to  rise  no  less  than  15%  a  year  through 
2008,  to  $11.3  billion,  with  operating 
margins  steadily  marching  up  from  7% 
this  year  to  11.6%  in  five  years.  That's 
hardly  the  territory  of  Microsoft,  with  its 
35-5%  margins,  but  if  s  more  than  double 
Wal-Mart's  5.3%.  "You're  going  to  see  the 
company  look  a  lot  different  from  a  re- 
tailer in  terms  of  financial  metrics,"  says 
Milne.  "Opening  up  the  technology  to 
other  sellers  is  what  has  gotten  the  Street 
interested." 


IMPOSSIBLE  DREAM? 

BEZOS'  VISION  WON'T  BE  easy 
to  fulfill.  Trying  to  be  a  world- 
class  retailer,  a  leading  software 
developer,  and  a  service  provider 
simultaneously  strikes  some  ob- 
servers as  a  nearly  impossible  en- 
deavor. Even  some  Amazon  part- 
ners report  shortcomings  in 
merchandising  and  technical 
support.  Others  worry  about 
Amazon's  inherent  conflict  in 
playing  both  retailer  and  mall 
owner.  "They're  biting  off  a  lot," 
says  Forrester  Research  Inc.  ana- 
lyst Carrie  A.  Johnson.  "That's 
their  biggest  risk." 

Amazon  is  hardly  alone  in  its 
ambitions,  either.  EBay  Inc.,  the 
Web's  largest  marketplace,  is 
building  its  own  e-commerce 
platform.  Already,  it  boasts  sev- 
eral million  sellers,  at  least  37 
million  active  buyers,  and  more 
than  $20  billion  in  gross  sales- 
quadruple  Amazon's  and  is  far 
more  profitable  because  eBay 
doesn't  handle  goods.  Increas- 
ingly, merchants  of  all  stripes 
view  the  two  companies  as  key 
channels  to  online  customers. 
And  eBay  isn't  the  only  con- 
tender. Search  upstart  Google 
Inc.  and  even  Microsoft,  each 
with  its  own  Web  services  initia- 
tives, also  aim  to  be  hubs  for 
connecting  both  shoppers  and 
merchants. 

Still,  Bezos'  bet  on  technology 
has  paid  off  so  far.  Consider  what 
has  happened  in  its  much-criti- 
cized distribution  centers,  which 
Amazon  spent  $300  million  to 
build.  Back  in  2000,  they  were 
eating  up  at  least  15%  of  sales, 


partly  because  processes  to 
pick  and  pack  different 
items  such  as  books,  toys, 
and  CD  players  weren't  very 
efficient.  Chutes  holding 
pending  orders  got  backed 
up  when  products  didn't  ar- 
rive on  time.  Rampant  mis- 
takes required  expensive 
manual  fixes.  Software  was 
primitive,  too:  Workers  had 
to  enter  data  into  the  system 
using  arcane  Unix  software 
commands. 

Now,  by  most  accounts,  the  warehous- 
es hum  more  like  Dell  Inc.'s  build-to-or- 
der factories.  With  a  menu-driven  soft- 
ware console,  workers  can  anticipate 
where  bottlenecks  are  likely  to  occur  and 
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As  sales  growth  at 
the  giant  e-tailer  returns... 
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move    people    aro 
avoid  them.  Anothl 
gram  rolled  out 
sets   priorities, 
current  customer  di 
for  which  products 
be  placed  at  the 
supply  lines,  further 
ing  the  flow. 

The  result:  Amazi 
tribution  centers  can 
triple  the  volume 
years  ago  and  cost 
much  to  operate  relative  to  reven 
7%  of  sales.  Wilke  believes  further  & 
improvements  can  boost  product! 
up  to  10%  a  year.  "They  couldn't 
without  very,  very  good  software. 
Stephen  C.  Graves,  a  professor  of  m 
ment  science  and  engineering  syst 
Massachusetts  Institute  of  Techn 
Sloan  School  of  Management  wl 
helped  analyze  Amazon's  distributi 
erations.  Another  bonus   for 
With  fewer  distribution  mistakes,  it 
duced  customer  service  contacts  pei 
by  50%  since  1999. 

All  that  has  kicked  off  the  virtuo 
cle  that' s  now  propelling  Amazon  ti 
more  consistent  profits.  Lower  cost 
enabled  it  to  offer  more  product 
and  free  shipping  on  most  order; 
$25.  Those   moves   are  .credited 
recharging  sales— and  with  ope 
costs  up  only  5%  this  year,  the 
have  dropped  right  to  the  bottom  li 
Even  so,  Bezos  isn't  resting  easy. 
Amazon's  spending  on  technology 
will  remain  fairly  steady  next  ye 
about  $216  million,  thanks  to  dec! 
tech  prices,  Chief  Technology 
Vermeulen  says  he  will  hire  hun 
more  software  engineers  and  com 
scientists  in  the  next  year  to  slake 
thirst  for  tech.  "Jeff  is  a  very  big  dri 
the  technology,"  says  Amazon  din 
Tom  Alberg,  managing  director  of  Ses 
based  Madrona  Venture  Group. 

For  one,  Bezos  believes  there's 
plenty  of  room  for  improvement  on 
Web  site  itself.  To  that  end,  he  hired 
year  what  likely  is  a  first  for  Corpc 
America:  a  chief  algorithms  officer, 
Manber.  His  mission:  to  develop  b< 
versions    of  algorithms,    the    com 
mathematical  recipes  that  get  softwal 
do  its  magic.  In  particular,  he's  creal 
improved     algorithms     for     Amazi 
newest  tech  push:  search.  On  Oct 
Amazon    launched    Search    Inside 
Book,  a  feature  that  allows  visitors  to 
any  word  or  phrase  on  35  million  pagi 
120,000  books— and  let  them  read  « 
pages  around  those  keywords.  In  the 


or 


OA   I  o..,;„„„«aj„„i. 


oo    onno 


THE  PEOPLE  WHO  DEFEND 


AGAINST 


RRORISM 


[XPERTISI 


FIND  OPPORTUNITY 


TO  SERVE. 


Announcing  a  groundbreaking  new  service  from  the  leader 
in  homeland  security  business  information: 


,  McGraw-Hill  Companies' 
tmeland  security-related  business  opportunities  from  federal,  state  and 
local  government,  delivered  via  email  every  business  day. 


-752-4959  or  202-383-2403 


Ihr  McGrOW  Hill  Compomri 


HOMELAND  SECURITY 

BUSINESS     OPPORTUNITIES 


I  Grow  Hill  Companies 


ium 


Information  Technology  E-Commc 


following,  average  sales  growth  for  those 
books  was  nine  percentage  points  higher 
than  for  books  not  in  that  database. 

Manber  has  bigger  plans  yet.  He  now 
heads  Amazon's  first  Silicon  Valley  out- 
post, a  subsidiary  called  A9  that's 
charged  with  coming  up  with  cutting- 
edge  search  technology.  It's  not  just  a  de- 
fensive shot  at  search  phenom  Google, 
which  is  testing  a  shopping  search  en- 
gine it  calls  Froogle.  "We  need  to  help 
people  get  everything  they 
need,  not  just  a  Web  page," 
says  Manber.  And  whatever 
he  and  his  team  come  up 
with— he's  mum  now— it 
won't  be  confined  to  Ama- 
zon.com. A9  plans  to  offer 
search  services  it  creates  to 
other  e-commerce  sites  as 
well. 

Technologies  like  that,  in 
which  Amazon  is  reaching 
out  beyond  its  own  site,  of- 
fer the  most  intriguing  new 
opportunities— and  challenges.  Consider 
Amazon's  Merchant.com  business,  which 
takes  over  the  entire  e-commerce  opera- 
tions of  other  retailers.  By  all  appear- 
ances, it's  a  success.  In  Toys  'R'  Us'  most 
recent  quarter,  in  which  results  were  dis- 
mal, the  one  bright  spot  was  a  15%  jump 
in  sales  at  Toyrus.com,  run  by  Amazon. 
Other  retailers  seem  happy,  too.  "Amazon 
is  the  most  sophisticated  technology 
provider  and  service  partner  on  the  Inter- 
net," says  Target  Vice-Chairman  Gerald 
L.  Storch. 

But  how  much  that  business  will  grow 
is  debatable.  As  both  retailer  and  mall  op- 
erator, Amazon  has  divided  loyalties. 
"Some  companies  worry  about  creating 
the  next  Wal-Mart  thaf  s  going  to  take 
their  business  away  down  the  road,"  says 
Dave  Fry,  CEO  of  Ann  Arbor  (Mich.)- 
based  e-commerce  consultant  Fry  Inc., 
which  has  helped  several  retailers  sell  on 
Amazon.  As  a  result,  many  are  going  with 
rivals  such  as  GSI  Commerce  Inc.,  which 
runs  online  operations  for  51  retailers, 
from  Linens  'n  Things  to  The  Sports  Au- 
thority. Says  Forrester's  Johnson:  "Ulti- 
mately, Amazon  will  be  most  successful 
selling  their  own  and  other  retailers' 
products  on  their  platform." 

'AN  ECOSYSTEM' 

THAT'S  WHY  WEB  SERVICES,  unfettered 
by  logistical  challenges  or  business  mod- 
el conflicts,  may  offer  the  most  expansive 
potential  of  all  Amazon's  tech  initiatives. 
Nowhere  is  the  potential  more  apparent 
than  among  the  small  merchants  and  in- 
dependent programmers  who  are  flock- 


Web 
services 
may  hold 
the  most 
potential  for 
Amazon 


ing  to  Amazon  Web  Services.  "If  s  like  an 
ecosystem,"  says  Bezos.  "People  are  do- 
ing things  that  surprise  us." 

People  like  Cleveland  Wilson,  a  former 
tech  recruiter  who  started  selling  books 
on  Amazon  in  early  2002.  Until  this  year, 
he  didn't  even  think  it  would  be  enough 
to  pay  his  rent  in  Berkeley,  Calif.  But  he 
discovered  a  program  called  ScoutPal  that 
uses  Amazon  Web  services  to  let  book- 
sellers type  or  scan  in  a  book's  ISBN  num- 
ber to  a  laptop  or  wireless 
Web  device  and  instantly 
see  what  if  s  selling  for  on 
Amazon.  So  when  he  visits 
thrift  stores  and  garage 
sales,  he  can  buy  books  he 
knows  will  be  profitable  to 
resell.  For  example,  he  paid 
$8  for  Suicide  and  Attempted 
Suicide:  Methods  and  Conse- 
quences and  sold  it  for  $275. 
From  $100,000  in  sales  this 
year,  he  expects  to  do 
$250,000  next  year  because 
he  has  cut  the  time  it  takes  to  buy  and  sell 
books  by  two-thirds.  "Without  Amazon 
Web  services,  I  wouldn't  be  in  this  busi- 
ness," he  says. 

That's  not  all.  Now,  he's  starting  a 
company  to  develop  his  own  software 
using  Amazon  Web  services  that  will 
help  other  sellers  improve  their  busi- 
nesses. It's  still  early,  but  it's  possible 
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that  Amazon  has  latched  onto 
tech's  juiciest  dynamics— a  self-r 
ing  community  of  supporters.  In 
seems  to  be  harnessing  the  same 
nature  of  the  open-source  mo 
that  made  Linux  a  contender  t 
dows.  Says  Whit  Andrews,  an  an 
Gartner  Inc.:  "It  creates  an  em 
community  of  people  interested  i 
ing  Amazon  a  success." 

Even  Microsoft.  In  Office  2003 
can  click  on  a  word  or  name  in  an 
ment  and  be  whisked  off  to  Amazi 
so  they  can  buy  a  related  book  o 
product.  Says  Gytis  Barzdukas,  din 
Microsoft's  Office  product  manai 
group:  "It  gives  Amazon  the  ab 
market  to  a  whole  new  set  of  cus 
and  to  become  a  part  of  people 
processes." 

Amazon,  the  next  Microsoft? 
fast.  For  all  the  promise,  builc 
broad  platform  is  about  as  toug 
goal  gets  in  the  tech  business— as 
every  competitor  to  Microsoft  can 
And  unlike  most  tech  companies, 
zon  also  has  to  contend  not  just  wi 
and  bytes  but  also  with  the  brick 
mortar  of  warehouses  and  the  fick 
gers  of  Web  shoppers.  But  for  n< 
least,  Amazon's  pursuit  of  cutting 
technology  has  given  it  time  to  figu 
what  comes  next.  ■         , 

-By  Robert  D.  Hof in 
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Regulation  mandates  transparency,  technology  makes  it  possible 
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h  all  the  corporate  scandals 


t  have  been  exposed  recently 


and  more  emerging  every 
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ek  —  journalists  and  politi- 


f 


ns  have  been  having  a  field 


/  lobbing  brickbats.  Yet  the 
\g  view  has  it  that  American 
feiness  has  been  through  scan- 


lls  before  and  that  our  eco- 


my's  resilience  will  ultimately 
srcome  any  taint.  Indeed,  new 
/s  and  regulations  are  already 
ginning  to  reshape  corporate 
vernance  and  accounting 
actices.  It  is  devoutly  to  be 
ped  that  Corporate  America 
I  emerge  more  accessible  to 


'estors  and  stakeholders  and 


a 


vigorous  as  ever. 


Throughout  this  period,  much  has 
been  made  of  the  individuals, 
"business  as  usual"  bad  habits, 
and  cozy  relationships  that  led 
some  companies  to  perdition.  Of  lesser  note 
is  how,  exactly,  the  problems  became  so 
extreme.  It  could  be  said  that  one  of  the  facil- 
itating tools  was  technology.  After  all,  tech- 
nology underlies  most  aspects  of  business 
operation  today.  By  the  same  token,  there- 
fore, it  could  be  said  that  the  very  same  tech- 
nology will  enable  the  company  of  tomorrow 
to  define  itself  as  truly  public  -  as  transparent 
as  possible  to  employees,  partners,  suppliers, 
customers,  investors,  and  regulators.  This 
assumes,  of  course,  that  the  spirit  of  integri- 
ty underlies  the  whole  process.  Observes 
Louis  M.  Thompson  Jr.,  CEO  of  the  Nation- 
al Investor  Relations  Institute:  "You  can  dis- 
close information  and  be  compliant,  but 
you're  not  transparent  until  it's  understand- 
able, in  plain  English." 

AND  NOW  FOR  THE  HARD  PART 

At  the  least,  most  public  companies  have 
begun  the  hard  work  that  they  hope  will  qual- 
ify them  as  compliant  with  the  plethora  of  new 
rules  that  have  been  generated,  the  Sar- 
banes-Oxley  Act  of  2002  being  the  best- 
known. 'By  yearend,  the  top  1,000  companies 
will  have  spent  an  estimated  $2.5  billion  on 
SarbOx  compliance,  according  to  AMR 
Research  Inc.,  a  Boston  technology 
researcher  So  far,  predictably,  the  lion's  share 


-  upwards  of  95  percent  -  has  been  ear- 
marked for  people-related  expenses  -  the 
lawyers,  accountants,  and  auditors  who  are 
helping  translate  the  general,  sometimes 
nebulous  edicts  of  the  law  into  practical 
internal  audit  and  risk-management  proce- 
dures for  their  corporate  clients.  Once  this 
monumental  task  is  well  under  way,  compa- 
nies may  be  expected  to  shift  their  focus  to 
their  IT  needs.  Some  85  percent  of  public 
companies  predict  that  SarbOx  will  require 
them  to  make  changes  in  their  current  IT  and 
application  infrastructures,  according  to 
AMR  Research. 

The  welter  of  legal  obligations  faced  by 
companies  today  is  immense:  according  to 
Enterprise  Storage  Group,  a  market 
researcher  in  Milford,  Mass.,  businesses  in 
the  U.S.  alone  face  more  than  10,000  local. 
state,  and  federal  regulations.  Among  the 
many  requirements  that  will  affect  a  compa- 
ny's IT  infrastructure  are  expanded  data 
retention  policies.  Coupled  with  the  explosive 
growth  in  the  amount  and  kind  of  digital  infor- 
mation that  is  generated  and  must  therefore 
be  retained  are  longer  record  retention 
requirements  -  in  the  healthcare  and  financial 
services  sectors,  records  must  be  kept  for  20 
years  or  more  in  some  instances  It's  fully 
possible,  for  example,  that  a  company  will 
need  to  produce  a  particular  email  relating  to 
an  old  transaction  in  near  real  time,  usually 
taken  to  mean  within  48  hours  -  no  mean 
feat  Says  John  F,  Brigden,  senior  vice  pres- 
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ident  and  general  counsel  at  VERITAS  Software  Corp.,  in  Moun- 
tain View,  Calif.:  "It's  a  needle  in  a  haystack  situation,  and  what's 
critical  is  the  ability  to  retain  the  needles  and  identify  them,  quick- 
ly, and  to  do  it  in  a  way  in  which  auditability  is  maintained." 

DOING  WELL  BY  DOING  GOOD 

In  this  environment,  compliance  and  technology,  so  inextrica- 
ble, become  company-wide  concerns,  cutting  across  virtually  all 
departments.  There  are  certain  basics  to  establishing  a  structure 
aimed  at  compliance,  generally  with  a  goal  of  centralization  and 
control.  Storage,  for  instance,  may  need  to  be  networked,  to 
enable  centralized  data  management  and  an  efficient  audit  trail. 
That's  not  just  busy  work  for  the  IT  department:  with  layers  of  the 
right  data  management  software  added  on,  companies  should  be 

able  to  derive  real  business 
benefits  from  these  compli- 
ance efforts.  Analytic  software 
that  mines  the  so-called  data 
warehouse  can  enable  a  com- 
pany to  monitor  the  health  of  its  business  in  close  to  real  time  - 
and,  as  a  result,  improve  the  quality  of  the  information  the  com- 
pany's stakeholders  receive,  says  Brigden  of  VERITAS. 

If  the  movement  for  transparency  stays  the  course,  it  may  be 
the  first  time  since  the  abacus  was  abandoned  that  investors  and 
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NIRI  —  the  National  Investor  Relations  Institute  —  is  a  profession. 

association  of  corporate  officers  and  investor  relations  consultant 
responsible  for  communication  among  corporate  management,  th 
investing  public,  and  the  financial  community.  Founded  in  1969,  NIRI  ha 
more  than  4,700  members  in  36  chapters  around  the  country.  NIRI  sets  th 
highest  standards  in  education  designed  to  advance  the  practice  < 
investor  relations  and  meet  the  growing  professional  development  need 
of  those  engaged  in  the  field.  For  more  information,  go  to  www.NIRI.org 


other  company  constituents  will  be  able  to  have  vital  informat 
literally  at  their  fingertips.  That's  a  wrenching  change  for  many  c 
porate  cultures.  But  according  to  Don  Tapscott  and  David  Tic 
authors  of  The  Naked  Corporation,  just  published,  the  stakeho 
ers  of  the  21st  century  will  settle  for  nothing  less  than  a  relatic 
ship  based  on  trust,  and  trust,  they  say  is  based  on  four  value 
honesty,  accountability,  consideration,  and  transparency.  Togel 
er,  the  authors  write,  these  constitute  "the  New  Business  Integ 
ty  and  the  foundation  of  the  open  enterprise."  Referring  to  a  f 
different  arena,  arms  control,  former  President  Reagan  liked  to  s< 
"Trust  but  verify."  In  the  post-Enron  corporate  world,  that's  whe 
technology,  backed  by  regulation,  meets  the  challenge.  ■ 
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The  following  is  an 

excerpt  from  The  Naked 

Corporation:  How  the 

Age  of  Transparency  Will 

Revolutionize  Business, 

by  Don  Tapscott  and 

David  Ticoll  (Free  Press; 

2003;  348  pp.;  $28). 


10  CHARACTERISTICS  OF  THE  OPEN  ENTERPRISE 


Open  enterprises  display  similar  qualities  -  ten  sets  of  practices  that,  together,  shine  out.  In  each  of  these,  the  firm 
infuses  the  values  of  the  new  integrity:  honesty,  meeting  commitments,  caring,  transparency,  and  the  maximization  of 
economic,  social,  and  environmental  value. 


1.  Leadership 

This  begins  with  the  CEO  and  board  and  is  visible  to  all. 

2.  Governance  and  reporting 

Not  a  burden,  good  governance  and  transparency  drive 
engagement,  clarity,  integrity,  and  focused  performance. 

3.  Strategy  and  entrepreneurship 

The  new  integrity  has  unique  implications  for  each  industry, 
company,  and  business  activity.  In  open  enterprises,  all 
plans  address  new  integrity  criteria  clearly  and  specifically 
-  both  in  the  way  planning  is  conducted  (stakeholder 
inclusion)  and  in  its  content. 

4.  Corporate  character 

This  is  about  embedding  the  new  integrity  into  the  DNA 
of  the  firm  through  such  programs  as  internal  communica- 
tions, performance  management,  and  training. 

5.  Brand  and  reputation 

The  new  integrity  is  not  spin,  but  it  must  be  communicated. 
Infusing  the  brand  with  the  firm's  lived  values  enhances  its 
values  for  customers,  shareholders,  and  others. 

6.  Environmental  engagement 

Critical  to  success  in  the  stakeholder  realm  is  a  healthy, 
stable,  and  open  operating  environment:  sustainable 
ecosystems,  peace,  order,  and  good  public  governance. 


7.  Stakeholder  engagement 

Open  enterprises  put  resources  and  effort  into  reviewing, 
managing,  recasting,  and  strengthening  relationships  with 
stakeholders,  old  and  new. 

8.  Products  and  services 

Sustainable  innovation  leads  to  long-term  economic,  social, 
and  environmental  performance. 

9.  Operations 

Open  enterprises  lower  risks  and  costs  by  applying  new 
integrity  thinking  to  everyday  operations. 

10.  Information  technology 

Not  just  a  driver  of  transparency,  information  technology 
is  a  powerful  tool  for  enabling  a  firm's  transparency, 
stakeholder  engagement,  and  sustainability  strategies. 


•  Note  that  while  the  list  is  in  rough  logical  order, 
these  practices  do  not  occur  in  any  particular 
sequence  in  the  real  world.  Companies  can  -  and 
do  -  start  just  about  anywhere.  All  the  practices 
happen  in  parallel  over  extended  time.  Each 
entails  roadblocks,  setbacks,  confusion,  and  con- 
tradiction. Change  is  work. 
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Seniors5 
Big  Drug 
Problem 

Misusing  medications  is  a  leading  cause  of  death 
among  the  elderly.  BY  HOWARD  GLECKMAN 


THE  DOCTORS  THOUGHT  Alice  Stora  was  dying. 
And  maybe  she  was.  But  it  wasn't  a  disease  that 
was  killing  her.  It  was  the  cocktail  of  prescrip- 
tion drugs  she  was  taking.  J  Stora,  88,  living 
with  relatives  in  Florida,  was  bedridden  and  of- 
ten incoherent.  Her  weight  had  dropped  to  88 
pounds,  and  doctors  said  she  had  just  a  few 
months  to  live.  Last  May,  a  son  and  daughter-in-law,  Carl  and 
Inda  Stora,  brought  her  to  Monroe,  N.Y.,  to  live  with  them. 
They  found  she  was  taking  a  dozen  different  prescriptions. 
Her  new  doctors  eliminated  many  of  the  medications,  scaled 
back  others,  and  changed  her  diet.  Now  Stora  is  up  and  around, 

and  writing  letters  to  friends.  She  has  re-      more  than   10,  along  with  vitamins, 
gained  almost  20  pounds. 

Stora  was  a  victim  of  a  silent  epidemic 
that  afflicts  millions  of  seniors.  Everyone 
knows  the  benefits  of  pharmaceutical 
drugs.  But  many  of  those  same  medica- 
tions are  inappropriate  for  seniors  or  can 
be  deadly  if  taken  improperly  or  in  com- 
bination with  incompatible  remedies. 

Such  adverse  reactions  are  increasing 
as  the  elderly  use  more  and  more  drugs. 
Today,  40%  of  seniors  take  five  or  more 
prescription  drugs  a  week,  and  12%  take 


herbal  supplements,  and  over-the- 
counter  pills.  The  result:  Medicines 
themselves  have  become  the  fifth  leading 
cause  of  death  among  seniors.  Top 
gerontologists  now  consider  drugs  the 
prime  suspect  when  a  patient  has  new 
symptoms.  "This  is  a  major  issue,"  says 
Dr.  Jerry  Gurwitz,  chief  of  geriatric  med- 
icine at  the  University  of  Massachusetts 
Medical  School.  He  estimates  that  drug- 
related  injuries  among  seniors  number 
as  many  as  2.3  million  each  year— nearly 


200,000  of  them  fatal  or  life-thre<j 
The  problem  is  especially  serioi 
it  comes  to  sedatives,  antidepressa^ 
antipsychotic  drugs,  as  well  as  pa 
ications— all  commonly  present 
seniors.  And  because  frequent  i 
tions  include  falling,  dizziness,  anc 
sion,  many  doctors  simply  write  o\ 
dangers  as  a  consequence  of  gro\i 
Or  they  mistake  them  for  sympt| 
other  diseases  and  prescribe  st 
drugs.  The  more  meds  seniors 
more  likely  they'll  get  into  troublel 
take  the  wrong  doses,  some  takl 
meds  at  the  wrong  time  of  day,  ancf 
stop  using  medicines  that  they  do  i 

COORDINATING  CARE 

A  HUGE  PART  of  the  problem  is 
knowledge  and  communication 
health  professionals,  patients,  an 
lies.  Because  seniors  commonly 
multiple  illnesses,  they  see  many  dj 
They  may  also  buy  drugs  from  s 
sources— the  local  pharmacist,  mail 
or  online.  That  means  that  senii 
their  adult  children,  need  to  take  a 
role  managing  medicines.  "Assum 
doctor  A  is  not  talking  to  doctor  B, 
Nancy  Fiedelman,  a  McLean  (Va.)| 
atric  care  consultant.  "Yo'u  have  fc 
responsibility." 

To  start,  make  a  record  of  all  the 
a  senior  is  taking.  "Keep  a  list  of  the 
of  the  drug,  the  dosage,  and  how 
they  really  take  it— not  just  what  i 
on  the  vial,"  says  Diane  Crutchfi 
Knoxville  (Tenn.)  consulting  pharmj 
"And  note  the  pharmacy,  the  do 
name,  and  phone  number."  Also 
track  of  over-the-counter  drugs, 
mins,  and  herbals.  They  may  see: 
nign,  but  some,  such  as  Benadryl,  1 
very  dangerous  for  seniors.  So  can 
bining  anti-arthritis  medicines  su 
Celebrex  with   pain  relievers  sue 
Motrin  or  Advil. 

You  should  also  find  out  all  you 
about  each  prescribed  drug.  Ask  the 
tor  what  the  medication  is  for,  wh( 
there  are  alternatives,  what  are  the 
effects,  and  how  the  medication  n 
with  other  drugs.  You  can  also  cl 
Web  sites  for  information  (table).  An 
er  good  resource  is  the  pharmacist 
as  many  medicines  as  possible  from 
source.  And  choose  a  pharmacist  wt 
attuned  to  seniors'  needs,  such  as  a 
tified  geriatric  pharmacist. 

Make  sure  each  of  the  senior's  doc 
has  the  list  of  drugs.  The  best  will  as 
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MANAGING 
MEDICINES 


1KEEP  AN  UPDATED  RECORD  OF  ALL 
MEDICATIONS,  including  over-the- 
counter  drugs  and  supplements.  Note 
when  a  senior  takes  them  and  make  sure 
each  doctor  has  the  complete  list. 


2  PICK  A  QUARTERBACK.  If  the  senior  is 
seeing  several  doctors,  ask  one  to 
serve  as  the  manager  for  all  the  care, 
including  medications. 


3  FIND  THE  RIGHT  PHARMACIST. 
This  is  not  easy  in  a  world  of  mail- 
order drugs  and  big  chain  drugstores. 
You  can  get  a  list  of  certified  geriatric 
pharmacistsatccgp.org. 


4 


GET  OUTSIDE  HELP.  Think  about 
retaining  a  consulting  pharmacist  or  a 
geriatric  care  manager. 


5  CHECK  THE  WEB.  For  general 
information  on  seniors  and  drugs,  go 
to  seniorcarepharmacist.com.  To 
check  on  side  effects  and  dangerous  drug 
interactions,  try  www.drugdigest.org,  run  by 
drug  plan  manager  Express  Scripts. 


tients  to  bring  their  medications  with 
them  during  an  initial  visit.  But  in  today's 
world  of  in-and-out  medicine,  many  doc- 
tors won't  take  the  time.  If  your  elderly 
relative  is  seeing  several  doctors,  ask  one 
to  coordinate  care.  An  internist  or  geron- 
tologist  is  best  suited  for  this  overseer 
role.  Specialists  should  know  to  contact 
that  doctor  when  they  change  meds. 

If  you  don't  think  the  physician  is  on 
top  of  things,  you  can  retain  a  geriatric 
care  manager,  who  can  coordinate  and 
monitor  all  aspects  of  elder  care.  One 
source  for  such  help  is  the  National  Asso- 
ciation of  Professional  Geriatric  Care 
Managers  (caremanager.org).  Or  you  can 
hire  a  consulting  pharmacist  (ccgp.org), 
who  will  review  medications  and  work 
with  your  doctors  to  manage  them.  Ex- 
pect to  pay  $100  to  $150  an  hour  for  a 
care  manager  and  $60  to  $120  an  hour 
lor  a  consulting  pharmacist. 

Whoever  you  pick,  stay  involved 
"Somebody  needs  to  he  monitoring  this." 
says  Susan  Johnson,  a  Bethesda  ( Md)care 
manager,  hula  Stora  says  she  learned  that 
lesson,  too.  "I'm  always  asking  ques- 
tions," she  says.  That  has  made  all  the  dif- 
ference lor  her  mother-in-law.  II 
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Miami  Food: 
On  Beyond 
Cuban  Cuisine 

New  Latin  American  arrivals  are  enriching 
the  city's  restaurant  scene.  BY  IAN  KATZ 
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IT'S  SUNDAY  AFTERNOON  IN 
Miami  Beach,  and  as  usual,  the  15 
tables  at  Confiteria  Buenos  Aires 
Bakery  &  Cafe  are  packed  with 
Argentines  sipping  espresso  and 
munching  on  sweet  medialunas, 
or  croissants.  A  few  doors  down, 
on  Collins  Avenue  between  71st  and 
72nd  streets,  customers  are  eating  ceviche 
at  Peruvian  restaurant  El  Rincon  de 
Chabuca,  which  is  just  down  the  street 
from  the  unpretentious  El  Rey  del  Chivi- 
to,  named  for  a  steak  sandwich  popular  in 
Uruguay. 

If  you're  intrigued  by  Latin  cuisine— 
from  arepas,  a  corn  flour  pancake  and 
cheese  combination  popular  in 
Venezuela  and  Colombia,  to  Brazil's  soft 
cheese  bread  pao  de  queijo— Miami  is 
your  kind  of  town.  At  51.4%,  Miami-Dade 
County's  percentage  of  foreign-born  resi- 
dents is  the  highest  in  the  country,  and 
the  overwhelming  majority  of  those  are 


from  Latin  America.  A 
tough  economic  climate 
south  of  the  border  has 
precipitated  a  wave  of 
more  than  150,000  Latin 
American  and  Caribbean 
immigrants  to  the  city  and 
its  surrounding  area  in  the 
last  three  years. 

AUTHENTICITY  RULES 
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RECENT  ARRIVALS  from 
Argentina,  Venezuela, 
Brazil,  Peru,  Colombia,  and  Central 
America  are  proudly  planting  their  na- 
tional flags  on  hundreds  of  new  business- 
es—mainly restaurants.  Many  of  the 
eateries  are  going  up  in  areas  once  domi- 
nated by  Cuban  immigrants,  who  have 
dispersed  throughout  South  Florida.  You 
could  roughly  monitor  the  state  of  Latin 
America's  economies  by  noticing  which 
ethnic  groups  are  setting  up  shop  in  and 
around  Miami.  A 
surge  of  Peruvian 
restaurants,  for  ex- 
ample, is  a  sign  of 
bad  times  in  Lima. 

Lima's  loss  is  Mia- 
mi's gain.  The  peri- 
odic waves  of  immi- 
gration translate  into 
increased  variety  and 
improved  quality  of 
the  cuisine.  "Because 
of  all  the  foreigners, 
restaurants  here 
have  to  be  really  au- 
thentic," says  Luis 
Vidal,  who  in  July 
opened      Chocolate, 
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an  upscale  Argentine  restaurant  on  wsea 
Way  just  southwest  of  downtown  M  pis. 
"In  another  U.S.  city,  not  many  p 
would  know  whether  you're  prepi  [torn 
the  food  correctly,  but  in  Miami,  p< 
know."  A  dinner  for  two  at  Choc 
with  a  bottle  of  Argentine  red  wine 
about    $80.    That    meal    would  [ 
around  $40  in  a  comparable  restair 
in  Argentina.  u 

Although  the  communities  often  < 
lap,  many  are  carving  out  neighborh  \ 
as  their  own.  A  10-block  area  ar<  tSTOi 
Collins  Avenue  and  71st  Street  has 
come  known  as  "Little  Buenos  Ai 
where  thousands  of  working-class  Ai 
tines  have  settled  after  fleeing  ecoro 
chaos  in  their  country.  Wealthier 
tines  have  gravitated  toward  Avert 
between  Miami  and  Fort  Lauderdale, 
Key  Biscayne,  an  island  southe; 
downtown    Miami.    Colombians 
Venezuelans,  escaping  social  and 
nomic  turmoil  in  their  countries, 
flocked  to  Weston,  a  fast-growing  su 
west  of  Fort  Lauderdale. 

Brazilians  have  been  the  most 
to  stray  from  Miami  to  the  more  " 
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Broward  and  Palm  Beach  coun- 
I  i  north.  Sample  Square,  an  oil i 
kremarkable  snip  mall  oil  In 
1 95  in  Pompano  Beach,  45  miles 
■Miami,  is  a  one-stop  shopping 
l/ith  more  than  a  dozen  estab- 

ts  targeting  Brazilians,  includ- 
Iravel  agency,  hairdresser,  law 
Imey-transfer  outlet,  and  a  cou- 
|od  markets.  But  the  area's  most 

Brazilian  restaurant  is  Porcao 
(caria,  on  Biscayne  Bay  near 
}*m  Miami.  For  $36.50,  you  get 
lizio,  an  all-you-can-eat  carni- 
fcsven.  Energetic  waiters  carry- 
le  slabs  of  beef,  pork,  and  chick- 
1  ce  on  your  table  until  you  signal 
■rieve. 

HAVANA 
JjBAN  AMERICAN  community, 

ccounts  for  some  30%  of  Miami- 
bunty's  2.3  million  residents,  is 
far  the  largest  ethnic  group.  But 
i  best-known  neighborhood,  Lit- 

ana,  becomes  less  and  less 
Irvery  day.  A  drive  down  the  main 
lalle  Ocho  (also  called  Southwest 
[Street),  reveals  Honduran  and 
Luan  restaurants  and  snack  bars 
frted  to  sprout  up  in  the  1980s, 
ffugees  fled  civil  wars  in  Central 
la.  Look  for  the  Honduran  balea- 
liite  flour  tortilla  filled  with  beans 
Jrese,  and  Nicaraguan  came  asa- 
'  rilled  beef  strips. 
verse  as  South  Florida's  culinary 
ipe  is,  you  won't  find  a  China- 
I  Little  Tokyo.  But  if  your  palate 
/  to  rumba,  Miami  can  set  the 


POMPANO 
BEACH 


MIAMI 


GTO  A  lot  of 

vroom  for 
$33,000 


The  GTO  Is  Back, 
And  It  Sizzles 

The  reborn  GM  muscle  car  comes  with  a  Corvette 
V-8  under  the  hood.  BY  DAVID  WELCH 


HROUGH  A  COMBINA- 
tion  of  bad  cars  and 
boneheaded  marketing, 
General  Motors  frittered 
away  some  of  the  best 
names  in  automotive 
history.  In  GM's  better 
days,  the  Cadillac  Eldorado  was  a  car 
with  class,  the  Oldsmobile  Cutlass  was 
everyman's  choice,  and  the  Pontiac  GTO 
was  the  king  of  muscle  cars.  As  rising 
gasoline  prices  and  clean  air  regulation 
in  the  1970s  ended  the  era  of  the  power 
hogs,  the  GTO  was  the  first  to  be  killed. 

Now,  it's  back.  GM  took  the  Monaro 
coupe  from  its  Australian  Holden  Cars 
subsidiary  and  packed  a  350-horsepow- 
er  Corvette  V-8  under  the  hood.  The  re- 
sult is  a  $33,000  sports  car  worthy  of  the 
GTO  badge. 

When  I  threw  the  car  into  first  and 
popped  the  clutch  on  the  six-speed  man- 
ual transmission,  the  GTO  lurched 
ahead,  leaving  behind  a  cloud  of  dust. 
This  car  is  built  for  speed.  The  engine 
has  enough  torque  to  lay  down  ruhber 
even  though  the  GTO  weighs  in  at  a  hefty 
3,700  pounds.  1  bleu  In  an  18-wheeler 
on  the  highway  with  no  trouble  at  all. 

PRECISION  STEERING 

THE  GTO  RIDES  nicely,  too.  On  the  open 
road,  it's  silks  smooth.  1  also  tested  the 
ear  on  hilly  roads  outside  Santa  Barbara. 
Calif.,  ami  found  it  quite  comfortable. 


even  when  the  pavement  got  rough.  Yet 
the  suspension  is  tight  enough  to  dive 
into  turns  and  steer  out  with  notable 
precision. 

The  interior  of  the  GTO  is  a  reminder 
that  when  it  fdels  so  inclined,  GM  can 
turn  out  a  well-appointed  car.  Many  of  its 
American  vehicles  are  decked  out  in 
cheap  plastics— mind-boggling  when 
you  sit  in  a  cushy  European  Opel  or  an 
Australian-designed  car  like  the  GTO. 
The  center  of  the  dashboard  is  neatly 
done,  with  all  of  the  buttons  and  knobs 
fitting  together  tightly.  My  test  car  had 
snazzy-looking  red  gauges.  They  are  also 
available  in  purple,  yellow,  and  two 
shades  of  blue. 

The  GTO  has  its  flaws.  Since  the 
Monaro  has  been  on  the  road  for  a  few 
years,  it  has  jelly-bean  styling  right  out  of 
the  late  1990s.  Worse,  GM  moved  the  gas 
tank  from  near  the  rear  bumper,  where  it 
was  in  the  Monaro,  to  the  trunk  in  order 
to  conform  with  American  safety  stan- 
dards. Encased  within  a  fabric-covered 
steel  cage,  it  takes  up  almost  half  the 
storage  space. 

[f  you  can  get  past  those  shortcom- 
ings, this  is  a  lot  of  sports  car  for  the 
money.  It's  almost  impossible  to  find  350 
horsepower  lor  less  than  $40,000.  CM 
plans  to  keep  this  GTO  around  for  at  least 
three  years  and  then  will  design  a  new 
one.  That  promises  a  lot  of  fun  in  the 
passing  lane  for  years  to  come.  II 
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Time  to  Hit  the  Boards 

From  film  trivia  to  wordplay,  board  games  are  hot.  BY  CHRISTOPHER  PALMEl 


LL  TRIVIA  FANS.  NAME 
one  of  the  fastest- 
growing  categories  of 
toys.  Answer:  board 
games.  Maybe  it's  the 
nesting  trend,  the  pop- 
ularity of  "game 
nights,"  or  just  that  they're  low-cost  en- 
tertainment, but  board  game  sales  are 
up  11%  this  year  in  an  industry  that's 
flat,  says  the  NPD  Group.  To  find  out 
what's  fun,  BusinessWeek  surveyed  re- 
tailers and  game  aficionados. 

Mattel  has  a  likely  winner  with 
Scene  It?  ($49.99),  a  movie-trivia 
game  in  which  players  answer  ques- 
tions from  cards  and  a  DVD  played  on 
your  TV.  The  movie  clips  and  DVD 
graphics  are  great,  and  most  of  the 
questions  are  challenging.  But  the 
game  is  best  for  fans  of  recent  flicks: 
The  1954  film  Creature  from  the  Black 
Lagoon  is  as  classic  as  Scene  It?  gets. 

UPDATED  CLASSICS 

HASBRO  ALSO  WENT  the  TV  route  with 
the  Trivial  Pursuit  Pop  Culture  DVD 
($39.99).  Here  again,  the  game  uses 
cards  and  onscreen  questions.  But  the 
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graphics  aren't  as  good  as  those  of  Scene 
It?  and  pop  culture  can  get  old  really  fast. 
One  question:  Who  did  Demi  Moore  start 
dating  after  breaking  up  with  Bruce 
Willis?  Answer:  Ashton  Kutcher.  A  better 
bet  is  last  year's  top-selling  Trivial  Pursuit 
20th  Anniversary  Edition  ($29.99), 
which  has  questions  from  the  past  20 
years  on  a  wider  range  of  subjects. 

Hasbro  did  a  better  job  with  Clue  FX 
($29.99),  an  electronic  version  of  the 
classic  murder-mystery  game.  Although 
some  fans  may  be  put  off  by  the  board 
redesign  and  new  characters  such  as 


Rusty  or  Mrs.  M 
Brook,  younger 
will  love  the 
mansion  that  arim 
which  suspects 
each  room.  For  th 
folks,  characters 
Colonel  Mustar 
Miss  Scarlet 
there. 

Dealmakers 
tired  of  Monopoly 
consider  I'm  the 
($34.95)  The 
tions  could  be 
but  the  game  is  fun.  Players  ne; 
with  one  another  to  round  up  in 
and  close  deals.  Whoever  collec 
most  dividends  wins. 

If  that  sounds  too  much  like  I 
consider  the  Apples  to  Apples  I 
Edition  ($29.99).  The  idea  is  t(J 
nouns  and  adjectives  in  the  fun 
combination.  For  instance,  if  the  J 
tive  drawn  is  "frightening,"  a  d 
could  choose  a  card  that  reads  "tl 
does"  or  "Michael  Jackson,"  depei 
on  which  player  is  judging.  Somet 
the  best  games  are  the  simplest 
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Wine 


Italian  Fizz 

Try  Prosecco  to  ring  in 
2004.BYAMYCORTESE 


READY  TO  TOAST  THE  TOP 
of  the  season?  Try  Prosec- 
co. An  Italian  sparkling 
wine  named  for  the  grape 
from  which  it  is  made, 
Prosecco  has  been  gaining 
popularity  in  the  U.S.  thanks  to  its  crisp 
taste,  versatility,  and  relatively  low  price. 
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Prosecco  is  designated  still,  frizzante 
(lightly  sparkling),  and  spumante  (full 
sparkling).  The  wine  hails  from  a  small 
area  in  northeast  Italy  known  as 
Conegliano-Valdobbiadene,  about  35 
miles  north  of  Venice.  Within  this  region, 
grapes  grown  in  the  microclimate  of  Car- 
tizze  carry  the  highest  distinction  and 
price  (up  to  $35  a  bottle). 

Prosecco  is  light,  dry  to  semi-dry,  and 
usually  does  not  carry  a  vintage.  It  is  best 
drunk  within  a  year  or  two  of  its  release. 
Michael  Bonadies,  a  partner  at  Myriad 
Restaurant  Group,  which  carries  Prosecco 
at  its  restaurants,  including  Nobu  and 
Montrachet  in  New  York,  singles  out 
Mionetto  Frizzante  ($13).  Other  Proseccos 
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9      CHEA 
DATE 

Price 
from 
to  $2 


sold  in  the  U.S.  include  Zardetto  and 
Franco,  typically  run  $9  to  $20  a  bott 
Don't  save  Prosecco  for  special  o 
sions.  At  that  price  and  a  low  10%  to 
alcohol  content,  it  can  go  from  bush 
lunch  to  cocktail  party.  ■ 
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Personal  Business 


The  Many  Lives  of 
The  Death  Tax 

Wealthy  estates  could  end  up  paying  a  lot  as  several 
states  get  aggressive.  BY  ANNE  TERGESEN 
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YOU  MIGHT  THINK  THE 
estate  tax  is  going  to  its 
grave.  But  while  the  fed- 
eral government  is  slated 
to  phase  out  its  "death 
tax"  by  2010,  18  states 
plus  the  District  of  Co- 
lumbia have  opted  to  retain  it  within  their 
borders.  They  join  a  handful  of  others 
with  separate  inheritance  taxes— im- 
posed on  the  heirs  rather  than  the  estates. 
As  a  result,  the  estates  of  wealthy  resi- 
dents of  these  states  could  still  wind  up 
paying  thousands  of  dollars  in  taxes. 

For  some  taxpayers,  this  amounts  to  "a 
huge  tax  increase,"  says  Laurie  Hall, 
head  of  private  client  practice  at  Boston 
law  firm  Palmer  &  Dodge  LLP.  Consider 
the  situation  in  New  York.  In  2004,  New 
Yorkers  will  be  able  to  leave  heirs  $1.5 
million  without  paying  Uncle  Sam  a 
dime.  But  because  New  York's  estate-tax 
exclusion  is  $1  million,  someone  with  a 
$1.5  million  taxable  estate  will  owe  the 
state  $64,400,  says  Blanche  Lark  Chris- 
terson,  a  director  at  Deutsche  Bank  Pri- 


vate Wealth  Management.  In  2009,  the 
federal  exemption  rises  to  $3.5  million. 
But  a  $3-5  million  taxable  estate  will  owe 
New  York  $229,200,  Christensen  says. 
"The  states  are  taking  away  a  significant 


amount  of  the  benefit  of  the  reduc 
federal  estate  taxes,"  says  Hall. 

The  states  are  imposing  these  tAwij 
part  to  replace  revenues  lost  by  t  thelp  is 
dining  federal  estate  tax.  Unbekn  ^m 
to  most  taxpayers,  Uncle  Sam  effe  y, 
shares  its  estate-tax  revenue  wil 
states.  Starting  in  2002,  though,  tl  jj, 
began  reducing  the  states'  allo(  ^ 
which  will  fall  to  zero  in  2005. 

The  new  state  levies  take  many  t 
Some  states,  including  New  Jerse 
New  York,  are  freezing  estate-tax 
sions.  In  2004,  for  example,  New  J< 
exclusion  will  remain  at  $675,000,  erflSIVE  S 
the  Federal  government  allows  taxj  ^  r 
to  shelter  $1.5  million.  (One  caveat:  I  n,e  ni( 
er  estates  which  pass  to  heirs  aside  lstate, 
spouses,  children,  and  parents  coul  10ry 
be  liable  for  a  separate  inheritance  G  m[ri 

Other  states,  such  as  Vermont,  ar<  ^ 
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THE  FEDERAL  ESTATE 
TAX  IS  DISAPPEARING... 


An  estate  is  exempt  from  federal 
estate  taxes  if  it's  below  the  following 
thresholds.  Unless  Congress  acts,  the 
estate  tax  will  disappear  in  2010,  only 
to  reappear  in  2011. 

YEAR  AMOUNT  (IN  MILLIONS) 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

Data:  Center  on  Budget  &  Policy  Priorities 


...BUT  MANY  STATES  ARE 
HOLDING  ON  TO  THEIRS 


If  you  live  in  one  of  the  following 
jurisdictions,  you  might  owe  estate  or 
inheritance  tax,  even  after  the  federal 
government's  death  tax  disappears. 


MINN. 


ILL.  IND, 


OHIO 


KY. 


TENN. 
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tn  the  federal  government's  es- 
pclusion  which  is  rising  from 
on  in  2003  to  $3.5  million  in 
able).  But  if  your  estate  exceeds 
imits,  watch  out.  A  growing 
-  Of  states  are  now  forcing  tax- 
to  pay  a  state  levy  of  up  to  16% 
>f  the  federal  government's  tax  of 
)%— the  maximum  for  2003.  For 
t  two  years,  a  partial  credit  will 
that  burden  to  some  extent, 
other  states  have  adopted  differ- 
roaches.  Massachusetts  is  allow- 
istate-tax  exclusion  to  rise  but  to 
Ids  below  the  federal  limits.  In 
Massachusetts  taxpayers  can 
$700,000  from  state  estate  tax. 
scheduled  to  rise  to  $850,000  in 
950,000  in  2005,  and  $1  million 
>— where  it  is  slated  to  stay,  says 
inois,  meanwhile,  is  following 
eral  limits.  But  it  will  freeze  its 
Dn  at  $2  million  starting  in  2009, 
rol  Harrington,  a  partner  at  Me- 
et, Will  &  Emery  in  Chicago. 
e  help  is  on  the  way.  Starting  in 

&  Ihe  Internal  Revenue  Service  will 

5  tes  deduct  state  taxes  from  their 
returns.  In  2005,  this  will  effec- 
*duce  the  total  tax  bite  such  that 

alii  i  the  top  state  estate-tax  brack- 
ich  kicks  in  at  $10.04  million— 
/  only  8.5%  instead  of  16%,  says 

"f*fd  Adler  of  JPMorgan   Private 

ta  ii  Palm  Beach,  Fla. 

SIVE  STRATEGIES 

fERS  CAN  TAKE  some  defensive 
[Tie  most  dramatic  move:  Relo- 
a  state  with  no  estate  tax,  such  as 

or  California.  Another  tactic  is 

ses  to  change  their  wills  to  give 
lildren  or  other  heirs  the  maxi- 
hey  can  protect  from  state  estate 
BB  the  first  spouse  dies.  In  the  case 
w  York  resident,  for  example,  that 
rranslate  into  a  bequest  of  $1  mil- 
2004.  Still,  that  means  the  New 
I  won't  use  $500,000  of  the  $1.5 

federal  estate  tax  exclusion.  If  the 
ng  spouse  dies  before  the  federal 
(ires  in  2010  and  has  an  estate 
above  the  federal  exemption 
sf)ld,  that  $500,000  could  be  taxed 
iks  at  rates  of  up  to  49%. 
ther  approach  is  to  put  that 
•00  into  a  "contingent   marital 

That  w.i\.  Bays  Harrington,  the 
>r  can  decide  whether  to  pay  or 

tate  estate  taxes,  depending  on 
including  the  survivor's  needs 

•outlook  for  tax  rates  at  the  time. 

st  advice;  Consult  with  a  know] 
tie  attorney  or  tax  adviser.  ■ 


Fattening  401(k)s 
Gets  Easier,  But... 

You  may  not  want  to  go  the  max.  BY  mike  McNAMEE 


STOCK  MARKETS  ARE 
coming  back.  Raises  are 
coming  back.  Even  bonuses 
are  coming  back.  The  only 
thing  that's  not  coming  back 
is  your  youth.  Put  it  all  to- 
gether, and  maybe  it's  time 
to  think  about  a  comeback  for  your  re- 
tirement savings. 

Fortunately,  the  tax  code  is  ready  to 
help.  With  the  New  Year,  you'll  be  able  to 
make  larger  tax-exempt  contributions  to 
your  401(k)  plan.  But  if 
you're  a  super-saver 
who  makes  aftertax 
contributions,  the 

changes  have  compli- 
cated things. 

The  no-brainer  step: 
Make  the  best  use  of 
tax-deferred  savings  in 
your  401(k).  Workers  50  or  older  in  2004 
will  be  able  to  sock  away  $16,000  in  pre- 
tax dollars,  up  from  $14,000  in  2003.  For 
those  under  50,  the  limit  is  $13,000  next 
year,  up  from  $12,000  in  2003  (table). 
Your  employer  may  match  part  or  all  of 
your  pretax  savings.  Earnings  on 
401(k)s  will  grow  tax-free  until  you 
withdraw  the  funds. 

The  decisions  get  tougher  when  you 
want  to  save  more.  You  can  keep  putting 
in  aftertax  dollars  until  the  total  contri- 


butions—yours and  your  employer's— 
hit  $41,000.  But  lower  taxes  on  divi- 
dends and  long-term  capital  gains,  en- 
acted with  the  2003  tax  bill,  reduce  the 
advantages  of  piling  aftertax  dollars  into 
a  401(k).  The  reason:  When  you  with- 
draw 401(k)  money,  any  earnings  will  be 
taxed  at  the  same  rates  as  wages  and 
salaries,  with  a  top  levy  today  of  35%. 
You'll  pay  much  lower  rates— 15%  or 
less— on  dividends  and  capital  gains  (on 
assets  held  one  year  or  longer)  in  a  regu- 
lar personal  account. 
That  wide  rate  gap 
sharply  reduces  the 
401(k)'s  advantage: 
For  aftertax  savings 
returning  8%  a  year  in 
dividends  and  long- 
term  capital  gains, 
you  would  have  to 
hold  the  investment  more  than  35  years 
to  do  better  in  a  401(k). 

Interest  income  and  short-term  capital 
gains  are  still  taxed  at  rates  up  to  35%. 
Your  best  strategy  is  to  keep  bonds  and 
actively  traded  stocks  and  equity  funds  in 
your  401(k).  If  you  go  beyond  the  pre-tax 
limits,  put  the  excess  into  a  taxable  ac- 
count to  buy  stocks— both  dividend  pay- 
ers and  growth  plays— that  you  intend  to 
hold  at  least  a  year.  Putting  off  your  taxes 
isn't  always  the  best  strategy.  ■ 


How  to  Put  More  into  the  Pot 

YEAR 

CONTRIBUTIONS                          2003            2004              2005              2006 

LATER 

Pretax  401(k)*            $12,000      $13,000       $14,000       $15,000 

Indexed  to  inflation 

Catch-up  401(k)**         2,000         3,000          4,000          5,000 

Indexed  to  inflation 

Aftertax  401(k)s*                   25%  of  income  minus  pretax  401(k)  contributions 

Total,  all  plan 
contributions" 


40,000       41,000        41,000        42,000         Indexed  to  inflation 

•  Tiployees  Of  govern  :•  an& 

o  of  the  year  *i  question  and  <b)  tfvnr  e*nplov  vKntoutions 

*ovw  matches  end  prom  ihe/tngp'  w   rrvAXVna«-obeis[v  *?ct<*d 
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INVESTING 

THE  FUNDS  THAT 
CAME  OUT  OF 
THE  DARKNESS 

THE  MUTUAL-FUND  mess 
may  have  one  silver 
lining— better  portfolio 
disclosure.  Fund 
companies  are  now 
required  to  tell  the 
public  what  stocks  and 
bonds  they  hold  just 
twice  a  year.  But  two 
fund  firms  under 
investigation  for 
improper  trading  are 
voluntarily  increasing  their  disclosure. 
Starting  Dec.  31,  Denver-based  Janus 
Capital  Group  will  release  most  of  its 
funds'  holdings  each  month  at 
www.janus.com.  That's  up  from  a 
frequency  of  every  quarter.  The  only 
Janus  funds  to  be  excluded  are  sector 
and  concentrated  funds,  which  tend  to 
be  more  volatile.  And  One  Group  Mutual 
Funds  recently  joined  the  54%  of  all  fund 
complexes  that  report  holdings 
quarterly.  Check  at  onegroup.com. 

Both  firms  are  acting  in  advance  of 
the  Securities  &  Exchange  Commission, 
which  in  January  is  expected  to  adopt  a 
rule  requiring  quarterly  disclosure  for  all 
funds.  The  reports  would  appear  at 
sec.gov.  -Lauren  Young 
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RETIREMENT 


Boomers  Beware 


peril 


the  go 
be  hel 


IT'S  NOT  JUST  THE  BEAR  MARKET  that  has  taken  a  toll  on  baby  boomers'  retiremei 
dreams.  Now,  it  turns  out,  the  "me  generation"  will  be  getting  less  than  predict 
from  Mom  and  Pop  as  well.  Over  the  past  decade,  many  economists  have  forec: 
total  boomer  inheritances  of  as  much  as  $10  trillion,  which  works  out  to  an  ave 
windfall  of  $135,000  per  person.  That's  a  far  cry  from  what  they've  been  getting  sionol 
far— a  mere  $47,909  (the  median,  in  2002  dollars),  according  to  a  new  study  fn  „s  m  ( 
AARP,  an  organization  of  older  Americans.  "For  most  people,  inheritances  will 
remain  an  elusive,  or  small,  contributor  to  retirement  security,"  says  the  study,  a  "c"1? 
draws  on  data  published  by  the  Federal  Reserve.  miimu 

Why  are  the  bequests  falling  short  of  predictions?  Among  the  reasons:  The  pa  ,  i 
of  boomers  are  retiring  earlier  and  living  longer  than  expected.  Their  children  ar 
getting  the  message,  according  to  the  report.  Only  about  27%  have  received  or  ev  "lt' v 
think  they'll  receive  an  inheritance— down  from  37%  in  1989.  If  they  plan  a  lush  re 
retirement,  they're  going  to  have  to  fund  it  themselves.  -Anne  Tei 


CLASSIC  CARS 


TIME  OFF 


Indulging  in  that  little  red  '67  Corvette  might  be  practical  as  well 
as  fun.  Barrett-Jackson,  host  of  a  four-day  classic  car  auction  in 
Scottsdale,  Ariz.,  each  January,  has  an  index  showing  such  cars 
outpaced  stocks  over  the  past  five  years  (table). 


A 1957 
T-BIRD 


BARRETT- 
JACKSON 
CLASSIC 
CAR  INDEX" 

DOW  JONES 
INDUSTRIAL 
AVERAGE* 

STANDARD 
&  POOR'S 
500  INDEX* 

f                     1998-2003** 

\  14.87% 

4.21% 

1.50% 

1993-2C 

9.19 

12.35 

10.03 

10.36 


1983-2003** 
14.40 


12.97 


'  Av  it  .ii',p  annualized  return 
"Periods  ending  on  June  30. 2003 

Data:  Stephen  A  Dr.ske  &  Co  ,  Bloomberg  Financial  Markets 


A  MUSEUM 
FOR  BIG  BIRDS 


laiim 


THE  SMITHSONIAN 

National  Air  & 

Space  Museum 

finally  has  space 

to  display  its  big 

aviation  artifacts. 

On  Dec.  15  it 

opens  the  Steven  F. 

Udvar-Hazy  Center  on  the  edge  of  D 

International  Airport  in  Virginia.  Th 

facility  will  house  143  large  aircraft, 

including  the  Enola  Gay,  the  B-29  tb 

dropped  the  A-bomb  on  Hiroshima 

(www.nasm.si.edu/udvarhazy). 
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This  Holiday  Season 
Ijive  The  Gift  Of  A  Smile. 


a\.  millions  of  children  ill  developing  countries 
suffering  with  cleft  lip  and  palate.  Condemned  to 
fetime  of  malnutrition,  shame  and  isolation. 
The  good  news  is  that  virtually  all  of  these  children 

he  helped  and  their  clefts  repaired.  That  is  the 
nil   sion  of  The  Smile  Train.  We  empower  local  sin- 
us in  developing  countries  to  provide  this  life- 
nging  free  (left  surgery  which  takes  as  little  as 
minutes  and  costs  as  little  as  $250.  It  gives  des- 
ate  children  not  just  a  new  smile — hut  a  new  life. 

Hie  Smile  [Vain  will  deliver  free  cleft  surgerj  to 
e  than  35.000  children  this  year,  all  over  the 
Id.  From  Asia  to  \lrica.  Irom  South  America  to 
Ifiia,  ["he  Smile  IV  tin  helps  children  who  have  no 
I  -c  else  to  turn. 

Hut  we  can't  do  it  without  your  help.  Send  us  a 

Jiation  toda\  and  we'll  use  il  to  gi\e  someone  a 
ond  chance  at  life 


; 


i 

a) 

if! 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 
3  $250  Provides  cleft  lip  surgery  for  one  child. 
□  $125  Covers  half  the  cost  of  one  surgery. 
G  $  50  Provides  medications  for  one  surgery. 
G  $  Well  gratefully  accept  any  amount. 


Name 

\ddress 

Citj 


State 


Zip 


Telephone 

(■Mail 


Charge  m>  <:ili  to  mj  credit  card: 

H  Visa  □  MasterCard 

Account  NO.       

Signature 


□  \MK\ 

Exp.  Date 


Send  tlii—  coupon  with  \'  in  donation  in: 

The  Smile Train-Dept.  Mag. 

P.O.  Box  96231 
Washington,  DC  20090-6231 

3001-00-301-07 


l(M)9r  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


TheSmileTrain 


(  hanging  die  World  One  Sin i If  \i   \  time 

L-877-kll)  SMII.I.   www.8miletrain.org 

\H  non  | 'i.. -I. i ipenaea,  >u<  li  .1-  overhead  and  fundraiainf  are  paid  foi  with  atari  up  granta  1 1 founding  aupporten.  rhe  Smile  I 

rerogniied  by  the  IRS,  and  all  donaliona  to  The  Smile  I  >  > ■  tiu-dedurtible  in  a In"'   with  IKS 


Personal  Business 


BY  ROBERT  BARKER 


A  Stimulant  for 
Depressed  Drug  Stod 


For  a  bunch  of  can't-miss  stocks,  the  big 
drugmakers  sure  did  miss  out  on  2003's 
bull  run.  The  dozen  drug  companies  in 
the  Standard  &  Poor's  500-stock  index 
have  returned  10%  this  year,  vs.  the  index 
22%.  You  know  why:  failed  drug  trials, 
political  blowback  at  high  prices,  generic 
rivals.  Not  long  ago,  Wall  Street  saw  Big 

Pharma  shares  as  a  perfect  portfolio 
complement  to  the  fistfuls  of  (legal)  pills  being 
popped  by  baby  boomers  in  their  fogeyhood. 
instead,  they  proved  stone  downers. 

None  right  now  are  more  depressed  than 
Johnson  &  Johnson,  Merck,  and  Schering- 
Plough  (table).  Each  has  its  specific  reasons, 
naturally.  Merck's  shares,  for  example,  suffer 
deep  melancholia  over  the  prospect  of 
cholesterol  blockbuster  Zocor  losing  patent 
protection  in  2006.  But  if  you  ask  me,  just  as 
these  stocks  got  way  too  cheap  a  decade  ago 
under  the  threat  of  Hillarycare,  so  is  the  market 
now  failing  to  credit  the  companies'  strengths, 
especially  clean  balance  sheets  and  research 
budgets  that  show  they  haven't  lost  their  nerve. 

JOHNSON  &  JOHNSON.  J&J  is  the  most  diversified  of  the 
three,  with  about  half  of  sales  from  drugs  and  the  balance 
from  medical  devices  and  consumer  items.  The  knock  on  the 
stock  has  been  that  growth  in  sales  will  slow  as  such  drugs  as 
Procrit,  an  anemia  medication,  suffer  competition.  Yet  J&J  last 
year  spent  $2.7  billion,  or  15.7%  of  pharmaceutical  sales,  on 
drug  research,  and  it  expects  overall  research  outlays  to  grow 
faster  than  sales.  So  far  this  year,  they're  up  18%.  J&J  can  do 
this  easily  because  its  balance  sheet  shows  more  cash  than 
debt,  while  cash  flow  after  capital  spending  and  dividends 


i 


Three  that  May  Be  Set  to  Rebound 

2003  TOTAL        STOCK 
COMPANY  (SYMBOL)                             RETURN"           PRICE 

ESTIMATED  EPS 
2003       2004 

DIVIDEND 
YIELD 

PERCENT  OF  ANALYSTS 

RECOMMENDING 

STOCK 

Johnson  &  Johnson  (JNJ)       -4.8%        $49.85 

$2.64    $2.96 

1.9% 

42% 

Merck  (MRK)                           -16.2            43.58 

2.92      3.15 

3.4 

6 

Schering-Plough  (SGP)         -20.2             17.16 

0.33      0.25 

1.3 

25 

Standard  &  Poor's  500         22.4 

■  It  ro  igh  De<    8                                                    Data:  '"itan-lardS  '  'oof's  M>  irmngsldt  trie 

through  Sept.  30  was  up  19%,  to  $3.5  billion,  on  sales 
$30.6  billion.  The  stock  trades  under  17  times  2004  pr< 
which  is  seen  rising  12%. 

MERCK.  It  once  boasted  the  most  bountiful  new  dru 
pipeline  around.  The  stock,  nearly  septupling  from  a  l1 
low,  made  legions  of  investors  rich.  Now,  recent  failure: 
trials  of  new  drugs  for  depression  and  diabetes  have  in 
fretting  about  life  after  Zocor.  Some  worry  is  legitimate 
it's  also  worth  noting  that  Merck  plows  more  than  13% 
sales  into  research,  or  an  estimated  $3  billion  this  year, 
budget  has  been  growing  faster  than  sales.  Meantime. 
Fosamax,  its  osteoporosis  drug,  and  Sini 
used  for  asthma  and  allergies,  keep  gro' 
nicely.  S&P  says  that  Merck  is  so  strong 
financially,  it  could  add  $14  billion  in  deb 
keep  its  AAA  credit  rating.  The  stock,  wit 
3.4%  dividend  yield,  lately  goes  for  less  tl 
times  2004's  estimated  profit,  Which  is  se 
growing  at  7%. 

SCHERING-PLOUGH.  In  2002,  Schering  s 
a  consent  decree  with  the  Food  &  Drug 
Administration  over  manufacturing  probk- 
Worse,  sales  and  profits  fell  this  year  and  Li 
will  again  in  2004,  thanks  largely  to  the  all 
medication  Claritin  going  over  the  counter 
makes  it  financially  iffier  than  J&J  or  Merck 
the  balance  sheet  remains  strong.  Since  CE 

Fred  Hassan,  who  led  Pharmacia  into  its  merger  with  Pfiz 

joined  Schering  in  April,  he  has  cut  costs  and  the  dividend 
while  refocusing  on  research  and  development.  Despite  lo 
revenue,  R&D  outlays  rose  this  year  to  an  estimated  $1.5  bi 
or  over  17%  of  sales.  Hassan  has  high  hopes  for  Zetia,  a 
cholesterol  drug  Schering  and  Merck  are  joindy  selling  on 
own  and,  if  regulators  agree,  in  a  combination  therapy  wit 
Zocor.  Hassan  recendy  signaled  his  optimism  by  buying 
303,500  shares,  at  an  average  cost  of  $15.42. 

Finding  drugs  and  selling  them  profitably  is  dicey  wor 

Some  companies  will  do  better 

others.  But  how  much  better?  L 

at  it  this  way:  For  $86,  you  can 

a  share  of  high-flying  biotech  le 

Genentech,  which  I  estimate  wi 

spend  $1.57  or  so  a  share  on  R& 

2004.  Or,  you  can  pay  just  $50  f' 

share  of  J&J  and  see,  say,  $1.75  pi 

share  of  R&D  spending.  Who  car. 

miss  that  value?  ■ 

E-mail:  rb@businesswi 
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Appearing  on  the  Jerry 
Springer  Show. 

While  in  the  witness 
protection  program. 

Winning  an  IDEA! 


A  good  time  to  be  recognized. 

Call  for  Entries 


The  premier  industrial  design  award  program.  Now  open  to  designs  and  designers  worldwide. 
Deadline  for  entries:  February  10,  2004.  Visit  www.idsa.org  for  complete  details. 


is  proud  to  have  supported  the  Industrial  Design  Excellence  Award 
JEA)  for  the  past  decade.  The  success  of  this  program  springs  from  its  place  as  the 
k    ii  i  national  award  that  celebrates  the  importance  of  design  to  economic 
in   IDEA  is  important  in  such  challenging  economic  times  when  innovation 
i  Ifferentiates  products  in  the  market  place. 

ice  Nussbaum,  Editorial  Page  Editor,  BusinessWeek 


Co-sponsored  by 
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Personal  Business  Inside  Wall  Stre  Pe 


BY  GENE  G.  MARCIAL 

APPLIANCE  GIANTS  MAY  COME  SNIFFING  AROUND  MIDDLEBY. 
AUTHENTIDATE:  THE  WEB  ANSWER  TO  VISITING  A  NOTARY  PUBJ 
IN  2004,  BANKS  WILL  NEED  US  DATAWORKS-STYLE  SOFTWARI 


JUNE  9, '03  DEC.  10 

Data:  Bloomberg  Financial  Markets 


Middleby  Stoves  Are  Hot 

KITCHEN-GEAR  MAKER  Middleby  (MIDD)  is  really 
cooking.  Shares  leaped  from  11  in  June  to  40  on  Dec.  9, 
prompting  Richard  Rossi  of  Morgan  Joseph  to  drop  his 
rating  from  buy  to  hold.  It  has  since  dropped  to  36.23.  The 
fundamentals  remain  good— earnings 
still  beat  estimates— but  Rossi  says  the 
runup  already  reflects  the  improve- 
ment he  expects  in  2004.  Others 
disagree.  And  some  pros  say  there's 
another  factor:  takeover  talk.  Chairman 
William  Whitman  Jr.  has  a  40%  stake, 
and  rumors  say  he  might  sell  out  to  the 
likes  of  Swedish  appliance  king 
Electrolux.  Whitman  concedes  he  gets 
overtures.  At  some  point,  he  adds,  as 
the  industry  consolidates  further,  a 
strategic  partner  could  materialize. 

From  sales  of  $16  million  in  1983,  Middleby  has  grown  to  No. 
1  in  commercial  cooking  gear,  Whitman  notes,  with  2002  sales 
of  nearly  $300  million.  Middleby's  brands,  such  as  Southbend 
and  Toastmaster,  are  used  worldwide  in  fast-food  and  full- 
service  restaurants.  James  Clement  of  investment  firm  Sidoti 
figures  the  stock  is  worth  50  on  fundamentals  alone.  Middleby 
CEO  Selim  Bassoul  says  more  growth  will  come  from  overseas, 
where  "we  only  have  3%  of  the  market,"  but  which  accounts 
for  20%  of  total  sales.  Rating  Middleby  a  strong  buy,  Anton 
Brenner  of  Roth  Capital  Partners  says  its  products  help  users 
control  their  energy  and  labor  costs.  He  has  raised  his 
earnings  estimate  for  2003  from  $1.63  a  share  to  $1.82  ,  and 
for  2004  from  $1.90  to  $2.20,  vs.  $1.27  in  2002. 

AuthentiDate  Means 
It's  the  Real  McCoy 

WITH  THE  U.S.  POSTAL  SERVICE  and  Microsoft  as 
partners,  AuthentiDate  Holding  (ADAT)  is  catching 
the  eye  of  investors.  Its  stock  zoomed  from  1.72  in 
March  to  16  on  Nov.  10,  before  sliding  back  to  9.95  by  Dec.  10, 
after  profit  taking.  AuthentiDate  has  technology  that  lets 
users  time-stamp  electronic  documents,  such  as  e-mail  and 
electronic  payments,  and  verify  the  authenticity  of  signatures. 
In  2002,  the  Postal  Service  signed  a  five-year  pact  to  use  the 
technology  in  its  new  Electronic  Postmark  product.  And 
Microsoft,  which  co-developed  the  technology,  has  made  it  an 
add-on  to  its  Word  program.  CEO  John  Botti  says  Authenti- 


Date gets  paid  about  80<t;  per 

signature.  Among  clients:  Deutsche 

Telekom,  Dow  Chemical,  and  T- 

Mobile.  Tagging  the  stock  a  buy,  David 

Lavigne  of  Edge  Water  Research  says 

the  market  is  huge  because  of  the  big 

savings  for  users,  mainly  corporate 

enterprises  and  the  government. 

Lavigne  sees  the  stock  hitting  21  in  12 

to  18  months.  He  expects  AuthentiDate 

to  be  profitable  in  the  fiscal  year  ending 

June  30, 2005,  earning  90<t  on  sales  of 

$78  million  and,  for  2006,  $1.54  on  $123  million. 


With  US  Dataworks, 
Checks  Clear  Pronto 

CHECK  21,  THE  NEW  law  allowing  electronic  check  | 
clearing,  has  been  a  boon  to  Unisys:  It  signed  up ' 
20  banks  to  "electronify"  the  process.  Unisys  stock| 
from  13  in  October  to  17.  But  a  bigger  percentage  gain  wa 
chalked  up  by  tiny  American  Stock  Exchange-listed  US 
Dataworks  (UDW),  up  from  1.50  in  June  to  3.24  on  Dec.  1^ 
makes  software  that  lets  banks  transmit  checks  electronic 
Citibank,  Capital  One,  and  some 
Federal  Reserve  banks  use  Dataworks. 
Brian  Ladin  of  Bonanza  Capital,  which 
owns  shares,  says  the  stock  will  push 
higher  as  electronic  check  processing 
catches  on.  Dataworks'  counsel  John 
Figone  says  that,  of  the  estimated  42 
billion  checks  written  each  year, 
Dataworks  could  handle  1.3  billion 
when  Check  21  takes  effect,  on  Oct.  28, 
2004.  Industry  sources  say  Dataworks, 
which  has  links  with  Thomson  Finan- 
cial, charges  4<t  to  7<t  per  check.  Paul 
Sethi  of  Vertical  Ventures  Investments,  which  owns  shares  t 
sees  Dataworks  in  the  black  in  2004,  earning  10$  a  share  o  ,t 
sales  of  $6  million.  In  2005,  he  sees  31<t  on  $13  million,  an  hr 
2006, 67<t  "on  $23  million.  Sethi  sees  the  stock  at  6  in  a  yea  at 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at  | 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.i 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  th«. 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investrH  * 
banking  or  other  financial  relationships  with  them. 
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/crossed  the  10,000 
;  Dec.  9  before  retreating 
•r  altitude.  This  came 
a  dearth  of  economic 
d  the  decision  by  the  Fed 

pat  at  its  latest  meeting. 

stors,  though,  took  the 
action  as  a  signal  to  cash 
lings,  thus  driving  down 
•DAQ.  Volume,  however, 
t,  suggesting  investors 
optimistic  about  2004. 

nancial  Markets.  Reuters 
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C  TOTAL  RETURN 
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0  ■  US  DIVERSIFIED  ••  ALL  EQUITY 


U.S.  MARKETS 

S&P500 

Dow  Jones  Industrials 
NASDAQ  Composite 
S&P  MidC.ip  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Into  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 
S&P  Tran< 
S&PUtilit 
GSTI  Inter 
PSE  Technology 


1059.1 
9921.9 
1904.7 
555.3 
258.2 
10,295.7 


-0.5        20.4         1/1 

18.9 
-2.8        42.6        37.0 

29.2 
-2.7         31.3       284 


23.4 


203 


600.6  0.0  10.7  7.1 

327.4  -2.9  14.7  10  3 
532.9  -0.6  18.7  14.1 
522.3  -0.4  22.0  20.3 

207.6  4.0  13.3  11.5 

361.7  10  2L8  18.6 
112.0  -1.9  23.3  23.2 
198.0  0.8  16.5  147 
112.2  0.4  14.8  19.9 
131.2  -41  75.6  65.4 

658.5  -3.1  43.7  39.2 
•Mar  19. 1999=1000     "Feb.  7.  2000=1000 


S&P  Transportation 

198.0 

-0.8 

16.5 

147 

S&P  Utilities 

112.2 

0.4 

14.8 

19.9 

GSTI  Internet 

131.2 

-4.1 

75.6 

65.4 

GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar)  U13.9 

London  (FT  St  100)  4335.4 

Paris  (CAC  40)  3438.9 

Frankfurt  (DAX)  3820.9 

Tokyo  (NIKKEI  225)  9910.6 

Hong  Kong  (Hang  Seng)  12.398.4 
Toronto  (S&P/TSX  Composite)    7887.1 

Mexico  City  (IPC)  8342.1 

FUNDAMENTALS 

S&P  500  Dividend  Yield  1.63% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     26.7 
S&P  500  P/E  Ratio  (Next  12  mos.)*        17.8 

First  Call  Earnings  Revision'  -0.35% 

TECHNICAL  INDICATORS 

S&P  500  200-day  average  973.5 

Stocks  above  200-day  average  84.0% 

Options:  Put/call  ratio  0.70 

Insiders:  Vickers  NYSE  Sell/buy  ratio  7.32 
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10.0 

12.2 

9.4 

32.1 

-4  0 

15.5 

33.0 

-0.9 

19.2 

19.6 

-2.5 

36.2 
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WEEKAGO 

1.61% 

26.9 

18.0 

-0.23% 


rEAPAGO 
L75% 
29.5 
16.4 
-2.02% 


•FrelCalCorp 

WEEKAGO      READING 

967.9       Positive 

87.0%    Negative 

0.61       Positive 

7.22      Negative 


WORST-PERFORMING 

GROUPS                                 MONTH* 

LAST  12 

MONTHS  % 

Office  Electronics 

12.2 

Internet  Software            153.0 

Automobiles 

12.1 

Divsfd.  Metals  &  Mining  152.2 

Oil  &  Gas  Exploration 

10.2 

Homebuilding                  93.2 

Environmental  Services 

10.1 

Computer  Retailers          75.3 

Oil  &  Gas  Drilling 

9.5 

Gold  Mining                    74.8 

WORST-PERFORMING 
GROUPS 

Home  Entertainment 
Airlines 

Employment  Services 
Computer  Retailers 


LAST 
MONTH 


LAST12 


-16.6  Photographic  Products    -36.0 

-15  3  Airlines  -9.9 

-13.7  Intgrd.  Telecomms.  Svcs.   -7.7 

-10.5  Home  Furnishings 


Semiconductor  Equip.         -9.7     Motorcycles 


-5.6 


EQUITY  FUND  CATEGORIES 


;K  TOTAL  RETURN 

'DED  DEC  9 
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4-WEEK  TOTAL  RETURN 
LEADERS 

Precious  Metals 
Natural  Resources 
Europe 
Latin  America 

LAGGARDS 

Technology 
Japan 

Mid-cap  Growth 
Small-cap  Growth 

EQUITY  FUNDS 

4  WEEK  TOTAL  RETURN 
LEADERS 

PFds.  Pr.  Mtls.  Usr.  Inv. 
U.S.  Global  Invrs.  Gold 
Rydex  Precious  Metals 
PFs.  Bas.  Mats.  Usr.  Inv. 

LAGGARDS 

PFds.  Smicdr.  Ultsr.  Inv. 
Apex  Mid  Cap  Growth 
Fifth  Third  Tech.  Inv.  A 
Rydex  Electronics  Inv. 


52-WEEKTOTAL  RETURN 


N 


LEADERS 

11.4     Precious  Metals  76.0 

8.2     Latin  America  61.3 
7.4     Diversified  Emerg.  Mkts.       47.1 

6.7     Technology  41.7 

LAGGARDS 

-3.4     Domestic  Hybrid  14.9 

-1.0     Large-cap  Blend  17.8 

-0.3     Miscellaneous  18.3 

-0.2     Large-cap  Growth  18.6 


%       52-WEEK  TOTAL  RETURN  % 
LEADERS 

177     U.S.  Gl.  Invs.  Pr.  Minis.  133.3 

17.7     Scudder  Gd.  &  Pr.  Mts.  S  1272 

16.9     iShares  MSCI  Brazil  Idx.  122.2 

13.3     Apex  Mid  Cap  Growth  116.0 

LAGGARDS 

-13.4     Frontier  Equity  -55.6 

-8.4     Rydex  Dynam.  Vent.  100  -54.4 

-8.0     ProFunds  UltSh.  OTC  Inv.  -54.2 

-79     ProFunds  UltraBear  Inv.  -34.9 


INTEREST  RATES 

KEY  RATES 

DEC  10 

WEEKAGO    YEAR  AGO 

Money  Market  Funds 

0.62% 

0.62%      Ul% 

90-Day  Treasury  Bills 

0.90 

0.93        1.19 

2-Year  Treasury  Notes 

1.91 

2.07        L85 

10-Year  Treasury  Notes 

4.32 

4.40        4.02 

30-Year  Treasury  Bonds 

515 

5.19       4.88 

30-Year  Fixed  Mortgage  f 

5.81 

5.97        6.02 

TBanxQuOtt 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated. 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


J   •-  BOM  30-rR  BOND 

3.67%  4.63% 


WT  ACCOUNT  Tuesday. 
1\  8:30  a.m.  EST  "The 
m»rent  account  deficit 
M/  eased  to  $136  billion 
ie  third  quarter,  after 
it  $138.7  billion  in  the 
luarter. 

IAL  CONSTRUCTION 

y,  Dec.  16,  8:30  a. m 

Housing  starts  in 

ter  very  likely  cooled  to  an 

1 1.93  million,  down 

i  6  million  in  October.  That's 


according  to  the  median  forecast 
of  economists  surveyed  by  MMS 
International. 
CONSUMER  PRICE  INDEX 

Tuesday.  Dec.  16,  8:30  a.m. 
EST  »  November  consumer 
prices  for  goods  and  services  likely 
rose  0.2%,  after  holding  steady  in 
October.  Excluding  food  and 
energy,  prices  probably  moved  up 
0.2%  for  a  second  straight  period. 

INDUSTRIAL  PRODUCTION 

Tuesday,  Dec.  16,  9:15  a.m. 


EST  »  November  factory  output  is 
expected  to  have  increased  by 
0.4%,  following  a  0.2%  gain  in 
October.  The  average  operating 
rate  very  likely  improved  to  75.2%, 
from  75%  during  the  previous 
month. 

LEADING  INDICATORS  Thursday, 
Dec.  18, 10  a.m.  EST  »The 
Conference  Board's  index  of 
leading  indicators  probably 
increased  by  0.3%  in  November, 
after  a  0.4%  gain  for  October. 


The  BusinessWeek  production  index 
climbed  to  210.2  for  the  week  ended 
Nov.  29,  and  rose  10.1%  from  a  year 
ago.  Before  calculation  of  the  four- 
week  moving  average,  the  index 
slipped  to  210. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.bus1nessweek.com/Tnaga21neyfextra.htm 
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OF  THE  GREAT  WONDERS  OF  THE  TECHNOLOGY 
AGE  REMAINS  THE  SPEED  OF  INNOVATION. 


Seemingly  defying  natural  limits, 
computer  processing  speed,  com- 
putational power,  and  other  techno- 
logical metrics  continue  to  improve  at 
meteoric  rates,  collectively  generating 
more  growth  in  business  productivity 
over  the  past  two  decades  than  all 
other  innovations  combined. 

Unfortunately,  technology  also  has  a 
dark  side.  As  businesses  have  become 
more   dependent  on   high-speed, 


interconnected  data  networks,  these 
networks  have  become  increasingly 
inviting  targets  for  attack.  The  oppor- 
tunities to  engage  in  such  mischief 
have  expanded  as  well.  According 
to  Julia  H.  Allen  of  the  CERT  Coor- 
dinating Center  at  Carnegie-Mellon 
University  in  Pittsburgh,  "Today, 
absolutely  anyone  can  attack  a 
network...  due  to  the  widespread 
and  easy  availability  of  intrusion  tools 
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stems 
and  security^ 
f  anagemenf 


|j  see  management  a 
tie  differently  from  the 
lit  of  the  crowd. 


Not  with  us  it  isn't. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
•  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  www.netiq.com/manageability 
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aturally  over  time. 


value  ol  information 
rises  and  falls  over 
time*  Now  there  is  a  way 
to  manage  information's 
changing  value,  from  the 
time  it's  created  until 
the  moment  you  dispose  of 
it  forever  —  information 
lifecycle  management. 
It  s  a  process  that  can 
significantly  reduce 
the  cost  and  complexity 
of  managing  your  ever- 
changing,  always  growir 
■body  of  information. 
All  the  while  ensuring 
that  it  is  protected 
and  available.  And  EMC 
is  the  only  company  that 
has  the  technologies, 
services  and  solutions 
to  bring  information 
lifecycle  management 
to  life.  To  learn  more, 
visit  EMC.com/ilm  or 
all  (866)  796-6369. 


EMC 

where  information  lives 


ot  I MC  Corporate  c  2003  EMC  Capoutan  Unjxsrastncd 


and  exploit  scripts  that  can  easily 
duplicate  known  methods  of  attack." 

THE  GROWING  THREAT  TO  NETWORKS 

This  threat  is  more  than  theoretical. 
From  1998  to  2002,  the  number  of 
security  incidents  reported  to  CERT, 
the  nation's  leading  watchdog  on 
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Institute  and  the  FBI  found  that 
90%  of  large  corporations  respond- 
ing to  the  survey  had  detected 
security  breaches  within  the 
last  12  months.  In  addition,  80% 
acknowledged  financial  losses 
due  to  these  breaches,  with  total 
losses  amounting  to  several  billion 


When  corporate  electronic  mail  systems 
can  be  virtually  crippled  by  relatively 
mundane  intrusions  like  "spam," 
the  dangers  from  more  sophisticated  and 
pernicious  assaults  should  be  plain. 


computer  and  network  security, 
soared  by  more  than  2,000%,  from 
3,734  in  1998  to  82,094  in  2002.  In 
just  the  first  three-quarters  of  2003, 
the  number  of  incidents  has  con- 
tinued climbing,  to  114,855. 

Corporations  are  feeling  the 
effects.  A  survey  jointly  conducted 
last  year  by  the  Computer  Security 


dollars  in  terms  of  revenue,  data, 
liability,  and  deterioration  of  con- 
sumer confidence. 

Perhaps  most  disturbing,  such 
breaches  now  come  with  lightning 
speed,  greatly  undermining  the 
effectiveness  of  after-the-fact 
responses.  For  instance,  according 
to  the  Cooperative  Association  for 


Internet  Data  Analysis  (CAIDA 
the  Slammer  worm  that  attack 
networks  from  Seattle  to  Sou 
Korea  on  January  25,  2003,  infectt 
90%   of  vulnerable   compute 
within  ten  minutes.  The  number 
infections  doubled  every  8.5  se< 
onds,  and  after  three  minutes  th 
worm  was  generating  55  millio 
scans  for  vulnerable  computet 
every  second. 
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A  MORE  AGGRESSIVE  RESPONSE 

Clearly  a  more  aggressive  respons 
is  needed.  When  corporate  elec 
tronic  mail  systems  can  be  virtual 
crippled  by  relatively  mundan< 
intrusions  like  "spam"  (see  "Spam 
box),  the  dangers  from  more  sophis 
ticated  and  pernicious  assault? 
should  be  plain.  Ensuring  rapid  data 
recovery  in  the  face  of  these  threats 
in  one  essential  response  (see  "Data  \\ 
Recovery"  sidebar).  But  more  needs 
to  be  done  to  prevent  these  attacks 
from  succeeding  in  the  first  place 
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hile  many  information-security  programs  focus  on 
complex  and  malicious  threats  like  hackers, 
viruses,  and  denial-of-service  attacks,  one  of  the 
most  bedeviling  is  also  one  of  the  most  prosaic:  unwanted 
commercial  email,  or  "spam." 

A  recent  survey  by  NetlQ  Corp.,  a  leading  provider  of 
systems  and  security  management  and  web  analytics 
solutions,  documents  just  how  serious  this  problem  has 

Winning  the  \JKvr  on 

become.  Conducted  jointly  with  Windows  and  .NET  Magazine, 
the  October  2003  survey  revealed  that  spam  now  costs  the 
average  business  more  than  $2.5  million  per  year  in  lost 
productivity,  excess  bandwidth  consumption,  and  additional 
storage  and  IT  support  resources. 

According  to  the  survey,  organizations  attempting  to  fight 
spam  worry  most  about  the  reductions  in  business  efficiency, 
increased  security  risks,  and  heightened  legal  risks.  Perhaps 
surprisingly,  however,  the  survey  discovered  that  fewer  than 


half  of  responding  companies  had  purchased  an  anti-spam 
solution.  A  key  reason  was  the  perceived  risk  of  "false 
positives"— that  is,  the  deletion  of  legitimate  business  email. 

Security-focused  content  management  solutions  like 

those  provided  by  NetlQ  are  an  effective  way  to  overcome  this 

barrier.  Heather  Pazak,  a  consultant  at  the  Hillman  Company, 

one  of  the  2.5  million  users  of  NetlQ  MailMarshal™,  said  the 

company  chose  to  adopt  the   NetlQ  solution   because 

unwanted  email  was  severely  degrading 

^B^JVI  corporate  efficiency,  with  spam  accounting 

for  37%  of  the  140,000  email  messages 

the  company  received  each  month. 

While  filtering  out  the  vast  majority  of  spam,  MailMarshal 
proved  "extremely  accurate  and  reliable,"  said  Pazak,  "block- 
ing only  a  few  business  correspondence  emails  per  week." 

Overall,  benchmark  tests  report  that  NetlQ  achieves  a 
spam  detection  rate  of  90%  to  95%  with  a  false-positive  rate 
of  only  0.01%  to  0.1%-significantly  better  than  the  80%  to 
90%  efficiency  and  sub-4%  false-positive  rate  demanded 
by  survey  respondents.  • 
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Protecting  mission-critical  information  is  the  first  order 
of  business  for  corporate  security  policies,  but  what 
happens  if  the  unthinkable  happens  and  vital 
information  is  compromised  or  destroyed?  It's  at  that  point 
that  disaster-recovery  procedures  come  into  play:  being 
able  to  quickly  restore  information  to  use  can  spell  the 
difference  between  a  momentary  inconvenience  and  millions 
of  dollars  in  losses. 


Rapid  Data  Recovery 


Unfortunately,  storing  data  for  easy  retrieval  has  become 
a  costly  proposition  for  most  large  organizations.  According  to 
Mark  S.  Lewis,  executive  vice  president  of  EMC  Corporation, 
"a  typical  large  company  today  has  hundreds  of  applications, 
terabytes  of  online  information,  close  to  a  petabyte  of 
data  on  tape— and  almost  no  ability  to  optimally  match 
the  value  of  specific  information  at  any  given  point  in  time 
to  the  type  of  storage  resources  managing  it." 


The  result,  says  Lewis,  is  that  companies  either  over-invest 
in  protecting  and  ensuring  the  availability  of  non-critical  infor- 
mation, or  else  they  leave  vital  information  dangerously  exposed. 

EMC,  the  world  leader  in  information  storage  systems, 
software,  networks,  and  services,  has  put  forward  a  new 
concept  designed  to  address  this  challenge,  one  that 
would  allow  companies  to  protect  and  ensure  the  rapid 
recovery  of  their  most  essential  information  while  freeing 
them  from  wasting  real-time  storage  resources  on  less- 
vital  data. 

Dubbed  "information  lifecycle  management,"  or  ILM,  this 
new  approach  involves  the  careful  matching  of  information  to 
business  goals  and  service  levels  throughout  the  informa- 
tion's lifecycle.  With  ILM,  information  and  applications  are 
classified  according  to  their  value  to  the  business,  and 
policies  are  established  to  define  the  optimal  storage  mode 
and  retrieval  time  at  key  points  over  the  life  of  the  information, 
so  that  storage  costs  are  minimized  but  the  most  vital 
information  remains  quickly  and  easily  accessible.  • 


The  Internet  Security  Alliance 
SAlliance)  was  created  in  April  2001 
)  help  accelerate  the  corporate 
.'spon.se  to  these  threats.  A  collabo- 
itivc  effort  among  CERT,  Carnegie- 
lellon's  Software  Engineering  Insti- 
lte,  the  Electronic  Industries  Alliance, 
nd  numerous  corporations,  the 
lliancc  emphasizes  that  potentially 
ulnerable  organizations  "must  learn 
lat  security  is  noi  a  One-time  activity 
tit  rather  a  continuous...  process." 


EY  RECOMMENDATIONS 
Tith   this    purpose   in   mind,    the 
SAlliance  surveyed  organizations  in 
variety  of  sectors  to  develop  .1  list 
I  "best  practices"  in  promoting 
ffe<  u\e  data  and  network  security 
ml  therein  minimizing  the  risk 
>l  attacks.  The  complete  report  is 
vallable  ai  v.  w  w  lsalliance.org 
i-us  requestfi  trm.cfm.  In  summary; 
s  kev  recommendations  are 
J  Require  .ill  managers  within  an 
irganization  to  accept  Information 


security  as  a  key  job  responsibility 
for  themselves  and  their  employees. 
Q  Develop,  deploy,  review,  and 
enforce  security  objectives   that 
promote  key  business  objectives. 
Q  Periodically  conduct  information 
security  risk  evaluations  to  identify 
critical  data  and  network  assets  that 
may  be  vulnerable  to  attack. 
Q  Develop  and  maintain  an  enter- 
prise-wide security  architecture. 
^  Establish  accountability  for  user 
actions,  train  for  accountability,  and 
enforce  it. 

Q  Establish  a  range  of  specific 
security  controls  to  protect  net- 
work data  and  other  assets,  and 
regularly  verify  the  integrity  of 
installed  software.  Simultaneously, 
maintain  a  regular  backup  schedule 
for  these  assets 

Q  Develop  and  enforce  rigorous 
mechanisms  t<  >r  user  authentic  ation 
and  authorization. 
Q  Carefully    monitor    network 
activity  and  assign  responsibility 


for   reporting,   evaluating,   and 
responding  to  network  events. 
^  Control   physical   access   to 
information  assets  and  IT  services 
and  resources. 

^  Develop  and  test  business  con- 
tinuity and  disaster  recover,'  plans 
for  critical  assets. 

While  these  initiatives  are  only 
a  first  step,  they  are  an  important 
one.  When  adopted,"  the  ISAlliance 
declares,  these  "best  practices"  can 
promote  a  security  regime  that  will 
"ensure  the  survivability  and  securi- 
ty of  critical  information  assets."  • 
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Glenfiddich 


The   independent   spirit. 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 
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Happy  Birthday, 
NAFTA 


THE  10TH  ANNIVERSARY  of  the  North 
American  Free  Trade  Agreement,  on 
Jan.  1,  comes  at  a  time  of  increasing 
opposition  toward  globalization. 
American  high-tech  engineers  and 
software  writers  are  angry  about  their  jobs 
migrating  to  India.  Europeans  are  concerned  about 
a  decline  in  their  way  of  life.  Latin  Americans  worry 
about  economic  immiseration.  Even  in  China,  where  free 
trade  has  unleashed  a  torrent  of  growth,  there  are  questions 
about  how  fast  the  nation  can  open  up  without  generating 
political  upheaval.  NAFTA  is  a  litmus  test  for  all  these 
anxieties.  Yet  by  nearly  all  hard  statistical  measures,  it  has 
been  a  great  success  (page  66). 

Mexico's  per  capita  income  has  risen  24%  since  1993  to 
over  $4,000,  nearly  10  times  China's.  Exports  have  grown 
300%,  from  $52  billion  to  $161  billion.  Mexico's  $638  billion 
economy  is  the  ninth  largest  in  the  world  today,  up  from  15th 
a  dozen  years  ago.  Its  per  capita  gross  domestic  product 
approaches  $6,000.  Foreigners  invest  $12  billion  a  year,  three 
times  what  India  takes  in.  Equally  important,  the 
transparency  required  for  NAFTA's  implementation  helped 
Mexico's  evolution  from  one-party  authoritarianism  to 
multiparty  democracy. 

Despite  all  this,  many  Mexicans  feel  betrayed  by  NAFTA 
and  are  disenchanted  with  free  trade.  Real  wages  in 
manufacturing  have  stagnated,  and  U.S.,  European,  and 

Japanese  corporations  are  shifting 
some  of  their  factory  work  to 
China.  In  fact,  China  has  just 
replaced  Mexico  as  the  No.  2 
exporter  to  the  U.S.  after  Canada. 

Mexicans  are  learning  a  hard 
lesson  in  what  free  trade  can  and 
cannot  do.  The  truth  is  that 
Mexico  can  become  an 
economically  advanced  nation 
only  if  it  follows  through  on  the 
opportunities  afforded  it  by  free 
trade.  The  country  needs  much 
better  education  to  compete  with 
China  and  India,  and  NAFTA  can't  provide  that.  It  needs 
cheaper  electricity  and  better  roads,  and  NAFTA  can't  provide 
those  either. 

After  10  years  of  NAFTA,  it  is  clear  that  free  trade  works  best 
in  developing  countries  in  combination  with  effective 
government  policies.  China  is  becoming  more  competitive  with 
Mexico  because  its  state-owned  banks  are  financing  new  power 
plants  and  highways.  Mexico's  banks  aren't.  Beijing  offers  huge 
tax  breaks  to  foreign  investors  who  focus  on  poorer  inland 
provinces  instead  of  the  richer  coastal  regions.  Mexico  needs  to 
move  factories  away  from  the  U.S.  border  to  the  poorer  south 


The  pact  is 
a  success, 
but  Mexico 
hasn't  made 
the  most  of 
its  gains 


but  has  no  serious  policy  to  do  so.  China  demands  that| 
companies  transfer  technology  and  manufacturing  knc 
to  Chinese  partners.  Mexico  doesn't  make  such  demanij 
Perhaps  it  should. 

In  NAFTA,  free  trade  may  have  been  oversold  as  the  i 
Mexican  prosperity,  but  even  so,  the  pact  has  done  a 
remarkable  job  of  raising  that  country's  standard  of  li\ 
anti-globalization  chorus  is  simply  not  acknowledging  1 
progress  Mexico  has  made.  Certainly  the  experience  of  \ 
10  years  has  fine-tuned  the  message  of  free  trade.  Gover 
must  act  in  concert  with  open  markets  to  provide  the  scl 
highways,  electricity,  and  investment  incentives  for  gen^ 
growth.  But  the  message  remains  the  same— free  trade 
promotes  prosperity. 


Fund  Reforms 
That  Hit  the  M; 


THE  SECURITIES  &  Exchange  Comm 
is  moving  rapidly  to  put  into  place  n 
rules  to  stop  mutual-fund  abuses.  M 
of  them  are  appropriate  and  will  enc 
practices  that  work  against  small 
investors.  But  a  number  of  proposals  may  well  ( 
the  opposite.  Despite  good  intentions,  individual 
investors  could  lose  out  if  they  are  approved.  Wl 

some  penalize  big  players,  such  as  hedge  funds,  they  coim 
raise  the  cost  and  reduce  the  flexibility  of  investing  for 
average  people  (page  65). 

The  SEC  should  rethink  three  proposals.  To  curtail  m 
timing,  it  wants  funds  to  impose  mandatory  redemption 
on  investments  held  less  than  five  days.  A  levy  of  2%  or  r 
will  lock  money  into  funds  and  that  makes  the  industry 
happy.  But  small  investors  who  need  money  for  emergei 
will  get  hurt  and  so  will  401(k)  participants  who  sell  witl 
five  days  of  automatic  payroll  contributions.  Better  to  req 
funds  to  do  daily  fair-value  pricing. 

To  stop  illegal  after-hours  trading,  the  SEC  is  requirinj 
funds  to  have  all  orders  in  hand  before  setting  prices  at 
But  West  Coast  employees  with  401(k)s  must  then  place 
orders  very  early  in  the  morning.  Encrypted  digital  time 
stamps,  backed  by  an  outside  audit,  are  a  better  solution. 

To  increase  disclosure,  the  SEC  is  proposing  that  funds 
investors  what  they  would  have  paid  on  a  $10,000  inves 
Better  to  order  funds  to  tell  each  investor  what  he  or  she 
actually  paid  in  dollars  and  cents  on  quarterly  statemem 

The  SEC  is  on  target  in  demanding  that  chief  compli 
officers  report  directly  to  each  fund  board.  It  is  right  to  oi 
that  boards  be  led  by  chairs  who  are  independent  of  the 
management  company.  And  it  is  right  again  to  propose 
75%  of  each  mutual  fund's  board  of  directors  be  indepeni 
But  the  SEC  should  reconsider  its  approaches  to  market 
timing,  late  trading,  and  fee  disclosure. 
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us.fujitsu.com 


Great  Moments  at  Work. 
You  just  brought  busywork  to 
its  knees.  The  title  is  yours. 
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Microsoft 

Your  potential.  Our  passion." 
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Introducing  the  new  Microsoft  Office  System. 

Eliminate  the  little  things.  Start  thinking  big.  It's  all  possible 
with  innovations  that  help  you  automate  your  day-to-day 
tasks,  track  project  information  on  your  own,  and  access 
stored  company  data  that  until  now,  you  couldn't.  It's  all 
about  working  smarter,  not  harder.  Way  to  go,  champ. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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I  AM  A  CISCO  1200 
SERIES  DUAL 
BAND  WI-FI 
ACCESS  POINT. 
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AM  70  MORE 
/IINUTES  OF 
'RODUCTIVITY  PER 
iMPLOYEE  PER  DAY 

M  A  CISCO  WIRELESS  NETWORK.  I  HAVE  THE  POWER  TO 
INNECT  EMPLOYEES  TO  VITAL  DATA  WHEREVER  THEY  ARE. 
ID  DO  IT  SECURELY.  THAT  SAVES  TIME.  THAT  SAVES  MONEY. 
AT  IS  POWERFUL.  I  AM  MORE  THAN  A  CISCO  1200  SERIES 
JAL  BAND  WI-FI  ACCESS  POINT. 
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THIS  IS  THE  POWER  OF  THE  NETWORK.  HOW 
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WHERE  TO  INVEST 

After  three  years  of  the 
worst  bear  market 
since  the  Depression,  a 
bracing  rally— with 
signs  of  staying  power 
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61  Yearend  Outlook 

The  rally  of  2003  isn't  o^ , 
say  most  experts— but 
rough  patches  are  formi 
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without  spinning  out 
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The  Big  Picture 

64  Stocks:  It  Will  Pay  to  Be  Pickier 

The  easy  money  of  2003  is  gone,  butf^ 
next  year  could  still  yield  generous 
returns  if  you  know  what  to  look  for 

66  Not  Your  Typical  Quiet  Election  Ye 

Some  heavy  legislation  may  be  on  th  eas 
way:  A  rate  hike,  a  tax  cut,  and  more 

70  Sending  the  Recovery  into  High  Ge  — 

Fatter  profits,  business  spending,  anc  jfj  [ 
job  growth  at  last  add  up  to  solid  gro 

72  The  Clearest  Crystal  Ball  of  All 

How  Lehman's  Ethan  Harris  saw  the 
future  in  2003,  and  what  ha  sees  for ' 

76  Looks  Like  Rational  Exuberance 

A  BusinessWeek/Harris  poll  shows 
investors  are  bullish  all  over  again 
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Stocks  Up  Close 

80  Consensus  of  the  Cognoscenti 

Rising  interest  rates  will  take  some  of  ph 
the  steam  out  of  the  stock  market's      a, 
recovery,  say  forecasters 

81  The  Year's  Top  Stock  Visionary       s  1 
Charlie  Crane  was  on  the  money  in 
predicting  where  the  markets  would  b 

86  A  Pro  Tour  of  the  Market 

A  group  of  seasoned  investment  advial ,, 
sees  opportunity  in  big  names  like  GE      ' 
and  beaten-up  stocks  like  Tyco 
e\n  '!"' 

92  Tech:  How  Not  to  Get  Burned  ^ 

Look  for  stocks  with  strong  long-term 
trends  like  data  storage  and  security     Ullj 

94  Finance:  Wall  Street  is  on  a  Roll       ' 

Brokers  and  investment  bankers  are     m 
getting  over  their  slump 

96  Health  Care:  Recovering  Nicely 

As  relief  comes,  service  providers  of 
the  best  deals 
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Vehicle  shown  with  available  equipment. 


'Toyota  Veh.cle  Stability  Control  (VSC)  is  an  electronic  system  designed  to  help  the 
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>t  of  the  time  in  between  with  plenty  of  family  trips  in  a  Sequoia.  With  room  for  eight  and  a  powerful 
c  lie  Sequoia  can  take  just  about  anyone  anywhere.  And  its  Vehicle  Stability  Control  (VSC)  +  Traction 
Tl  C)  and  Anti-lock  Brake  System  (ABS)  help  get  you  home  safely  too.  Remember  to  pack  the  camera. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 

''Hendrick's 

430/750ml 

Most^V 
FlavorfulJ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/03_52/online.htm 


A  Tough  Transition 

As  the  consumer-electronics  business  edges 
ever  more  digital,  some  manufacturers  and 
retailers  are  soaring,  and  others  are  stumbling. 
A  Special  Report  looks  at  an  industry  in  flux 


Adding  Some  International  Flavor 

For  Yum!  Brands,  success  in  the  U.S.  may  be  just  an 
appetizer.  With  more  outlets  than  McDonald's,  the  ou 
behind  Pizza  Hut,  KFC,  and  Taco  Bell  is  now  also  on  a 
roll  in  China.  Execs  explain  the  strategy  in  a  Q&A 

Getting  Rich-and  Staying 
That  Way 

The  first  part  may  be  a  lot  easier  than  the 
second.  If  you're  accumulating  wealth  now, 
here's  what  you  better  do  to  hang  onto  it 

Where  to  Invest  in  2004 

Online-only  features  accompanying  this  year's 
investment  outlook  include  an  interactive  scoreboard,  I 
interviews  with  fund  managers,  stock  picks,  and  more] 

A  Russian  Reformer  Sees 
Pitfalls  Aheac 

Former  Prime  Minister  Yegor  Gaidar  on  the 
Yukos  controversy,  Putin's  politics,  Russian 
elections,  and  what  it  means  for  investors 
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Original  streaming  video 
featuring  industry  experts  and 
BW  editors 
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»T00LS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw5C 


Tune  in  This  Weekend  for: 

iThe  7E7:  Boeing's  Bet  on  the  Future  I  Tipping  for  the  Holidays 

Find  program  dates  and  times  in  your  area  at  www.businessweektv.com 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 


IP  Pitney  Bowes 

Engineering  the  flow  of  communication7 


S2003  htney  Bowes  Inc  All  Rights  Reserved 


"We'll  go  to 

charm  school 
together,  we'll  sit 
in  a  hot  tub." 


Edward  Zanda  new 
Motorola  CEO,  on  working 

with  /'resident  and  COO 
Mike  Zqfirovsh 
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MOORE  He  isn't 
following  his  own 
recommendations 


1 

n 

{■  las  called 

h  11  Street  to      ^^^ 

h  conflicts  of  interest,  yet 

re  5  campaign  cash  from 

)s  loing  business  with  his 


BIG  PICTURE 


office.  Among  them  are 
employees  of  Alliance  Capital 
Management,  under  investi- 
gation for  improper  trading. 
Such  contributions  are  legal 
in  North  Carolina,  but  not  in 
other  states. 

Moore,  who  will  advise  the 
NYSE  on  independence,  is  the 
sole  trustee  of  his  state's  $65 
billion  in  pension-fund  assets. 
Only  three  other  states  allow 
one  person  such  power.  He 
also  has  criticized  mutual 

funds  for  poor  disclo- 
sure. Yet  Moore's  office 
lists  only  its  top  10 
stock  holdings,  much 
less  than  most  funds. 

Moore  says  he's 
improving  financial 

1    transparency.  He  says 
he  discloses  contribu- 
tions and  has  no 
conflicts.  The  voters 
provide  the  test  of  his 
independence,  he  says. 
"  I'm  directly  account- 
able to  everyone."  Still, 
Moore  may  want  to  consider 
creating  his  own  executive 
board.      -  Christopher  Palmeri 


CMOVERS  The  year  2003  brought  joy  to 
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tors,  who  saw  the  Dow  rise  22%.  Below  are 
ejidex's  best-  and  worst-performing  stocks: 
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THE  RATING  GAME 

Call  Centers, 
From  'A'  to  'F 


CONSUMERS  FRUSTRATED  by  call-center  service  will  soon  have  an 
important  ally.  Market  researcher  J.D.  Power  &  Associates  has 
begun  rating  more  than  a  dozen  large  companies'  call-center 
operations  around  the  world,  BusinessWeek  has  learned.  The  top 
20%— designated  early  next  year— will  be  able  to  call 
themselves  "certified"  by  Power.  The  others,  which  remain 
anonymous,  get  feedback  about  how  to  improve  service.  Later 
in  2004,  Power  plans  to  rate  the  best  call  centers  by  industry. 

This  could  be  a  lucrative  move  for  Power.  There  are  an 
estimated  100,000  call  centers  worldwide,  and  fees  could 
range  from  $20,000  to  $100,000  per  review.  Most  firms  that 
currently  rate  call  centers  focus  only  on  business  measures 
such  as  cost  efficiency.  Power,  by  contrast,  will  investigate 
how  long  callers  are  kept  on  hold  and  how  satisfied  they  are 
after  they  hang  up. 

Based  on  initial  work.  Power  hasn't  detected  a  difference  in 
service  between  U.S.  and  offshore  call  centers.  "We're  definitely 
going  to  monitor  [that  |,"  says  Steve  Kirkeby.  the  J  J).  Power 
senior  director  who's  heading  the  research.  If  they  could  only 
do  something  about  theon-hold  Muzak.  Brian  Hindo 
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BIG  PHARMA 

THE  HIGH  COST 
OF  DRUGS  HITS 
A  DRUGMAKER 

JOHNSON  &  JOHNSON  is  em- 
barking on  a  new  round  of 
housecleaning,  and  this  time 
it's  looking  for 
more  than  loose 
change  under  the 
couch  cushions. 
BusinessWeek  has 
learned  that  the 
health-care  giant 
expects  to  save  $1 
billion  over  two 
years,  thanks  to  a 
campaign  called 
"Funding  Our  Fu- 
ture." Headquar- 
ters is  asking  its 
200-plus  compa- 
nies to  save  money 
however  they  can— from 
combining  back-office  opera- 
tions to  pooling  purchases  to 
offering  some  workers  early 
retirement.  "It'll  make  a  ma- 


RESEARCH  J&J  is 

looking  for  savings 


jor  contribution  in  terms  of 
freeing  up  dollars,"  says  CFO 
Robert  Darretta  Jr. 

The  $41  billion  company 
needs  the  cash  to  help  fund 
new  blockbuster  drugs.  Next 
year,  up  to  20%  of  its  revenue 
could  be  under  attack.  Ane- 
mia drug  Procrit,  with  about 
$4.1  billion  in  2003  sales,  is 
expected  to  face 
heavy  competition 
from  Amgen's 
Aranesp.  Pain 
patch  Duragesic, 
expected  to  pull  in 
$1.6  billion  this 
year,  will  face  a 
generic  from  My- 
lan  Laboratories. 

J&J  has  several 
new  drugs  enter- 
ing the  late— and 
expensive — stages 
of  clinical  trials. 
Indeed,  Bain  &  Co. 
estimates  it  takes  about  $1.7 
billion  to  bring  a  single  drug 
to  market.  No  wonder  J&J  is 
shaking  the  cushions. 

-Faith  Arner 


CAMPAIGN  2004 
HERE'S  THE  PITCH 

Could  President  Bush  be 

a  no-show  at  his  own 

convention  in  Madison 

Square  Garden? 

Planners  for  the 

Aug.  30-Sept.  2  GOP 

convention  in  New 

York  say  one  option 

being  considered 

would  have  the 

President  accepting 

his  party's 

nomination  in  an 

outdoor  setting  such  as  Yankee 

Stadium,  with  tens  of  thousands  of 

cheering  supporters.  The  potential  public 

relations  bonanza  from  such  an  event  might 

not  be  enough  to  overcome  security  concen 

however.  And  there  are  mundane  matters  to 

consider,  such  as  the  possibility  of  rain. 

-Lorraine  Woe 
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SEC-SCAPE 

DIRTY 

LAUNDRY  IS  A 
CLICK  AWAY 

LIVEEDGAR.COM  has  started 
posting  some  private  corre- 
spondence between  public 
companies  and  the  Securities 
&  Exchange  Commission  on 
its  Web  site.  Thanks  to  Free- 
dom of  Information  Act  re- 
quests, it  has  15,000  pages  of 
SEC  comments  on  filings  and 
the  responses  from  compa- 
nies. That  could  embarrass 
some  companies  who  re- 
ceived lots  of  SEC  criticism, 
but  help  those  who  want  to 
see  how  the  SEC  deals  with 
nettlesome  issues.  Forget 
about  letters  from  companies 
under  investigation— the  SEC 
keeps  those  under  wraps. 

-Amy  Bonus 
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THE  AVERAGE  PERSON  WILL 

SREND  5.8BO  MINUTES  A  YEAR 

ON  OUR  CELL  RHONE,  LEAVING 

513,720  TO  SAVE  THE  UNIVERSE 


t  people  want  to  get  the  most  out  of  mobile  entertainment  they  turn  to  the  first  company  to  successfully 
:h  3G  mobile  and  the  number  one  brand  in  Japan,  the  world's  most  advanced  market.  NEC's  new  cell 
e  with  digital  camera,  advanced  gaming  entertainment  functions,  and  business  networking  demonstrates 
possibilities  of  the  next  generation  of  mobile  technology.  And  is  another  example  of  NEC  combining  its 
orking  and  software  expertise  to  empower  people  through  innovation,  www.necus.com  800-338-9549 

RVICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING    SEMICONDUCTORS    IMAGING  AND  DISPLAYS 


iwfniiiui  2003   Ml'  and  NEC  logo  art  Ragnlertd  Iio.ten.art-.  of  NEC  Corpo. 
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FACE  TIME 
SILDA  WALL 


HELPING 
KIDS  HELP 
OTHER  KIDS 

Silda  Wall  doesn't  grab 
headlines  like  her  husband, 
New  York  State  Attorney 
General  Eliot  Spitzer.  But  she 
makes  an  impact.  Wall,  45, 
runs  Children  for  Children,  a 
nonprofit  that  encourages 
social  responsibility  in  New 
York  City  kids.  She  and  Spitzer, 
who  have  three  daughters,  age 
14, 11,  and  9,  came  up  with  the 
idea  several  years  ago.  "We 
were  discussing  the  excesses 
of  children's  birthday  parties 
in  Manhattan  and  wanted  kids 
to  be  exposed  to  a  bigger 
world,"  says  Wall,  a  Harvard 
law  grad  and  native  North 
Carolinian. 

In  one  of  several  projects, 
Children  for  Children  asks 
kids  to  take  part  of  the  money 
they  would  spend  on  a 
birthday  party  and  instead 
pledge  it  to  help  underserved 
schools  purchase  supplies, 
such  as  musical  instruments. 

Since  1996,  Children  for 
Children's  annual  fund  has 
grown  from  just  $2,600  to 
around  $200,000.  "That  may 
seem  small,  but  the  grants 
mean  a  world  of  difference  to 
the  recipients,"  Wall  says. 
And,  one  hopes,  to  the  givers 
as  well.  -Marcia  Vickers 


INTERNET 

IDENTITY         \ 
THIEVES  LOVE 
CITIBANK 

CITIBANK'S  TV  ADS  are  all  the 

rage.  Women  speaking  with 
men's  voices  warn  of  credit- 
card  identity  theft— and 
humorously  plug  Citi's  new 
program  to  help  customers 
whose  identities  are  swiped. 
Yet  even  as  these  ads  run, 
Internet  thieves  have  been 
targeting  Citi's  customers 
with  the  latest  Net  scam. 

Here's  how  the  crooks  do 
it:  They  send  out  spam, 
hoping  to  snare  some  Citi 
customers.  The  e-mail  looks 
like  if  s  from  the  bank,  asking 
for  an  update  on  their  data. 
But  when  customers  click  on 
a  link  to  fill  out  the  form,  they 
land  on  a  replica  of  Citi's  Web 
site.  If  they  answer  a 
painstakingly  forged  form, 
their  credit  card,  personal 
identification,  and  Social 


EQUITIES 

KOREANS 
SHUN  THEIR 
BOURSE 

KOREA'S  STOCK  market  boasts 
a  dubious  distinction:  It  has 
less  local  investment  than 
almost  any  other  major 
market.  Foreigners  own  an 
unprecedented  40%  of  shares 
on  the  Korea  Stock  Exchange, 
up  from  less  than  15%  in 
1997.  For  Koreans,  it's  a 
matter  of  once  burned,  twice 
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Security  numbers  go  straight 
to  identity  thieves,  many  of 
them  in  foreign  countries. 
Some  resell  credit- card 
numbers,  says  the  FBI,  for  as 
little  as  $1  apiece. 

These  scams  are  on  the  rise. 
Attacks  victimize  others, 
including  Best  Buy  and  the 
PayPal  unit  of  eBay.  But  Citi,  a 
steady  target,  has  had  to  issue 
14  alerts  to  customers  in  the 
past  two  months. 


HOT  PICK 

Samsung 
earnings 
may  jump 
in  2004 


shy.  They  lost 
their  shirts 
when  the 
market  tanked 
in  the  '98  Asian 
financial  crisis. 
Meanwhile,  Korea's 
economy  is  pegged  to  grow 
4.5%  next  year,  up  from 
about  3%  this  year.  Blue 
chips  look  good,  too:  Samsung 
Group  expects  earnings  of  $5 
billion  on  sales  of  $36  billion 
for  the  year.  Its  foreign 
ownership:  59%. 

Such  dependence  is  risky. 
"If  Korea  is  hit  by  an  unex- 
pected shock,  such  as  another 
crisis  from  North  Korea, 
spooked  foreigners  could 
yank  their  investments,"  says 
Lee  Chae  Kwang  of  Seoul's 
Hanil  Investment  Trust 
Management.  For  now, 
though,  it's  Koreans  who  are 
spooked.  -Moon  Ihlwan 


The  company  won't  saj| 
how  many  of  its  customer 
have  been  duped  but  i 
attacks  in  no  way  under 
the  company's  identity-th^ 
campaign.  The  bank  wa 
customers  not  to  respond  \ 
mails.  Those  whose  info  is| 
snatched  can  take  cold  cor 
Citi's  identity-theft  progra 
gives  them  a  hand  cancel 
stolen  cards  and  "filling  < 
police  forms.    -Stephen  B\ 


THE  STAT 


The  percentage  of 
large  companies 
that  hold  ethics 
training  sessions 
for  directors, 
according  to  a 
recent  survey  of 
78  ethics  and 
human-resources 
executives. 
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i  at  the  world* 


as  one  giant  farm  field? 
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l"  tomorrow*  global  food  aonomv  ei^ery  crop  w,ll  grow  where  it  grows  best 
\>ut  \|  )M  can  link  farmers  to  almost  any  market  in  the  work) 
Atuial  way  to  improw  agri<  ultural  efric  ienc  y,  make  food  more  affordable,  and  feed  a  hung,,  world. 

Nature  has  answers.  Is  anyone  listening1 


Yes. 
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The  edge  that  India 
has  over  America  is 
professionals  willing  to 
work  for  wages  below  the 
American  poverty  line" 


The  Challenge  from  India 


"The  rise  of  India"  (Cover  Story,  Dec.  8) 
triggered  an  outpouring  of  vehement  reader 
responses  on  both  sides  of  the  story's  central 
argument.  Here  is  a  sample: 

HOW  AMERICA  COULD  LOSE 

PERHAPS  INDIA  "will  drive  down  costs 
in  services,"  as  you  report,  but  that  is 
small  consolation  for  the  laid-off  manu- 
facturing worker  [in  the  U.S.]  who  re- 
trained in  information  technology,  only  to 
see  his  second  job  go  to  India.  Perhaps  his 
third  career  should  be  in  plumbing, 
painting,  or  gardening,  as  those  jobs 
should  not  be  outsourced  anytime  soon.  I 
am  all  for  helping  the  Indians  and  Chi- 
nese improve  their  economies,  but  not  at 
my  expense,  or  at  the  risk  of  my  children's 
future,  or  the  creation  of  a  wasteland  that 
was  once  a  thriving  heartland. 

-Paul  Herbig 
Angola,  Ind. 

ANDREW  S.  GROVE  points  out  that,  to 
maintain  America's  edge,  our  software 
productivity  must  double.  But  what  ra- 


tional student  would  study  compute 
ence  when  there  are  no  jobs  to  be 
When  college  tuition  is  rising 
faster  than  inflation  and  the  choice 
major  has  to  be  practical?  When  p 
like  Silicon  Valley  are  littered  with  ui 
ployed  engineers?  When  wages 
dropped  substantially  and  job  sec 
and  benefits  even  more? 

When  we  outsource  high-wage 
we  are  exporting  prosperity.  There  ai 
replacement  industries,  or  jobs, 
where  on  the  horizon. 

-Megan  Ac 
'San  Fran 

YOUR  AUTHORS  subscribe  to  the  fal 
that  training  and  "updating  skills"  is 
best  way  to  survive  the  offshoring  tn 
This  fallacy  rests  upon  the  assump 
that  an  outdated  skill  set  is  behind 
drive  to  offshore.  It's  not  the  skill  set 
the  pay  for  the  skill  set.  The  edge  that 
dia  has  over  America  is  an  abundanc 
professionals  willing  to  work  for  wa 
that  are  below  the  American  pov 
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Our  financial  resources  now  stretch  across  the  globe. 

But  the  most  important  one  still  sits 

across  a  desk  from  you. 


Today's  investor  has  more  complex  needs 
than  ever  before.  And  your  Financial 
Advisor  is  better  equipped  than  ever  to 
provide  the  kinds  of  solutions  necessary  to 
address  the  intricacies  of  your  financial 
situation.  But  we  never  forget  it's  still 
about  two  people  working  together:  you 
and  your  Financial  Advisor. 

You  used  to  know  us  as  PaineWebber. 
Now,  as  part  of  one  of  the  world's  leading 
wealth  management  firms  and  backed 
by  a  top-ranking  investment  bank  and  a 
premier  global  asset  manager,  your 
Financial  Advisor  has  access  to  a  vast  array 
of  resources.  Like  structured  products, 
alternative  investments  and  professionally 
managed  funds,  and  research  with  a 
significantly  broadened  global  reach. 

With  the  expanding  resources  we  now  have 
to  offer,  your  Financial  Advisor  has  an  even 
greater  ability  to  deliver  strategies  and 
opportunities   to    assist   you    in    pursuing 


UBS  Financial  Services  Inc. 


your  individual  goals.  Whether  it's  planning 
for  retirement  or  a  college  education,  or 
sophisticated  solutions  like  specialized 
lending  products  or  equity  risk  management, 
we  can  help  you  get  where  you  want 
to  be. 

And  while  a  lot  may  have  changed,  one 
thing  hasn't.  And  that  is  the  committed 
relationship  between  you  and  your 
Financial  Advisor.  A  relationship  built  on 
listening,  understanding  your  individuality 
and  finding  customized  investment 
solutions  tailored  to  your  financial  goals. 
For  we  know  that  it  is  through  this  kind 
of  dialogue  that  we  can  help  you 
make  the  appropriate  financial  decisions, 
with  confidence. 

Our  Financial  Advisors  are  excited  about 
the  resources  they  now  have  available 
to  them. 

We  think  you  will  be,  too. 


T  TT)P  Wealth 
vJ-DO  Management 
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CORRECTIONS  &  CLARIFICATIONS 

"A  painful  recovery  for  Aetna"  (People,  Dec. 
8)  noted  that  the  insurer  was  phasing  out 
coverage  for  its  retirees  by  2005.  To  clarify, 
Aetna  says  the  subsidy  for  future  retirees 
will  diminish  at  that  point  and  disappear  in 
2007.  It  will  not  affect  existing  retirees. 

In  the  table  "Corporate  giving"  ("America's 
top  givers,"  Cover  Story,  Dec.  1),  Nike  Inc. 
inadvertently  reported  its  fiscal  year  2002 
monetary  gifts  as  $29.6  million.  The 
company  says  it  gave  $10.2  million.  For  an 
updated  list  of  the  most  generous  corporate 
givers,  please  see  BusinessWeek  Online. 

"A  Bush  in  hand  is  worth ...  a  lot,"  Interna- 
tional Business,  Dec.  15)  says  that  Grace 
Semiconductor  Manufacturing  Corp. 
co-founder  Jiang  Mianheng  has  a  PhD 
in  physics.  The  degree  is  in  electrical 
engineering. 

An  item  in  In  Business  This  Week  (Dec.  22) 
incorrectly  said  the  89%  first-day  runup  in 
the  stock  of  Ctrip.com  International  Ltd., 
which  went  public  on  Dec.  9,  was  the 
largest  such  gain  since  the  initial  public 
offering  of  Nassda  Corp.  in  December, 
2001.  The  correct  information  is  that  Ctrip's 
first-day  trading  gain  was  the  largest  since 
the  115%  gain  by  Transmeta  Corp., 
following  its  November,  2000,  IPO.  Nassda 
shares  rose  40%  in  first-day  trading. 

"Al's  bumpy  road  to  cable  access"  (Up 
Front,  Dec.  8)  should  have  said  that  Barry 
Diller's  preferred  shares  of  Universal  pay 
$63  million  in  dividends  annually,  not 
interest. 


line.  America  lacks  experienced  engi- 
neers and  software  developers  willing  to 
work  for  $10,000  a  year.  No  amount  of 
training  will  change  this  economic  fact. 

-Scott  Kirwin 
Wilmington,  Del. 

I'VE  GOT  A  MASTER'S  in  engineering  and 
a  good  grasp  of  the  business  world. 
Would  I  tell  my  daughter  to  go  into  engi- 
neering? Hell,  no.  What  skill  set  would 
you  acquire  if  the  same  skill  set  can  be  ac- 
quired in  a  Third-World  country  for  one- 
eighth  (your  figures)  the  price?  Who  will 
pay  for  the  new  "hot  careers"  in  medicine 
if  we  are  making  only  minimum  wage?  If 
you  export  every  job  but  medicine,  then 
who  can  pay  for  the  visit  to  the  doctor? 

-John  Thisler 
Broken  Arrow,  Okla. 

YOUR  SOPHISTIC  proposals  regarding 


"Rising  to  India's  challenge"  (Editorials, 
Dec.  8),  left  me  baffled.  I  haven't  heard 
anyone  make  the  argument  that  Ameri- 
can IT  workers  aren't  smart  enough  to 
compete.  You  say,  however,  that  India 
represents  a  new  competitive  environ- 
ment and  that  the  U.S.  "needs  a  public 
policy  that  recognizes  this  reality  and  im- 
proves science  and  engineering"  educa- 
tion." Exactly  what  educational  deficiency 
are  you  proposing  that  we  remedy?  There 
are  thousands  and  thousands  of  unem- 
ployed and  underemployed  IT  workers  in 
America  right  now.  Is  it  your  contention 
that  their  plight  is  in  any  way  related  to 
their  lack  of  adequate  education? 

Offshoring  results  from  greed,  self-in- 
terest, and  self-preservation  in  the  corner 
office.  Your  attempt  to  portray  it  other- 
wise by  blaming  either  the  victims  or 
Washington— rather  than  risk  offending 
the  corporations  (read  advertisers)  who 
sing  its  praises— is  as  transparent  as  it  is 
disingenuous. 

-Richard  Surwilo 
Tulsa 

YOUR  ARTICLE  failed  to  address  an  im- 
portant question:  Are  Americans  allowed 
to  work  in  India?  The  answer  is,  only  if 
they  are  directly  or  indirectly  paid  from  a 
source  abroad.  There  would  be  riots  if  for- 
eigners were  allowed  to  take  jobs  away 
from  Indians. 

-Anil  Philip 
Overland  Park,  Kan. 

HOW  AMERICA  COULD  GAIN 

THE  FUTURE  OF  America  depends  upon 
innovation.  Yet  American  immigration 
policy  is  designed  to  force  many  of  our 
most  innovative  and  well-trained  science 
and  engineering  graduates  to  leave  the 
country.  And  while  forcing  the  best  out, 
we  are  not  letting  the  best  in.  Because  of 
our  concern  about  homeland  security, 
many  of  the  brightest  foreign  students  are 
not  entering  American  universities.  We 
can  build  high  walls  and  keep  foreign  stu- 
dents out,  but  in  time,  because  of  this, 
America  will  lose  the  global  talent  race. 
-John  Paul  Douglas 
Richardson,  Tex. 

AS  FOUNDER  OF  A  small  software  com- 
pany, I  believe  offshore  development  is 
even  more  efficient  than  the  raw  numbers 
tell.  Indians  programmers  have  internal- 
ized a  principle  that  American  workers 
seem  to  have  forgotten.  If  I  ask  them  to 
add  a  small  but  unforeseen  feature  to  our 
software  at  the  last  minute,  they  do  not 
protest:  "That's  not  in  the  spec!"  They 
stay  up  all  night  to  make  it  happen.  They 


work  10  to  18-hour  days;  they  work  ev 
other  weekend,  too.  And  they  enjoy  th 
jobs  instead  of  grousing  about  deadlii 
or  gouging  the  customer  with  ex 
charges. 

-Terry  Dun 
Danbury,  Co 

AS  AN  INDIAN-AMERICAN  who  WOl 
like  to  see  improvements  in  both  U.S.  a 
Indian  economies,  I  would  like  to  km: 
how  corporate  benefits  from  overseas 
formation-technology-related  ventuj 
are  passed  on  to  U.S.  consumers. 

This  is  particularly  important  in  li] 
of  the  upcoming  Presidential  primari 
leading  up  to  the  2004  elections.  Unit 
the  positive  message  gets  out,  the  real  a 
vantages  could  get  lost  in  campaign  rhc 
oric  that  focuses  on  job  losses  rather  th 
on  consumer  gains. 

-Sushil  Bhavna 
Auburn,  A 

THE  HIGHLY  EDUCATED  entrepreneu 
and  innovators  in  India  have  fully  er 
braced  American-style  capitalism.  As 
added  bonus,  they  are  bringing  millioi 
of  dollars  of  revenue  and  cost  savings 
American  shareholders  each  year. 

Fundamentally,  if  we  want  the  jobs  i 
remain  in  the  U.S.,  we  need  to  educa 
our  children  and  give  them  the  tools 
succeed     in     the     technolbgy-drive 
marketplace. 

At  least  the  anti-immigration  activisi 
in  America  should  be  happy:  My  relative 
in  India  threw  away  their  Hl-B  visa  aj 
plications  and  stayed  home. 

-Sheela  Chand 
Rochester,  N.) 


BUSINESSWEEK  HAS  DONE  a  marvelou 
job  moderating  the  discussion  on  out 
sourcing  of  manufacturing  and  IT  jobs- 
to  China  and  India,  respectively.  Out 
sourcing,  when  done  right,  will  help  th 
U.S.  maintain  its  preeminent  position  ii 
the  world.  Business  and  engineerin 
schools  will  have  to  adapt  creatively  t( 
this  emerging  scenario.  Although  stricd; 
business  decisions  are  at  the  heart 
these  outsourcings,  it  is  strategicall] 
good  for  the  U.S.  that  two  separate  play- 
ers are  emerging  in  the  manufacturing 
and  high-tech  sectors.  As  they  say,  it  S 
better  not  to  have  all  your  eggs  in  one 
basket. 

-A.V.  Anilkumw 

Vanderbilt  University 

NashviUi 

AS  A  FIRST-GENERATION  Indian-Amer- 
ican, it  made  me  proud  to  read  "The  rise 
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of  India."  However,  I  am  alarmed  by  the 
perception  that  this  rise  is  coming  at  the 
expense  of  the  U.S. 

Whenever  our  economic  model  under- 
goes a  transformation,  as  we  witnessed 
with  Japan's  growing  manufacturing 
prowess  in  the  1980s,  Americans  appear 
to  go  through  some  sort  of  a  xenophobic 
phase  initially.  Eventually,  the  Japan  that 
could  say  no  ended  up  enduring  a  reces- 
sion that  lasted  through  most  of  the 
1990s,  while  the  U.S.  that  kept  saying  yes 
witnessed  record  economic  growth  dur- 
ing the  same  period! 

-Jack  Nargundkar 
Germantown,  Md. 

CHINA'S  AMPLE  BRAINPOWER 

CHINA  WAS  DEPICTED  in  the  India  story 
as  a  nation  prospering  on  its  "raw  muscle 
of  factory  labor."  But  the  nation's  work- 
force is  far  from  a  mere  source  of  factory 
labor.  China  boasts  50  million  people  pos- 
sessing at  least  a  college  degree,  and  the 
highly  educated  in  the  population  are  in- 
creasing at  a  pace  of  5  million  per  year. 
Implying  that  there  is  a  lack  of  "brain- 
power" is  both  misleading  and  offensive. 

-Jiyu  Chen 
Melvindale,  Mich. 


VENEZUELA:  WHAT 
CHAVEZ  IS  DOING  RIGHT 

"WILL  VENEZUELANS  sign  up  to  dump 
Chavez?"  (International  Outlook,  Dec.  1) 
treated  the  current  government  of 
Venezuela  unfairly.  First,  the  author  re- 
peated the  opposition's  charge  that  Hugo 
Chavez  is  "gutting  democratic  institu- 
tions." In  fact,  every  change  made  by  the 
Chavez  Administration  has  been  accom- 
plished using  democratic,  constitutional, 
and  peaceful  means. 

Second,  the  article  says  that  Hugo 
Chavez  "ominously  warned"  signers  of 
the  recall  petition  that  their  names  would 
be  recorded.  Yet  when  the  media  took  his 
statement  as  a  threat,  he  immediately  is- 
sued a  clarification,  stating  that  his  com- 
ments were  intended  to  reassure  people 
that  they  could  verify  that  their  signatures 
had  been  counted.  It  is  also  worth  noting 
that  signatures  on  petitions  become  pub- 
lic record  in  most  U.S.  states. 

Finally,  you  report  that  there  is  a  dan- 
ger that  Hugo  Chavez  will  declare  a  state 
of  emergency.  This  is  absurd.  Chavez  did 
not  declare  a  state  of  emergency  when  the 
opposition  staged  a  coup— nor  during  a 
two-month-long  opposition  oil  sabotage 
that  devastated  the  economy.  This  con- 
trasts sharply  with  his  opponents'  behav- 
ior: They  suspended  the  constitution  and 


imposed  martial  law  when  they  took 
power  for  48  hours  in  the  2002  coup. 

-Bernardo  Alvarez  Herrera 

Ambassador  of  Venezuela 

Washington 

EARNINGS  TRANSPARENCY: 
THROUGH  A  GLASS,  DARKLY 

I'M  ALL  FOR  FULL  disclosure  and  trans- 
parency ("The  secret  behind  those  profit 
jumps,"  Information  Technology,  Dec.  8), 
but  it's  a  two-way  street.  Investors  have  to 
stop  using  earnings  releases  as  their  sole 
source  of  information  and  as  a  crutch  for 
bad  decisions.  One  cannot  possibly  derive 
all  the  information  one  needs  to  invest  in 
a  company  by  relying  on  a  two-page  earn- 
ings release.  In  the  past  two  years,  the 
business  media,  analysts,  and  investors 
have  hounded  the  Securities  &  Exchange 
Commission  and  the  Financial  Account- 
ing Standards  Board  to  pass  more  rules 
and  regulations— and  they  did.  So  now 
we  have  accelerated  filing  deadlines,  chief 
executive  officer  and  chief  financial  officer 
certification  for  10-Qs  and  10-Ks,  and 
more  rules  and  regulations,  resulting  in 
50-page  10-Qs  and  100-page-plus  10-Ks. 
It  is  every  investor's  responsibility  to  ac- 
tually sit  down  and  read  the  10-K  and  10- 
Qs  prepared  at  a  great  expense  of  time 
and  money  by  the  companies  they  are  in- 
vesting in. 

-James  Guilfoyle 

Manager 

External  Reporting  &  Accounting  Policy 

Corning  Inc. 
Corning,  N.Y. 

THE  ACCOUNTING  practices  you  de- 
scribed go  on  during  every  business  cycle 
in  many  companies.  It's  just  not  obvious 
because  FASB  doesn't  require  disclosure 
of  write-offs  that  were  subsequently  re- 
versed. It  starts  with  a  few  big  companies 
announcing  earnings  shortfalls  (say 
about  early  2000).  Then  every  company 
has  a  "come-to-Jesus  moment"  and  an- 
nounces bad  numbers  (late  2000).  Then 
everyone  suffers  in  the  market  for  a  while 
until  the  recovery  is  well  under  way  (say 
late  2002/early  2003).  Now  we  can  re- 
build momentum  in  our  earnings  and 
make  everyone  happy. 

-Bob  Marinellie 
Millfkld,  Ohio 

PUTTING  AETNA 
UNDER  THE  MICROSCOPE 

IT  WOULDN'T  TAKE  a  top  mind  in  the  in- 
dustry (Jack  Rowe)  to  build  Aetna's  prof- 
its, as  reported  in  "Aetna's  painful  recov- 
ery" (People,  Dec.  8).  All  one  has  to  do  is 
eliminate  15,000  employees,  reduce  in- 


sured coverage,  or  eliminate  their  c 
age.  Frankly,  a  high  school  dropout 
manage  such  a  system. 

-Donald  P.  Ja 
Kalamazoo, 

JACK  ROWE  AND  Ron  Williams  shot 
commended  for  deploying  strateg 
tent  at  Aetna  and  introducing  diffe 
ated  offerings  such  as  Aexcel.  Sun 
bound  to  offend  some  constituencie 
this  is  precisely  why  the  carrot-and 
approach  is  desperately  needed  t( 
courage  cost  efficiencies  in  our  tri 
dollar-plus  health-care  industry. ,  I 
quality  organizations  and  physi 
need  to  be  rewarded  based  upon  pi 
outcomes  and  use  of  innovative 
proaches  to  care. 

-Mark  Ko 

Director,  Financial  Plan 

Mount  Sinai  Hos 

New 
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^  THE  GREAT  UNRAVELING  Paul  Krugman  (Norton  •  $25.95)  A    1 

_L  Princeton  University  economist  vs.  the  Bush  Administration. 

2  RE-IMAGINE  Tom  Peters  (DK  Publishing-  $30)  'Think  11 
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into  results. 

4  THE  PRESENT  Spencer  Johnson  (Doubleday  •  6 

$19.95)  The  pursuit  of  happiness  and  success,  described 
in  a  fable. 

5  THE  INNOVATOR'S  SOLUTION  Clayton  M.  Christensen,  5 

Michael  E.  Raynor  (Harvard  Business  School*  $29.95) 
How  established  companies  can  best  employ  innovation. 

6  THE  SMARTEST  GUYS  IN  THE  ROOM  Bethany  McLean,  4 

Peter  Elkind  (Portfolio  •  $26.95)  An  adept  account  of 
Enron's  implosion,  by  two  writers  from  Fortune. 

7  THE  ROARING  NINETIES  Joseph  E.  Stiglitz  (Norton  •  $24.95)    - 
The  false  hopes  and  deceptions  of  a  hyperactive  decade. 
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10 
11 
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13 
14 
15 


THE  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni 
(Jossey-Bass  •  $22)  Ending  behavior  that  blocks  teamwork. 

THE  ONE  MINUTE  MILLIONAIRE  Mark  Victor  Hansen,  Robert 
G.  Allen  (Harmony  Books  •  $19.95)  Chicken  soup  for 
the  investor. 

FINANCIAL  RECKONING  DAY  William  Bonner,  with 
Addison  Wiggin  (Wiley  •  $27.95)  Safeguarding  your 
investments  during  the  "soft  depression." 

TOTAL  MONEY  MAKEOVER  Dave  Ramsey  (Thomas 
Nelson  •  $24.99)  Getting  out  of  debt  and  building  up 
your  reserves. 

PURPLE  COW  Seth  Godin  (Portfolio  •  $19.95) 

Emulate  Krispy  Kreme  and  Dutch  Boy  paints,  and  astonish 

your  customers. 

THE  FIRST  90  DAYS  Michael  Watkins  (Harvard  Business 
School  •  $24.95)  Coping  with  career  transitions. 

SHAMELESS  EXPLOITATION  Paul  Newman,  A.E.  Hotchner 
(Doubleday  •  $23.95)  How  Newman's  Own  products  hit  it  big. 

HOW  TO  BECOME  A  RAINMAKER  Jeffrey  J.  Fox  (Hyperion  • 
$16.95)  Any  salesperson  can  become  a  money  machine, 
says  this  marketing  consultant. 
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FAST  FOOD  NATION  Eric  Schlosser  (HarperCollins 

•  $13.95)  The  bad  news  on  burgers  and  fries. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard  Nelson 
Bolles  (Ten  Speed  •  $17.95)  The  2004  edition  of  the 
enduring  job-search  bible. 

NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  1 

Books  •  $13)  How  the  working  poor  struggle  to  make 
ends  meet. 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  3 

$14.95)  What  turns  an  idea  into  a  hot  trend,  by  a 
New  Yorker  writer. 

J.K.  LASSER'S  YOUR  INCOME  TAX  2004  The  J.K.  Lasser 
Institute  (Wiley  •  $16.95)  Home-office  deductions,  marriage 
penalties,  etc. 

THE  SUCCESSFUL  INVESTOR  William  J.  O'Neil  (McGraw-Hill     4 

•  $10.95)  Avoiding  investing  mistakes,  by  the  publisher  of 
Investor's  Business  Daily. 

THE  RICHEST  MAN  IN  BABYLON  George  S.  Clason  8 

(Signet  •  $6.99)  Save  10%  of  what  you  earn. 

REAL  ESTATE  LOOPHOLES  Diane  Kennedy,  C.P.A.,  Garrett         7 
Sutton,  Esq.  (Warner  •  $16.95)  Tax  and  legal  knowhow. 

IT'S  NOT  HOW  GOOD  YOU  ARE,  IT'S  HOW  GOOD  YOU  9 

WANT  TO  BE  Paul  Arden  (Phaidon  •  $7.95)  An  ad  man's 
maxims.  > 

MAKING  BIG  MONEY  INVESTING  IN  FORECLOSURES  Peter     14 
Conti,  David  Finkel  (Dearborn  •  $18.95)  Cutting  deals  with 
troubled  sellers. 

RICH  DAD'S  SUCCESS  STORIES  Robert  T  Kiyosaki,  with  5 

Sharon  L.  Lechter,  C.RA.  (Warner  •  $16.95)  How  regular  folks 
applied  the  "Rich  Dad" principles. 

THE  INTELLIGENT  INVESTOR,  REVISED  EDITION  Benjamin      6 
Graham,  with  Jason  Zweig  (HarperBusiness  •  $19.95)  The 
classic  explanation  of  "value  investing." 

HOW  TO  MAKE  MONEY  IN  STOCKS  William  J.  O'Neil  12 

(McGraw-Hill  •  $12.95)  Minimizing  risk  and  picking  winners. 

RICH  DAD'S  RETIRE  YOUNG  RETIRE  RICH  Robert  T  Kiyosaki,    13 
with  Sharon  L.  Lechter  (Warner  •  $17.95)  Plan  ahead. 

THE  POWER  OF  FOCUS  Jack  Canfield,  Mark  Victor  Hansen,       15 
Les  Hewitt  (Health  Communications  •  $12.95)  Zoning  in  on 
achievement. 
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GOOD  TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50) 

WHO  MOVED  MY  CHEESE?  Spencer  Johnson 

(Putnam  •  $19.95) 

NOW,  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 

Donald  0.  Clifton  (Free  Press  •  $27) 

FISH!  Stephen  C.  Lundin,  Harry  Paul,  John  Christensen 

(Hyperion  •  $19.95) 

FIRST,  BREAK  ALL  THE  RULES  Marcus  Buckingham,  Curt 

Coffman  (Simon  &  Schuster  •  $27) 
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It 


THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,  Spencer 

Johnson  (Berkley  •  $12.95) 
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RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki,  wi 
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kan  Gratitude  Cure 
mericans5  Woes? 

OGRESS  PARADOX  How  Life  Gets  Better  While  People  Feel  Worse 

\g  Easterbrook;  Random  House;  376pp;  $24.95 


h  of  what  passes  for  public  discourse  these  days  is 
essingly  polarizing.  In  both  broadcast  and  print 
ia,  it  has  become  standard  operating  procedure  for 
leers  to  take  extreme  positions,  treat  counter- 
ments  with  disdain,  and  assume  that  opponents  are 


t  by  the  lowest  of 
.tions. 

c  comes  as  a  relief  to 
>urnalist  and  social 
antator  Gregg 
brook's  lively  The 
ss  Paradox:  How  Life 
ftter  While  People  Feel 
Easterbrook,  a  senior 
at  The  New  Republic, 
upon  both 
and 
vative 

s  and  combines  a 
nount  of  scholarly 
:h  and  reporting  to  generate  a 
itful,  sustained  argument.  The 
ss  Paradox  attacks  the  apparent 
)read  belief,  consistendy  reported 
Isters,  that  in  the  past  quarter- 
y,  Americans  in  the  middle  have 
onomic  standing  and  buying 
,  especially  when  compared  with 
tarents  and  grandparents.  Even  in 
|om  years  of  the  1990s,  Americans 
elling  pollsters  that  the  country 
;oing  downhill"  and  that  their 
en  faced  "a  declining  future."  The 
jfiers  a  three-part  response  to  such 

Jients:  an  analysis  of  contemporary 
ial  life,  an  investigation  into  why 
ny  people  feel  unhappy,  and  a  set 
Kriptions  for  treating  social  ills, 
terbrook  is  well  aware  of  poverty 
lie  stresses  of  everyday  life.  But  as 
j  he  is  concerned,  the  vast  majority 
1  a  leans  have  never  had  it  so  good. 
ithor  notes,  for  instance,  that  in 
he  typical  American  had  to  work 
•ks  for  each  100  square  feet  of 
purchased;  it  now  takes  It  weeks 
k,  and  the  amenities  are  a  lot 


Progress 
'  Paradox 


i 


nicer.  Most  families  of  that 
period  had  one  car  and 
strived  to  own  two;  today,  a 
third  of  U.S.  families  own 
three  cars  or  more.  In 
previous  generations,  few 
children  or  teenagers  had 
their  own  bedrooms,  as  they 
often  do  now.  Travel  abroad 
and  ownership  of  fancy 
gadgets  have  likewise 
become  commonplace. 

The  U.S.  is  advancing  like 
gangbusters  on  many  social 
issues,  too:  The  workforce  has  never 
been  so  highly  educated.  Americans  are 
living  longer,  healthier  lives.  Crime  is 
down.  The  environment  is  cleaner.  To  be 
sure,  inequality  has  widened,  but  if  you 
take  out  the  impact  of  immigrants, 
inequality  is  declining  for  the  remaining 
89%  of  the  population,  largely  driven  by 
African  Americans'  rising  incomes. 

O.K.,  if  everyone  is  so  much  better  off, 
then  why  has  the  percentage  of 
Americans  who  describe  themselves  as 
"happy"  not  budged  in  half  a  century? 
Some  of  today's  negativity  probably 
reflects  an  overly  romantic  vision  of  our 
parents'  circumstances.  Easterbrook  also 
points  to  such  theories  as  "collapse 
anxiety,"  a  fear  that  good  times  are  sure 
to  end,  and  "catalog-induced"  worry 
that  one  cannot  afford  all  of  society's 
goodies.  But  in  the  end,  he  falls  back  on 
the  age-old  insight  that  wealth  can't 
overcome  a  sense  that  lite  lacks  purpose. 
"Most  of  what  people  really  want  in 
life— love,  friendship,  respect,  family. 
Standing,  fun— is  not  priced  and  does 
not  pass  through  the  market,"  he  writes. 
The  author  assembles  his  upbeat 
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MICHAEL  J.   SlLVERSTEIN 

and  Neil  Fiske 

The  new  book  from 
The  Boston  Consulting  Group  about 
why  consumers  want  premium  goods 
and  how  companies  create  them. 

"Incredibly  smart  and 
illuminating... packed  with 

insights  on  how  shoppers  think  and 

behave."    -David  Brooks,  author  of 
Bobos  in  Paradise 

"...[C]hronicles  the  aspirational 
manners  and  consumer  preferences 
of  contemporary  Americans." 

-Rebecca  Mead,  The  New  Yorker 

"  Its  insights  into  a  highly  lucrative  market 

make ths  a  must  read." 

-Publishers  Weekly 
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If  offering  a  401  (k)  is  the  most  important  thing  you  can  do  for  your  employees'  financial 
future,  educating  them  about  the  plan  is  a  close  second.  At  the  Principal  Financial  Groupf 
we  do  more  to  help  educate  your  employees.  The  result  is  greater  employee  participation. 
Not  to  mention  greater  appreciation  of  the  value  of  the  benefit  you're  providing.  So  work 
works  harder  for  everyone.  It's  that  kind  of  thinking  that's  helped  us  to  become  the  nation's 
401(k)  leader.  And  with  over  120  years  of  financial  experience,  you  can  count  on  our 
strength  and  stability.  If  your  employees  have  a  thirst  for  financial  knowledge,  just  call  us 
at  1  -800-986-3343  (ext.  80080).  principal.com 
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ent  without  the  mawkislmess  of  a 
k  ( ihopra.  But  at  times  he  treads  a 
e.  In  a  section  devoted  to  the 
of  learned  optimism,  he  considers 
psychological  research  that 
ts  that  people  who  regularly 
e  gratitude,  forgiveness,  and  an 
iation  of  material  blessings  are 
tptimistic  and  happier  than 
.  But  Easterbrook  isn't  a  don't- 
be-happy  type:  He  makes  clear 
rong  it  is  for  Americans  to  tolerate 
le  poverty.  He  offers  a  persuasive 
>r  turning  the  minimum  wage  into 
l  wage,  for  developing  universal 
insurance,  and  for  devoting  more 
ces  to  raising  global  living 


Standards,  which  he  sees  as  key  to  fixing 
hi  her  earthly  woes. 

Last  month,  I  traveled  to  Northern 
California  to  visit  two  old  college  pals. 
Driving  around  Marin  County's  Point 
Reyes  peninsula,  we  got  into  a  huge 
argument:  My  friends  said  the  planet 
would  collapse  if  all  nations  tried  to 
equal  America's  standard  of  living. 
Drawing  upon  Easterbrook's  book,  I  was 
able  to  argue  forcefully  for  the  opposite 
point  of  view.  By  day's  end  we  still 
hadn't  agreed.  But  the  book  had  fueled  a 
spirited  yet  civilized  discussion— and 
maybe  that  is  the  highest  compliment  an 
author  can  receive.  ■ 

-By  Christopher  Farrell 
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AR  CARAVAN 

Road  with  the  2004  Democrats 
America  Tunes  In 

ter  Shapiro;  PublicAffairs;  220pp;  $25 


)ecember,  2002,  Massachusetts 
)r  John  Kerry  met  with  a  group  of 
rocketed  potential  donors  to  his 
ential  campaign.  The  early 
nptive  front-runner  told  the  Wall 
crowd  that  Democrats  needed  to 
a  fratricidal  primary  season  if  they 
o  defeat  George  W.  Bush.  So,  he 
ontributors  early  on  should 
ce  around  a  candidate— himself— 
;queeze  out  everyone  else." 
episode,  which  is 
ited  in  USA  Today 
nist  Walter  Shapiro's 
ind  insightful  One-Car 
in:  On  the  Road  with  the 

^Democrats  Before 
xt  Tunes  In,  now  seems 

ijicient  history.  The  Web- 

•l|  movement  that  has 

>  led  former 

r  mi  Governor 

>\Jrd  Dean  to  the 

11  >f  the  pack  had  yet  to 

I  to.  But  Shapiro,  one  of  the  country's 

{lolitical  writers,  believes  there's 

k  to  be  learned  from  the  ""invisible 
i  ]     period  of  2002  and  early  2003, 

H:us  of  his  book,  because  the 

it  kites  were  much  more  accessible 

1  ej  spoke  more  candidly.  The  book's 
i  the  wall  anecdotes  will  delight  the 

ii  ally  obsessed,  although  general 
K  s  may  be  less  fascinated  bj 


accounts  of  how  candidates  worked  New 
Hampshire  living  rooms. 

Shapiro  was  present  at  the  creation  of 
some  campaigns.  For  instance,  he  sat  at 
North  Carolina  Senator  John  Edwards' 
kitchen  table  as  his  wife,  Elizabeth, 
mused  over  the  pros  and  cons  of  a 
Presidential  bid.  "It's  his  decision  to 
make,"  she  tells  the  author,  but  she 
judges  her  husband  as  having  the  best 
chance  of  unseating  Bush.  The  others,  of 
course,  felt  the  same  way  about  then- 
bids:  Shapiro  profiles  all  of  them,  with 
the  exception  of  late-entering  General 
Wesley  Clark  and  former  Illinois  Senator 
Carol  Mosely  Braun,  who  has  no 
campaign  to  speak  of. 

One  of  the  book's  most  interesting 
vignettes  casts  doubt  on  Dean's  veracity: 
Back  in  2002,  Democratic  National 
Committee  Chair  Terry  McAuliffe  told 
each  candidate  that  after  the 
March  primaries,  one  of  them 
should  have  sufficient  support 
to  cinch  the  nomination— and 
everyone  else  should  get  out. 
Dean  refused  to  go  along, 
saying  he  would  press  on  until 
the  bitter  end.  Shapiro  tape- 
recorded  Dean's  recitation  of 
this  encounter.  Now,  Dean 
denies  it  ever  happened. 

Shapiro  says  this 
leaves  him  feeling 
"unsettled  about 
the  candidate  I 
probably  agree 
with  the  most." 
Such  insights  make 
One-Car  Caravan  a 
journey  well  worth 
taking.  ■ 

-By  Alexandra 
Starr 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


Get  Ready  for  an 
Innovative  New  Year 


1 


Those  of  us  who  closely  watch  the  technology  biz  are  forever  being 
surprised  by  how  long  it  takes  new  products  and  new  ideas  to  hit  the 
mainstream.  I  have  found  the  slow  progress  of  high- definition  TV  and 
other  forms  of  digital  entertainment  especially  frustrating.  The 
impediments  to  their  widespread  use  have  been  as  great  as  their  promise 


As  I  look  ahead  to  2004,  though,  I 
think  the  stars  are  finally  aligned  for 
a  wide  range  of  entertainment 
products  using  PC  and  Internet 
technology,  but  delivered  through 
consumer-electronics  devices  such  as 
TVs  and  stereos.  The  most  important 
development  for  HDTV  has  been  the 
plunge— by  as  much  as  half— in  the 
price  of  both  flat-panel  and  projection 
displays.  There  are  lots  of  choices 
below  $3,000,  though  you  can  spend 
a  lot  more  for  a  really  good,  big  unit. 

The  other  side  of  the  equation  is 
the  growing  availability  of  content. 
Satellite  and  cable  systems  are  carrying  high-definition 
channels,  including  both  the  HD  versions  of  standard 
channels  as  well  as  such  specialty  programming  as  the  HDNet 
sports  channel.  The  consumer- electronics  industry  still  has  a 
ways  to  go  in  making  HDTV  easier  to  understand  and  simpler 
to  set  up,  but  the  combination  of  more  content  and  plunging 
prices  should  make  it  the  hot  product  of  2004. 

Music  downloads  took  off  in  2003  thanks  to  the  wide 
availability  of  legal,  downloadable  songs  pioneered  by  Apple 
Computer  Inc.'s  iTunes  Music  Store.  The  trend  will  accelerate 
in  the  coming  year,  but  look  for  a  price  drop  from  the  going 
rate  of  99<t  per  song  and  a  shakeout  among  the  swelling  ranks 
of  online  distributors.  The  big  need  here  is  a  good  and  easy 
way  to  network  a  sound  system  so  that  music  downloaded 
and  stored  on  a  PC  will  play  on  a  standard  stereo. 

THE  WORLD  OF  INFORMATION  technology  looks  dull  compared 
with  the  ferment  in  digital  entertainment.  Although  2004 
should  be  the  computer  industry's  best  business  year  since 
2000,  this  will  be  accomplished  by  companies  and  consumers 
armed  with  healthier  budgets,  buying  many  of  the  same 
products  they  found  resistible  this  year.  Intel  Corp.  caused  a 
splash  in  2003  with  its  Centrino  processor,  which 
dramatically  improved  laptop  battery  life  while  promoting  the 
expansion  of  wireless  networks.  For  2004,  the  big,  though 
relatively  unexciting,  news  from  Intel  will  be  its  Prescott 


chips,  which  will  bring  speeds  ol 
to  4  gigahertz  to  desktops.  Laptc 
will  get  faster,  lighter,  and  cheap 
Desktops  will  get  cheaper,  and  fl 
panel  displays  will  continue  to  s 
in  price,  with  quality  17-in.  modf 
heading  for  $350.  Cathode-ray 
tubes  will  gradually  disappear. 
The  handheld  market  will  be 
more  exciting.  Phone  handsets  a 
adding  features,  and  many  can  n 
sync  contact  and  calendar 
information  with  PCs.  PDAs  with 
mail  and  phone  capabilities,  sue 
palmOne  Inc.'s  hot-selling  Treo  ( 
and  Research  in  Motion  Ltd.'s 
BlackBerrys,  are  also  improving, 
and  their  market  share,  while  sm 
is  growing.  The  result  may  be  a 
market  split  between  these  bigge 
more  expensive  products  for  thoi 
who  want  full  e-mail  access  on  d 
go  and  smart  handsets,  such  as 
those  based  on  Microsoft  Corp.'s 
Windows  for  Smartphones,  or  Li 
for  everyone  else.  Sales  of 
conventional  PDAs,  such  as 
palmOne  Zires  and  Hewlett-Pack 
Co.  iPAQs,  likely  will  continue  to  shrink. 

What's  most  encouraging  is  that,  after  three  tough  years 
the  pace  of  innovation  remains  strong.  The  PC  market  is  la 
interesting  as  those  products  mature,  but  in  both  wireless 
consumer  electronics,  2004  looks  exciting.  As  always,  I 
to  take  this  ■occasion  to  thank  you  for  your  interest  and 
support  in  the  year  just  ending  and  wish  you  a  healthy, 
peaceful,  and  prosperous  2004.  ■ 

E-mail:  techandyou@businessweet 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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SONY 

's  gutsy  new  engineering  inside  the  SonyVAIO'ZI  Series  notebook  -igs  attached.  With  wireless  coniv 

the  first  ever  specifically  designed  around  Intel*  Centrino"  mobile  technology.  The  result  isn't  just  a  sle< 
5,  but  a  PC  that  packs  big  performance,  even  when  you  take  it  on  the  road.  Like  watching  DVD  movies.  CD  burning. 
>hoto  editing.  All  of  which  are  backed  by  up  to  IGB  RAM  and  a  60GB  hard  drive.1  Varoom!  www.sony.com/vaioZI 

REMARKABLE. 
A  PC  ENGINEERED  LIKE  A  SPORTS  CAR, 

NOT  A  COMPACT  CAR. 
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Sony  recommends  Microsoft 
Windows  XP  Professional 
for  Mobile  Computing. 
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Success  can  be  a  fragile  thing  in  the  restaurant 
business.  Particularly  when  fluctuating  food  costs  can 
quickly  ruin  profit  margins.  Savvy  restaurants  have  turned 
to  Cargill  for  help.  We  use  our  knowledge  of  markets 
to  deliver  a  more  stable  price  for  egg  products.  We 
also  deliver  products  in  ways  that  help  them  cut 
handling  costs.  So  now  restaurants  can  have  better 
cost  control  and  more  stable  margins.  Not  to  mention  more 
appetizing  profits.  This  is  how  Cargill  works  with  customers. 
collaborate     >     create     >    succeed 
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Nourishing  Ideas.  Nourishing  People: 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


What5 s  Really  Feeding 
The  Trade  Deficit  Beasl 


m  on  p 


The  U.S.  trade  deficit  will  exceed  5%  of  gross  domestic  product  this  year, 
big  trade  deficit,  combined  with  a  low  domestic  savings  rate,  requires  the 
U.S.  to  borrow  heavily  from  abroad.  We  currently  owe  the  world  about  4( 
of  one  year's  GDP— $4  trillion,  something  totally  unprecedented.  That 
figure  will  keep  rising,  with  more  of  our  own  income  going  to  service 
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external  debt.  At  some  point,  our  creditors  will  have  second 
thoughts.  For  two  decades,  economists  have  warned  about  the 
unsustainable  trade  deficit.  To  paraphrase  the  late  economist 
Herb  Stein,  anything  unsustainable  won't  be  sustained.  But 
will  the  rebalancing  be  a  soft  landing  or  a  painful  crash? 

I  fear  the  landing  could  be  nasty,  but  I  disagree  with  most 
economists  who  blame  the  problem  on  our  budget  deficit, 
savings  rate,  and  overvalued  dollar.  Look  more  carefully  and 
you'll  see  three  deeper  structural  causes,  all  related  to 
hegemony  and  ideology. 

First,  America's  geopolitical  dominance  causes  our  leaders 
to  subordinate  the  trade  problem  to  the  high  politics  of  war 
and  peace,  while  other  nations  put  economic  goals  first.  This 
is  truer  than  ever  under  George  W.  Bush.  As  the  China  talks 
illustrate,  we  would  rather  have  Beijing's  support  on  the 
Korea  crisis  than  insist  that  China  let  its  currency  float. 

Second,  as  prime  sponsor  of  the  free-trade  system,  the  U.S.  is 
often  indifferent  to  the  status  of  its  own  exports  within  that 
system.  Washington  periodically  (but  inconsistently)  goes  to 
bat  for  politically  important  industries,  like  steel,  or  fights  for 
intellectual-property  rights  prized  by  filmmakers  or 
drugmakers.  But  more  than  any  other  trading  nation,  it  doesn't 
much  care  where  production  is  located.  When  Wal-Mart  Stores 
Inc.  imports  most  of  its  goods  or  Intel  Corp.  produces  most  of 
its  microprocessors  offshore,  that's  great  for  the  company's 
bottom  line.  But  it  contributes  to  a  trade  imbalance  that  has 
become  structural.  The  U.S.,  as  sponsor  of  liberalized  trade, 
also  promotes  deals  like  NAFTA,  which  benefit  the  trading 
partner's  exporters  more  than  American  ones. 

This  penchant  has  intensified  under  Bush.  The  President 
fought  hard  to  get  China  into  the  WTO,  but  he  neglected  to 
insist  on  Chinese  policy  changes  in  advance,  while  U.S. 
negotiators  had  the  leverage.  The  U.S.  Commerce  Dept., 
unlike  its  French,  German,  Chinese,  or  Japanese  counterparts, 
actually  promotes  U.S.  offshore  production  and  investment. 

Third,  our  view  of  trade  is  hobbled  by  mistaken  economic 
theory.  Most  economists  discount  structural  factors.  In 
standard  theory,  the  trade  deficit  mainly  reflects  budget-deficit 
and  exchange-rate  fluctuations.  The  more  government 
borrows,  the  more  capital  we  have  to  import.  Unfortunately  for 
the  theory,  the  government's  budget  deficit  came  steadily  down 
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in  the  mid  to  late  1990s— and  the  trade  deficit  kept  climbin  ' 
even  right  through  the  recession,  when  reduced  consumpti  r 
supposedly  cuts  imports  and  improves  trade  balances. 

Similarly,  a  cheaper  dollar  supposedly  helps  the  trade 
balance  because  it  changes  the  relative  price  of  imports  ar 
exports.  But  here  again,  because  so  much  of  the  trade  defi  ,Jr 
structural,  exchange-rate  shifts  don't  produce  the  predicte 
gains.  The  dollar  has  steadily  fallen  against  the  euro  and  t 
yen,  but  the  trade  imbalance  keeps  rising.  Why?  Europear. 
and  Japanese  exporters  are  famous  for  "pricing  to  market. 6 
That's  why  the  showroom  price  of  Toyotas  and  Toshibas  si ' 
flat.  And  China,  with  its  immense  bilateral  imbalance  with  ^ 
U.S.,  keeps  its  currency  pegged  to  the  dollar,  so  the 

greenback's  decline  doesn't  helj  ta'io: 
all.  Until  Washington  appreciate  i ; 
the  structural  nature  of  the  trad  be, 
imbalance  and  adjusts  its  polio  ness  h 
accordingly,  the  trade  deficit  wil  r 
DUClget  just  deepen. 

The  U.S.  also  pays  a  price  for  T 
dollar-dominated  global  system,  ^ 
which  Charles  de  Gaulle  once 
called  America's  "exorbitant 
privilege."  It's  a  devil's  bargain:  _ 
buy  their  goods,  they  finance  oiu '" 
deficit.  They  embrace  the  idea  of"" 
free  trade,  we  accept  their 
mercantilism.  They  take  the  production  that  we  blithely      c 
outsource  and  we  accept  the  dollars  they  return  to  us. 

Worst  of  all,  the  Bush  Administration  is  addressing  neitb  s 
the  structural  nor  the  budgetary  sources  of  the  trade  crisis,  co 
economists  disagree  on  how  much  of  the  trade  deficit  is 
structural,  they  agree  on  what  a  hard  landing  looks  like:      fe 
World  financial  markets  lose  confidence  in  the  dollar  and  sti 
financing  the  mounting  trade  and  budget  deficits.  The  dollal 
goes  into  free  fall  and  the  U.S.  economy  crashes.  It's  not  a  J 
pretty  picture.  If  this  is  not  to  be  our  fate,  our  leaders  need  6 
grasp  the  real  causes  of  the  imbalance  and  to  remedy  them. 


Robert  Kuttner  is  co-editor  of  The  American  Prospect  andoi 
thor  of  Everything  for  Sale 
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Private  And  Nonprofit 
Corporate  Governance 


International  Venture  Capital 
Investing:  Outlook  for  2004 
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01  anticipating  an  initial  public 
stock  offering  or  a  sale  to  a  public 
company  must  plan  ahead  and 
comply  with  Sarbanes-Oxley 
prior  to  closing  the  transaction. 

Institutiotuil  investors  are  adopt- 
ing corporate  governance,  audit- 
ing, and  reporting  requirements 
of  Sarbanes-Oxlev  as  minimum 


it 


HTEH 


Hawley  Trdxell 

ENNlS&HAWLEYur 

Attorn  rrs  at  Law 


Hawley  Troxell  Ennis  &  Hawley  LLP, 
Idaho's  largest  law  firm,  provides  legal 
solutions  to  a  growing  number  of  clients 
throughout  the  Pacific  Northwest  and 
Intermountain  region,  as  well  as  across 
the  U.S.  The  firm's  attorneys  work  side 
by  side  with  business  clients  to  address 
the  daily  challenges  of  growing  and 
managing  an  enterprise.  Active  in  train- 
ing and  educating  businesses  in  corpo- 
rate governance,  the  firm  through  its 
sponsorship  of  the  Intermountain 
Business  Forum  presents  regional  con- 
ferences on  current  topics.  Over  50 
attorneys  in  four  offices  meet  clients' 
needs  in  business,  finance,  real  estate, 
construction,  employment,  litigation 
and  alternative  dispute  resolution. 
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standards  for  their  portfolio 
companies.  Companies  seeking 
institutional  capital  need  to 
comply  to  obtain  funding. 

Nonprofit  organizations  are 
adopting  Sarbanes-Oxley  stan- 
dards relating  to  audit  committees, 
auditor  independence,  conflict  of 
interest,  and  internal  controls  to 
meet  expectations  of  donors,  the 
public,  and  regulator)  authorities 
thai  oversee  nonprohN 

All  organizations  are  subject  to 
criminal  sanctions  imposed  by 
anes-Oxley  to*  protect  whistle- 
blowers  and  paihibit  the  destruc- 
tion ol  documents  in  contemplation 
of  an  Investigation  by  any  i 
agency;  and  private  and  nonprofit 
organizations  must  adopt  appropri- 
ate policies  and  procedun 


As  the  economy  picks  up  steam 
heading  into  2004,  international 
venture  capital  investment  mar- 
kets are  pnmed  for  growth;  yet 
may  suffer  from  new  legal  and  tax 
restnctions  on  capital  flow.  Before 
200 1 ,  many  international  venture 
capital  investors  preferred  using 
"offshore"  tax  havens.  Since  the 
September  11th  attacks,  > 
the  war  on  terror  has 
come  to  include  a  war 
on  banking  privacy. 
Passage  of  the  USA 
Patnot  Act  in  October 
2001,  has  allowed  the 
U.S.  government  to  slow 
the  flow  of  money  to 
small  tax  havens. 

The  new  law  gives 
the  Treasury  Depart- 
ment authority  to  order 
a  U.S.  bank  to  close 
its  account  with  any 
"offshore"  bank.  U.S. 
banks  are  also  required 
to  report  outbound  wire 
transfers  to  countries 
on  the  Treasury  De- 
partment's internal 
blacklist,  leading  some 
U.S.  banks  to  refuse  to 
do  business  with  banks 
in  these  countries. 

The  Patnot  Act  makes  it  easier 
for  prosecutors  to  freeze  suspect 
bank  accounts,  as  foreign  owners 

"International  tax 

planning  opportunities 

exist,  but  strict 

attention  to  detail 

and  expert 

guidance  are  required." 

are  now  required  to  appear  in  a 
I  S  court  to  daim  funds.  In 
response,  foreign  banks  are  adopt- 
ing strict  know-your-customer 
procedures  Wire  transfers  from 
U.S.  sources  must  lv  describt 


full  to  the  foreign  bank,  which 
may  refuse  to  accept  the  wire. 

On  the  income  tax  front,  pnor 
to  2002  the  Internal  Revenue 
Service  was  hampered  by  internal 
reforms.  The  lack  of  enforcement 
actions  left  many  corporate  and 
wealthy  taxpayers  emboldened. 
But  since  the  September   11th 


THE International  Business 
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Firm  attorneys  provide  tax  planning 
solutions  and  legal  services  for  interna- 
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tional projects  we  can  travel  world-wide 
or  assemble  a  team  of  foreign  profession- 
als to  maximize  your  value.  For  a  free  in- 
depth  report  on  international  venture 
capital  investing  in  2004,  send  an  email 
to  ben@ilawcenter.net,  or  contact  Ben 
Knaupp  at  503-626-7071. 

Portland,  OR  •  503-626-7071 
www.ilawcenter.net 


attacks  and  events  like  the  Enron 
scandal,  Congress  has  renewed 
calls  for  the  IRS  to  get  tough  on 
corporations  and  wealthy  tax- 
payers. 

With  these  restraints  in  mind, 
international  venture  capital 
investors  should  avoid  small  tax 
havens  entirely  for  now.  Some 
respectable  tax  havens  remain, 
such  as  Ireland  and  Hong  Kong 
Corporate  and  individual 
investors  must  be  aware  of  the 
numerous  reporting  require- 
ments relating  to  international 
>tments  and  transfers,  and 
the  large  fines  for  failure 
report  Interna  %  planning 

opportun  -t,   but    - 

attention   to   detail   and  expert 
lance  are  requi  i 
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The  New  International 
Trademark  Registration 


Retention  &  Destruction  Polic 
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Beginning  last  November, 
trademark  owners  are  now  able 
to  obtain  an  "International" 
trademark  registration  ("IR") 
covering  up  to  58  countries. 
The  IR  offers  significant  cost 
savings  for  applications,  and 
even  bigger  savings  for  ^^^ 
renewals,  which  are  r 
accomplished  in  a 
single  step  with  just 
one  charge,  instead 
of  individual  country 
charges.  Countries  may 
be  added  during  the 
application  process  as 
well  as  later  when 
the  trademark  owner 
expands  into  new  ter- 
ritories. Since  the  IR 
can  replace  existing 
national  registrations, 
it  can  effectively  re- 
duce the  number  of 
registrations  to  main- 
tain and  the  need  for 
costly  foreign  associ- 
ates. 

Portfolio    strategy 
must  be  tailored  to  the 
circumstances,  howev- 
er.   For    the    first    five 
years,  if  the  basic  application  or 
registration   is   refused,   with- 
drawn, or  cancelled,  the  IR  and 

"U.S.  trademark 

owners  now  have 

an  economically 

efficient  way  of 

obtaining  trademark 

registrations 

in  multiple 

jurisdictions." 

extensions  to  designated  coun- 
tries also  fail  (although  the  IR 
may  be  transformed  into  indi- 
vidual national  applications  or 


registrations).  Also,  because  the 
mark  covered  by  an  IR  cannot 
be  amended,  if  a  trademark 
owner's  mark  may  change  over 
time,  the  IR  may  not  be  the 
right  choice.  Finally,  the  IR's 
identification    of   goods    and 
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Thelen  Reid's  cross-disciplinary  Intellec- 
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of  their  intellectual  property  and  recog- 
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services  cannot  be  broader  than 
that  of  the  U.S.  application.  The 
U.S.  is  notoriously  strict  in  the 
specificity  it  requires  for  the 
goods  and  services  in  trade- 
mark applications,  so  a  trade- 
mark owner  may  get  broader 
coverage  of  goods  and  services 
if  it  files  its  non-U. S.  applica- 
tions directly  with  other  coun- 
tries. 

U.S.  trademark  owners  now 
have  an  economically  efficient 
way  of  obtaining  trademark 
registrations  in  multiple  juris- 
dictions. It  is  important  to 
develop  strategies  now  for  max- 
imizing the  benefits  of  this 
valuable  new  law.  Your  trade- 
mark specialist  can  help  you 
benefit  from  this  new  tool  for 
your  trademark  portfolio.  - 


The  changing  landscape  in  a 
post-Enron  corporate  America 
emphasizes  the  need  for  well- 
articulated  document  retention 
and  destruction  policies.  Several 
key  principles  have  emerged: 

1.  Every  company  both  public 
or  private,  and  regard- 
less of  their  size, 
should  adopt  a  policy 
and  follow  it  consis- 
tently. 

2.  The  policy  must 
effectively  identify  and 
preserve  documents 
that  may  be  relevant  in 
litigation  or  other  inves- 
tigations. 


Once  a  policy  is  formu 
it  is  essential  to  properly 
relevant  employees.  Add 
ally,  it  is  important  to  pe 
regular  audits  to  dete 
what  changes,  if  any,  need 
made. 
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A  compliant  policy 
should  address  the  fol- 
lowing: 

•  What  documents  to 
retain  and  for  how  long 
-including  electronic 
records; 

•  Who  is  designated  to 
oversee  and  implement 
the  policy; 

•  Where  the  documents  ^^^" 
will  be  stored  and  the  system  of 
organization; 

•  How  to  dispose  of  documents 
and  under  what  circumstances 
that  process  may  be  suspended. 

•  Annual  evaluations  of  the  policy 
to  ensure  legal  requirements  have 
not  changed. 

E-mail,  Word  files,  PDFs  and 
web  page  files  should  be  viewed 
as  "documents"  and  must  be 
carefully  considered  in  any  doc- 
ument' retention  policy  The 
policy  should  set  out  guidelines 
as  to  when  to  file  or  print  an 
electronic  document  the  com- 
pany wishes  to  retain  beyond  a 
given  time  period.  Unnecessary 
documents  can  be  purged  at 
regular  intervals  in  accordance 
with  a  company's  needs. 
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Potential     negative     a 
quences   dramatically   ui 
score  the  need  for  a  docul 
retention    policy.    Impro] 
destroying     documents 
result   in   civil   liability, 
sanctions  or  criminal  chs 
Under  the  Sarbanes-Oxleyj 
destroying  documents  in 
lation  of  the  Act  is  a  fe 
punishable  by  fines  of  u| 
$500,000   and   imprisonr 
up  to  20  years. 

Companies    are    urged 
review  current  retention 
or  adopt  a  new  one.    Bee 
of    the    complexity    of 
and    emerging    laws    in 
area,   advice   of  legal   cot 
well   versed   in   the   law 
your  business  is  usually  re< 
mended. 
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opes  for  the  New  Year 
Iren't  Just  Sentimental 

ii  bit  of  evidence:  The  long-awaited  rebound  in  manufacturing 


U.S.  ECONOMY 


For  the  first  time  in  four  years,  the  economy  is 
ding  into  a  new  year  on  a  solid,  broadly  based  foundation  that  is 
crating  great  expectations  for  2004.  Will  those  hopes  be  validated? 
that  question,  the  data  at  the  close  of  2003  are  undeniable:  The 
nomy's  momentum  is  real,  and  it  will  continue  to  build  into  early 


In  BusinessWeek's  annual  survey,  economists 
t  that  real  gross  domestic  product  will  grow  4.3% 
first  quarter  and  4.1%  for  the  year  (page  70). 
s  new  energy  shouldn't  be  surprising,  for  two 
mental  reasons.  First,  the  economy's  underlying 
■  to  grow  will  always  reassert  itself.  And  second,  this 
iround,  that  force  was  propelled  by  record  low 
st  rates  and  massive,  quickly  enacted  tax  cuts. 

Jd,  one  of  the  key  lessons  of  2003  is:  Policy  works. 
H  push  from  historically  stimulative  economic  policy 
wing  up  right  where  it  would  be  expected  to,  in 
t  ;er  demand  across  all  major  categories.  Consumers 
i  t  to  post  brawnier  spending  gains  coming  out  of  the 
l  t  quarter  than  when  they  began  the  period.  Tax  cuts, 
)  jobs,  and  increased  wealth  from  a  10,000  Dow 
■J  industrial  average  lifted  retail  sales  by  a  sturdy 
Bn  November,  and  those  factors  will  help  spending 
a  rcome  December's  bad  weather.  Low  interest  rates 
Blping  to  keep  builders  the  most  optimistic  in  years 
ilivember  housing  starts  rose  close  to  a  20-year  high. 
Hiinesses  are  ramping  up  their  equipment  oudays, 
n  reflecting  new  tax  benefits  from  more  favorable 
nidation  allowances.  Companies  are  also  scurrying  to 
y  d  depleted  inventories,  as  stock  levels  sink  to  record 
v  n  relation  to  sales.  Some  of  this  new  demand  is 
ii  to  imports.  But  U.S.  manufacturers  are  also 
n  iting  noticeably,  with  industrial  production  and 
il  ition  rates  rising  decisively  in  November.  Plus,  U.S. 
p  ters  are  finally  seeing  foreign  demand  pick  up 
a  ly,  a  trend  that  should  accelerate  in  2004  when 
i  mies  around  the  globe  post  faster  growth. 
\  reoveTj  despite  this  economic  verve,  the  consumer 
i(  index  actually  fell  0.2%  in  November,  and  excluding 
e  y  and  fond,  the  core  index  dropped  0.1%,  taking 
ii  il  mre  inflation  to  a  40-year  low  of  1.1%.  Some  one- 
mis  were  at  work  in  November,  but  amid 
ojimic  slack  at  home  and  abroad,  the  economy  has 
el/  of  room  to  grow  without  pressuring  prices. 

IFIAPS  THE  CLEAREST  SIGN  of  the  economy's 

momentum  is  the  v  itality  in  the  long-depressed 

I. k  Hiring  sector.  In  November, output  in  U.S. 
t  irs,  milk's,  and  utilities  rose 0.9%, and  production  in 
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the  factory  sector  alone  jumped  1%,  the  largest  monthly 
increase  in  four  years  (chart).  The  turnaround  began  last 
spring,  but  since  August,  factory  output  has  grown  at  an 
annual  rate  of  8.7%,  a  three-month  pace  on  a  par  with 
some  of  the  best  showings  of  the  late-1990s  boom. 
Consequendy,  the  factory  operating  rate,  while  still  at  a  low 
73.8%  in  November,  has  been  rising  steadily  since  May. 

This  output  rebound  is 
what  happens  when  a 
three-year  bust  in  capital 
spending  and  a  depleted 
stock  of  inventories  come 
face  to  face  with  a  sharp 
surge  in  demand. 
Companies  find  that  they 
need  either  to  boost  their 
oudays  on  equipment 
and  inventories  or  risk 
losing  sales. 

The  recovery  in  capital 
spending,  led  by  tech,  is 
boosting  production  of  business  equipment,  which  rose 
1.7%  in  November.  In  the  past  three  months,  business- 
equipment  output  grew  at  rates  comparable  with  those 
seen  in  the  capital-spending  boom  of  the  late  1990s. 
Production  of  high-tech  gear  has  been  climbing  all  year 
and  now  stands  275%  above  its  year-ago  levels. 

AT  THE  SAME  TIME,  the  need  to  build  up  inventory 
levels  is  acute.  Inventories  at  manufacturers,  wholesalers, 
and  retailers  rose  0.4%  in  both  September  and  October, 
but  they  are  still  slightly  below  where  they  were  six 
months  ago.  Meanwhile,  overall  business  sales  are  up 
4.6%,  and  an  increasing  number  of  purchasing  managers 
says  stock  levels  are  too  low. 

The  inventory  situation  is  even  more  pressing  when 
autos  are  excluded.  The  number  of  cars  parked  on 
dealers'  lots  began  to  rise  in  early  fall,  prompting  a  new 
round  of  sales  incentives.  Excluding  autos,  the  ratio  of 
inventories  to  sales  is  at  a  record  low,  even  after 
accounting  for  how  technological  changes  have  reduced 
the  amount  of  inventories  that  businesses  desire  to  hold. 

Further  rebuilding  of  I   s  inventories  will  provide  a 
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boost  to  American  manufacturing,  but  it  also  will  lift  the 
inflow  of  imports.  The  widening  trade  de'ficit  will 
probably  be  a  drag  on  growth  in  the  fourth  quarter.  In 
October,  the  trade  deficit  of  goods  and  services  increased 
to  $41.8  billion,  from  $41.3  billion  in  September.  The 
trade  gap  began  the  fourth  quarter  well  above  its  third- 
quarter  average,  and  it  could  worsen  further  because 
imports  are  increasing  at  such  a  rapid  pace. 

But  the  focus  on  the  rising  trade  deficit  obscures  a 
welcome  trend  within  the  foreign  sector:  Exports  are 
increasing.  Foreign  shipments  have  risen  in  five  of  the 
last  six  months,  including  a  2.6%  gain  in  October.  After 
adjusting  for  price  changes,  merchandise  exports  are 
growing  this  year,  after  plunging  in  2001  and  showing  no 
growth  in  2002.  This  turnaround  in  exports  is  another 
source  of  the  momentum  for  the  U.S.  economy. 

IN  ADDITION,  to  the  surprise  of  many,  housing  is 
speeding  up.  Most  economists  had  expected 
Homebuilding  to  be  waning  by  now.  After  all,  new  home 
sales  have  posted  consecutive  record  highs  for  three  years 
in  a  row,  so  it's  hard  to  see  where  the  pent-up  demand  is 
coming  from.  But  if  s  another  example  of  how  policy 
works:  Thanks  to  an  accommodative  Federal  Reserve, 
mortgage  rates  remain  low  enough  to  keep  interest  in 
homeownership  high. 

As  a  result,  builders  in  November  were  the  busiest 
they've  been  in  almost  two  decades.  Starts  jumped  for  the 
third  consecutive  month,  rising  4-5%  to  an  annual  rate  of 
2.07  million  (chart).  A  building  number  above  2  million 
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hasn't  been  seen  since  early  1984.  Although  pre-winte 
storms  may  have  curbed  some  of  December's  activity, 
homebuilding  in  the  fourth  quarter  is  on  track  to  inert 
sharply  from  its  pace  of  the  third  quarter,  adding  anot 
plus  for  real  GDP  growth  at  yearend. 

Thanks  in  part  to  fixed  mortgage  rates  still  running 

under  6%,  builders  an 


HOUSING:  ON  TRACK  FOR 
ANOTHER  BANNER  YEAR 


MILLIONS,  AT  ANNUAL  RATES 


fairly  upbeat  as  2003 
draws  to  a  close.  The 
December  Housing 
Market  Index,  compile 
by  the  National 
Association  of  Home 
Builders,  stayed  at  a  hi 
reading  of  70%  in 
December,  with  buyer 
traffic  rising  to  51%  fix 
47%  in  November.  Anc 
long  as  rates  and  the 
weather  hold  out, 
housing  might  even  add  to  real  GDP  growth  in  the  first 
quarter  as  well. 

Like  resolutions  to  stop  smoking,  economic  optimist 
abounds  every  time  the  calendar  turns  over.  But  in  the 
recent  past,  drags  such  as  excess  capacity  or 
unforeseeable  events  like  the  corporate  scandals  have 
managed  to  short-circuit  the  recovery's  power.  Heading 
into  2004,  however,  the  economy  is  finally  well- 
positioned  to  make  good  on  expectations  that  the  year 
will  be  better  than  the  one  it  replaces.  ■ 
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A  Lot  of  Drag  on  This  Recovery 


JAPANESE  BUSINESS  confidence  is 

at  levels  not  seen  since  2000.  But  a 
strengthening  yen  and  deflation  are 
leaving  Corporate  Japan  with  a 
cautious  outlook  for  2004. 

The  Bank  of  Japan's  Tankan  survey 
of  business  confidence  climbed  to  11 
in  December,  from  1  in  September 
(chart).  The  strong  showing  points  to 
a  further  pickup  in  economic  growth 
for  the  fourth  quarter.  Even  small- 
and  medium-size 
factories,  as  well  as 
nonmanufacturers  of 
all  sizes,  reported 
better  conditions— a 
good  indication  that 
the  domestic 
economic 

environment  is  finally 
turning  around. 

At  the  same  time, 
businesses  were  a 
little  less  optimistic 
about  conditions  in 
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early  2004.  One  reason  is  a  slowdown 
in  profit  growth.  That's  especially  true 
for  large  manufacturers.  They  expect 
profits  in  the  second  half  of  fiscal  year 
2003,  which  ends  in  March,  to  rise 
just  3.1%  from  the  year  before  vs.  a 
29.1%  jump  in  the  first  half. 

A  stronger  currency  is  a  big  source 
of  concern.  Japan's  economic 
recovery  is  riding  on  a  rising  wave  of 
export  demand.  But  the  yen  has 

surged  11%  against 
the  U.S.  dollar  since 
July.  If  the  yen  keeps 
gaining,  exporters 
risk  reduced  sales  and 
smaller  profit 
margins.  Even  an 
unconfirmed 
government  sale  on 
Dec.  10  of  $9.3  billion 
worth  of  yen  in  the 
foreign-exchange 
market  had  little 
impact.  The  Ministry 


of  Finance  may  hit  the  cumulative 
ceiling  for  foreign-currency 
purchases  of  $734  billion  before  the 
fiscal  year  ends  unless  the 
government  includes  a  provision 
raise  the  ceiling  in  an  anticipated 
January  supplementary  budget. 

Another  issue  is  deflation.  Whil 
fewer  businesses  said  they  lowere 
prices  in  the  latest  Tankan  report, 
more  anticipate  having  to  do  so  e 
next  year.  But  in  general,  respond^ 
expect  to  pay  more  for  raw  mated 
in  early  2004. 

The  rising  yen  and  continued 
deflation  shouldn't  derail  Japan's 
recovery,  but  economists  don't  agr 
on  just  how  much  of  a  drag  they 
be  in  2004.  Right  now,  economic 
growth  forecasts  range  from  a  littl 
under  2%  to  near  3%.  But  as  long 
the  economy  grows  through  2004, 
would  make  the  current  recovery 
longest  since  1997.  ■ 

-By James  Mehring  in  New 
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IRAQ 


THATS  ONE 
PROBLEM 


Saddam's  capture  is  a  big  break  for 
the  U.S.-but  the  road  to  a  stable  Iraq 
remains  long  and  treacherous 


HE  SUBDUED  GEORGE  W. 
Bush  who  faced  reporters 
on  Dec.  15  after  the  cap- 
ture of  Saddam  Hussein 
bore  scant  resemblance  to 
the  jaunty  leader  in  a  flight 
suit  who  once  reveled  in 
the  end  of  major  military  operations  in 
Iraq.  If  there's  one  thing  Bush  has 
learned  from  his  grand  experiment  in 
Arab  democracy,  it's  that  celebrations  of- 
ten prove  premature  while  unforeseen 
snares  are  everywhere. 

So  when  the  President  took  note  of  Sad- 
dam's seizure  two  days  earlier  on  the  out- 
skirts of  Tikrit,  he  chose  his  words  with 
care.  To  Iraqis  who  have  suffered  for  years 
under  Saddam's  rule,  he  declared  that  "the 
nightmare  of  the  Baathist  tyranny  is  final- 
ly over."  For  Americans  who  have  read  the 
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casualty  reports  from  Iraq  with  growing 
alarm,  Bush  offered  caution:  "The  work  of 
our  coalition  remains  difficult  and  will  re- 
quire further  sacrifice." 

BADLY  NEEDED  BOOST 

THE  CAPTURE  OF  the  Iraqi  strongman 
and  the  sudden  success  of  big  counter- 
insurgency  sweeps  in  central  Iraq  repre- 
sent major  breakthroughs.  And  a  White 
House  hungry  for  good  news  intends  to 
play  the  Saddam  card  to  the  hilt  with 
Iraqis  even  as  it  downplays  the  news  at 
home.  By  trumpeting  the  dictator's  sur- 
render, occupation  authorities  hope  to 
weaken  die-hard  resistance  in  the  Sunni 
Triangle.  Already,  there  are  signs  that  the 
changed  climate  in  Iraq  may  spur  some 
reluctant  allies  to  come  to  terms  with  the 
U.S.  on  reconstruction  and  power  shar- 


ing. Most  important,  the  mood  shift 
alter  the  atmospherics  of  the  trou 
postwar  period  and  head  off  the  gro 
perception  that  the  adventure  was 
ing  into  a  typical  Mideast  mess. 

Yet  Bush  is  working  hard  to  damp 
euphoria.  By  resisting  the  temptation 
rejoice,  he  is  steeling  the  country  for  t 
possibility  of  years  of  turmoil  in  Iraq.  G 
en  the  huge  challenges  ahead,  the  stan 
was  prudent.  Even  as  the  world  marvel 
at  pictures  of  a  haggard  Saddam,  insi 
gents  stepped  up  their  guerrilla  war 
Iraq.  In  Sunni  strongholds,  pro-Sadda 
demonstrators  took  to  the  streets. 

What's  important  to  understand  al 
Bush's  new  tack  is  that  he  isn't  just  pi 
ing  the  traditional  game  of  lowering 
pectations  to  magnify  future  triumph 
Bush  team  that  once  spun  gossamer 
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UNDERFOOT 

The  White  House 
is  playing  the 
Saddam  card  to  the 
hilt  in  Iraq,  even  as 
it  tries  to  dampen 
euphoria  at  home 
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sions  of  a  Mideast  spurred 
to  reform  by  the  transfor- 
mation of  Iraq  has  begun 
to  absorb  the  enormity  of 
the  task— and  the  realiza- 
tion that  moving  toward 
democracy  could  itself  cre- 
ate new  turmoil. 

LEFT  OUT 

IN  THE  POST-BAATH  Party 
vacuum  (page  41),  jockey- 
ing among  Shiites,  Sunnis, 
and  tribes  of  all  stripes  is 
intensifying.  The  Sunnis, 
who  filled  most  top  Baath 
Party  slots,  are  convinced 
they  will  go  from  elite  sta- 
tus to  reviled  minority. 
With  a  decentralized  insur- 
gency that  doesn't  rely  on 
Saddam  for  orders,  anti-U.S.  attacks 
could  actually  get  worse  before  they 
moderate.  Confronted  by  the  humiliation 
of  Saddam's  meek  surrender,  radical  Is- 
lamists could  redouble  efforts  to  recruit 
suicide  bombers. 

That  explains  why,  despite  the  bright- 
ening prospects  opened  up  by  Saddam's 
capture,  U.S.  officials  are  resigned  to  a 
lengthy  stretch  of  hostilities.  General 
Richard  B.  Myers,  chairman  of  the  Joint 
Chiefs  of  Staff,  told  reporters  on  Dec.  16 
that  U.S.  troops  will  be  in  Iraq  "through 
the  next  couple  of  years." 

Yet  Saddam's  capture  also  presents 
many  opportunities.  On  the  ground,  the 
U.S.  can  capitalize  on  intelligence  ad- 
vances now  that  Iraqis  know  Saddam 
won't  return.  Each  new  human  link  in  the 
intelligence  chain  can  weaken  the  insur- 
gency. With  CIA  agents  descending  on 
Iraq  in  force,  hit  teams  scouring  the  coun- 
try for  guerrilla  leaders,  and  the  4th  In- 
fantry Division  spearheading  large-scale 
ground  sweeps  of  rebel  strongholds, 
some  order  could  finally  be  restored. 

Even  a  modicum  of  security  would 
help  with  the  slow  slog  of  reconstruction, 
and  could  entice  leery  aid  workers  and 
entrepreneurs  to  head  back  to  Iraq.  "The 
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a  lack  of  basic  service 

matic  Baker  into  the  W,.^  [ 
war  policy  mix.  Haik  s 
Europeans  as  a  flexibl 
gotiator,  the  former  J 
tary  of  State  could 
Bush's      Foggy      Bo  ! 
diplomats   a   hand 
(9|    easing  hard  feelings  it 
Western  alliance 

In  economic  terms 
potential  transition  of 
from  seething  war  zoi  | 
conventionally  dicey 
World  hot  spot  isn't  a 
mic  event.  A  more  se 
Iraq    could    pump    i  11 
crude,  helping  to  stab  « 
But  the  big  change,  ana 


oil  prices 

say,  is  psychological.  If  the  U.S.  can  s 
if  s  pacifying  Iraq,  fears  of  a  prolonge 
cupation— and  a  bigger  U.S.  deft 
would  recede  in  the  bond  market.  "It 
tainly  looks  promising  that  we're 
going  down  the  [Vietnam]  path," 
Stuart  Schweitzer,  global  markets  str 
gist  at  jPMorgan  Fleming  Asset  Man;  antime. 
ment.  "Confidence  is  everything." 
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capture  of  Saddam  is  a  catalytic  moment," 
says  Christopher  Hill,  professor  of  interna- 
tional relations  at  the  London  School  of 
Economics  &  Political  Science.  "Everyone 
in  Europe  agrees  that  it  is  in  their  common 
interest  to  stabilize  the  situation." 

Snaring  Saddam  is  already  yielding  div- 
idends for  Bush  outside  Iraq.  Just  two  days 
later,  a  mission  to  Europe  by  special  envoy 
James  A.  Baker  III  produced  a  French  and 
German  agreement  on  a  U.S.  call  to 
reschedule  Iraq's  $127  billion  debt.  Russia, 
which  has  indicated  it  might  also  pitch  in 
on  debt  forgiveness,  is  even  mulling  de- 
ploying troops  to  help  ease  the  peacekeep- 
ing burden  on  the  U.S.  Equally  important 
is  the  insertion  of  the  smooth  and  prag- 


:  set  ik' 


ll/XBC 

say  the 

fer.  \s.  3 

itwa 

'srt 
linge 

sstnl  | 


NEED  FOR  REPAIRS 

INSIDE  IRAQ,  THOUGH,  confidence 
only  be  instilled  the  old-fashioned  way 
end  to  lawlessness,  accompanied  by 
proved  job  opportunities  and  basic 
es.  According  to  the  Pentagon,  electri  vfr 
generation    is    running    around 
megawatts,  still  below  the  prewar 
4,400  MW.  Hospitals,  clinics,  and  p^sentai 
stations  are  all  starting  to  function 
the  country,  but  local  leaders  continui 
complain  about  poor  conditions.  Wate 
pumping  at  65%  of  prewar  output, 
shouldn't  get  carried  away  with 
great  victory  [Saddam's  capture] 
says  former  National  Security  Council 
rial  William  B.  Quandt.  "We  still  needing  i 
get  things  working  for  everyday  Iraqis. 
To  accelerate  the  rebuilding  proa 


3^ 

levekolitu 


wha  Bi 
W5  mi 


st 

tit  . :. 
It  It 


h 


*1 


Saddam's  Capture:  What  It  Means 


IRAQI  SELF-GOVERNMENT 

Without  the  specter  of  Saddam  Hussein's  return, 
transfer  of  authority  to  Iraqis  can  proceed  more 
easily.  Risks:  As  real  clout  moves  within  the 
Iraqis'  grasp,  expect  more  infighting  over  who 
gets  the  power. 


RECONSTRUCTION 

The  U.S.  has  a  window  to  tamp  down  civil 
unrest  while  working  to  improve  services. 
Risks:  Spending  could  slow  over  contracting 
disputes,  spawning  a  wider  backlash  and 
increased  violence. 


INTERNATIONAL  COOPEI 

France,  Germany,  and  Russia  indicated  I 
forgive  a  portion  of  Iraqi  debt.  Risks:  If  tH 
Administration  bars  those  countries  fror 
big  rebuilding  contracts,  they  may  balk  < 
major  debt  relief. 


I 


loalition    Provisional    Authority 

to  go  all-out  on  the  $IH  billion  in 


contracts  CI'A  leader  L  Paul  Bre- 
I  envisions  for  public  infrastruc- 
rojects.  Only  one  problem:  The 

listration  has  limited  bidding  to 
is  that  participated  in  Operation 
Freedom.  But  with  Baker  on  the 
utting  deals,  there  is  a  possibility 
le  White  House  could  relent, 
he  wake  of  the  good  news  from 
President  Bush's  approval  num- 
tmped  6  points  in  early  polls,  put- 

:E§im  at  a  reelectable  58%  for  the  first 
1  months.  But  although  Saddam's 
e  left  many  Democrats  off-bal- 
political    analysts    assert    that 
;  bounce  could  be  ephemeral  if 
fears  about  the  lack  of  an  Iraq 
rategy  persist.  "We're  probably  in 
week  period  where  we'll  see  a  pos- 
Esponse"  from  voters,  says  Demo- 
pollster  Stanley  B.  Greenberg.  Af- 

j  flt,  Dems  say,  they'll  still  try  to 

ice  the  electorate  that  even  a 

iuceessfiil  Iraq  operation  is  a  dis- 

>n  from  the  more  important  goal 

ibating  Osama  bin  Laden  and  the 

of  global  terrorism. 

antime,  scooping  up  Saddam  is 

ideally  curbing  public  pessimism 

the  mission.  In  a  new  Wall  Street 

i//NBC  News  poll,  62%  of  respon- 

sav  the  Iraq  war  has  made  Amer- 

er,  vs.  32%  who  disagreed.  In  Sep- 

:r,  it  was  52%-43%. 

h's    reelection    prospects    will 

y  hinge  on  "whether  or  not  we  are 

ful  in  stabilizing  the  economic 

iolitical  situation  in  Iraq,"  says 

sentative  Cal  Dooley  (D-Calif.),  a 

■  party  moderate.  A  lot  of  an- 

,  bloodshed,  and  disappointment 

still  stand  between  the  President 

(  he  perception  that  stability  is  at 

But  it  no  longer  seems  like  Mis- 

mpossible.  ■ 

-By  Stan  Crock,  Lee  Walcxak,  and 
rd  S.  Dunham  in  Washington,  with 
David  Fairlamb  in  Frankfurt,  Kerry 
ipcll  in  London,  and  bureau  reports 
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fil  ish  could  regain  the  political  high 
f\  that  Saddam  is  in  custody. 

may  expect  everything  from  banner 
•a|  ales  to  finding  Osama  bin  Laden. 
I  se  expectations  will  be  tough. 


COM  M  KNTARY 


BY  STANLEY  REED 


Forging  One  Nation 
From  Three  Agendas 

What's  the  best  way  to  bring  Shiites,  Sunnis, 
and  Kurds  together  under  a  cohesive  democracy? 


SADDAM  HUSSEIN  WAS  a  ruthless  dictator  who 
left  a  legacy  of  mass  graves  and  damaged 
survivors.  He  did,  however,  manage  to  hold 
together  a  fractious  country  through  the  force  of 
his  personality— and  some  of  the  most  violent 
repression  the  world  has  ever  witnessed.  Even  before  his 
capture  on  Dec.  13,  his  removal  from  power  had 
unleashed  a  wave  of  chaos  and  criminality.  Now  the 

far  from  united  themselves.  Many  secular 
Shiites  want  no  part  of  bans  on  alcohol 
and  other  strictures  favored  by  their 
more  observant  coreligionists.  Likewise, 
the  Sunni  community  ranges  from  the  ed- 
ucated elite  of  academics  and  former  bu- 
reaucrats to  the  thugs  who  served  as  Sad- 
dam's spies  and  enforcers. 

Coming  up  with  a  democratic  gov- 
ernment that  doesn't  tread  too  hard  on 
the  toes  of  any  of  the  groups  will  be  a 
formidable  task  for  Iraq  Civilian  Admin- 
istrator L.  Paul  Bremer  III  and  the  25 
Iraqis  he  has  appointed  to  a  Governing 
Council.  If  they  fail,  the  July  deadline  for 

We  will  not 
have  the  Iraqi 
bureaucracy 
decide  our 
priorities  here. 
Those  days 


greatest  challenge  facing  the  U.S.  and  the 
Iraqis  is  to  craft  a  new,  democratic  gov- 
ernment that  can  bind  Iraq's  long-divid- 
ed religious  and  ethnic  groups  together. 
The  U.S.  has  agreed  to  turn  over  power 
to  an  Iraqi  authority  by  July.  But  forging 
a  consensus  among 
Iraq's  disparate  com- 
munities could  prove 
far     more     difficult 
than  rounding  up  the 
cagey  Saddam. 

Post-Saddam  Iraq 
is  a  country  without  a 
defining  national 
identity,  and  over  the 
long  term  that's  a  situ- 
ation potentially  more 
dangerous  than  the 
threat  currently  posed 
by  the  insurgents. 
Cobbled  together  by 
the  British  in  the 
1920s,  Iraq  resembles  three  countries 
more  than  one;  it  was  kept  together  by 
strongmen  rulers  even  before  Saddam. 
The  Kurds  in  the  north,  the  Sunni  Arabs 
north  and  west  of  Baghdad,  and  the  Shiite 
Arabs  of  die  SOUtb  and  center  inhabit  vast 
swaths  of  territory.  There  has  long  been 
tension  where  the  communities  overlap. 
Such  as  in  Kirkuk  and  Mosul.  As  if  all  that 
weren't  enough,  the  various  groups  are 
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are  over. 

-Barham  Salih.  Prime  Minister  of' the 

Kurdish  regional  government 

in  Sulaimaniya 
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handing  over  power  may  have  to    RALLY  IN  MOSUL 

be  postponed.  The  country  could    Saddam  loyalists 
break  up  or  experience  the  cycles    show  their 
of  insurrection  and  repression    support  three 
that  plagued  the  Saddam  years.     ^Dture 
"The  U.S.  needs  to  find  a  delicate    ^^^^_ 
system  of  checks  and  balances  to 
enable  all  the  major  groups  to  live  in  a  stable  envi- 
ronment," says  Amatzia  Baram,  a  specialist  on  Iraq  at 
the  University  of  Haifa  in  Israel.  Particularly  impor- 
tant will  be  steps  to  reassure  the  Sunnis,  who  have 
lost  power  because  of  Saddam's  fall  and  fear  a  gov- 
ernment led  by  their  Shiite  rivals. 

The  Best  Bet  for  Iraq 

HOW  TO  DO  IT?  Bremer  and  the  Governing  Council 
have  agreed  to  make  use  of  18  existing  governorates 
around  the  country.  The  governorates  would  have  au- 
thority over  local  affairs,  and  by  the  end  of  May  next 
year,  each  is  supposed  to  choose  representatives  to  a 
Transitional  National  Assembly.  The  assembly  in  turn 
would  choose  leaders  and  appoint  a  cabinet  that 
would  serve  until  elections  for  a  permanent  govern- 
ment by  the  end  of  2005. 

But  this  plan  may  be  resisted,  especially  by  the 
Kurds,  who  constitute  15%  to  20%  of  the  country's  24 
million  population.  They  suffered  hellish  persecution 
under  Saddam  and  have  enjoyed  their  own  self-ruled 
enclave  in  northern  Iraq  since  the  1991  Persian  Gulf 
War.  The  Kurds  have  their  own  de  facto  border  con- 
trols, laws,  and  an  80,000-strong  army,  and  will  be 
loath  to  permit  any  rollback  of  their  autonomy.  "We 
will  not  have  the  Iraqi  bureaucracy  decide  our  priori- 
ties here.  Those  days  are  over,"  says  Barham  Salih,  Prime  Min- 
ister of  the  Kurdish  regional  government  in  Sulaimaniya. 

The  best  bet  for  the  new  Iraq  might  be  a  federation.  Three  to 
five  separate,  large  regions  could  be  given  substantial  autono- 
my, with  the  central  government  in  Baghdad  kept  relatively 
weak.  Some  guarantee  for  minorities  in  the  various  regions 
would  have  to  be  found.  Shiite  religious  leaders 
don't  want  powerful  regions  that  would  di- 
lute their  national  clout,  and  there's  always 
the  danger  the  country  could  splinter.  But 
the  Sunnis  may  find  it  easier  to  accept 
their  loss  of  power  to  the  Shiites  if  they 
control  their  own  areas.  And  the  Kurds 
are  in  effect  demanding  such  a  setup.  So 
Bremer  should  reconsider  a  truly  fed- 
eral solution  as  the  most  prag- 
matic way  out  of  a  tricky 
situation. 

Whatever  form  of  gov- 
ernment is  adopted,  the 
Sunni  minority  must  be 
assured  a  role.  The  Sun- 
nis, who  make  up  just 
20%  of  the  population, 
have  monopolized  Iraqi 
political  positions  for 
decades.  Now  they  find 
themselves  out  in  the 
cold,  as  Shiites  dominate 
new  institutions  such  as 
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the  Iraqi  Governing  Council.  That  enormous  shift  in  the  ^ 

er  balance  has  alienated  many  Sunnis,  who  could  be  big  ^l  ' 

tributors  to  a  new  Iraq  and  are  also  capable  of  making  tr  t 

if  they  are  left  out.  Most  of  the  self-styled  guerrillas  respoi  L  p 

for  bombings  and  shootings  are  Sunnis.  "The  Sunnis  ii  % \ 

area  don't  feel  they  have  been  taken  into  account  by  the  |t 

erning  Council  and  the  current  system,"  says  Faleh  Al-Na 

Deputy  Governor  of  Salaheddin  in  the  so-called  Sunni  tri 

north  of  Baghdad. 

Al-Naqeeb  says  unemployment  in  his  hometovv 

Samarra— the  scene  of  much  recent  fighting— is 

ning  around  75%.  Jobless  idlers  are  easy  target 

guerrilla  leaders  who  want  to  add  to  their  num 

That's  why  the  British  have  been  urging  their  Ame  J 

allies  to  dangle  more  carrots  in  the  form  of  economic 

rather  than  relying  only  on  harsh  military  tactics  to 

press  the  resistance  in  these  places.  "We  have  to  mak  7 

Sunni  heartland  feel  that  it  has  a  stake  in  the  fun 

says  a  senior  British  official.  "Otherwise  people K 
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be  recruited  to  the  [resistance]  campaign." 
That  message,  at  least,  seems  to  be  get 
across.  Al-Naqeeb  says  he  has  been  prom 
$8  million  to  $10  million  by  the  U.S.  for 
struction  projects  in  Samarra  that  w 
employ  locals.  And  next  year,  more  than 


billion  will  start  flowing  into  Iraq.  Mc 
will  go  a  long  way  toward  improving  ' 
public  mood.  But  Iraq  is  likely  to  I ,( 
dangerous,  divided  place  until  its  people  fir 


way  to  fill  the  vacuum  left  by  Saddam. 
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EING:  PUTTING  OUT 
]HE  LABOR  FIRES 

M)  Stonecipher  is  forging  better  union 
Rations  in  an  effort  to  keep  costs  down 


N    DEC.    16,   BOEING'S 
new    CEO,    Harry    C. 
Stonecipher,  stood  up  in 
a    Seattle    convention 
center  and  announced 
that    the    company 
would  go  ahead  with  its 
iner  and  build  it  in  nearby  Everett, 
"The  7e7  is  a  real  game-changer," 
lared  as  commercial-plane  division 
Ulan  Mulally  looked  on  approving- 
pw  let's  go  sell  it." 
at  Stonecipher  didn't  tell  the  as- 
ed  3,000  Boeing  Co.  employees 
at  10  days  earlier,  he  had  quietly 
ached  the  chief  of  the  company's 
st  and  feistiest  union,  the  Interna- 
Association  of  Machinists,  to  offer 
ve  branch.  At  that  meeting,  Stone- 
r  not  only  told  Ma- 
iSts    President     R. 
as  Buffenbarger  that 
g    would    build    the 
in  Everett,  he  went 
further— offering  to 
hand  in  hand  with  the 
s  to  end  decades  of 
labor   relations   that 
^  uink  employee  morale 
all-time  low. 
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onsidered  a  foe  of  or- 

■d  labor,  have  such  a 

il  change   of  heart? 

■any  insiders   say   it's 

le    be    realizes    thai 

;'s  future  rests  in  part  on  its  ability 
vet  the  7e7  cheaper  and  taster  than 
mv  previous  jetliner  An  angry  Ma- 
ts union  could  disrupt  those  plans. 
s,  Stonecipher  lias  already  u  rested 

ant  concessions  from  labor— in- 
g  17,400  union  layoffs  since  2001 

agreement  to  allow  Boeing  to  out- 

a  large  chunk  ot  the  7e7  asscmbb 

I  \sia  and  l.uiope. 


High  costs  mean 
Boeing's  commercial 
plane  division  ekes 
out  only  a  7% 
operating  margin 
before  R&D 
spending.  Rival 
Airbus  earns  16.7% 


By  winning  labor 
peace,    Stonecipher 
can  focus  on  shoring 
up   Boeing's   defense 
business.    He    also 
must     reassure     the 
Pentagon    and    Con- 
gress that  the  compa- 
ny's ethical  scandals 
are  over.  Most  of  all, 
say    people    familiar 
with  the  man,  Stone- 
cipher, 67,  wants  to  be 
remembered    as    the 
^^^^^^^^^    guy  who  saved  Boe- 
ing. "Harry  wants  to 
turn  the  place  around  and  take  on  Air- 
bus," says  a  company  insider.  '*  I  le  believes 
Boeing  can  compete." 

A  POTENTIAL  STRIKE? 
STONECIPHER'S  CHAKM  offensive  came 

as  an  utter  surprise  to  Buffenbarger.  The 
two  met  on  Dee.  10  over  scrambled  eggs, 
toast,  and  coffee  at  the  Mayflower  Hotel 
in  Washington,  D.C,  Buffenbarger  m\^ 


Stonecipher,  who  confirmed  the  meeting 
to  BusinessWeek,  pledged  his  support  foi 

assembling  the7e7in  the  Seattle  area  and 
promised  to  give  the  Machinists  a  greater 
voice  on  the  shop  floor.  "Harry  Stone- 
cipher is  willing  to  throw  the  dice,  and  so 
am  I,"  says  Buffenbarger,  a  longtime  crit- 
ic of  the  CEO.  "It's  a  risky  bet,  but  the  fu- 
ture of  the  company  is  at  stake." 

Buying  labor  peace  is  crucial.  Boeing 
will  face  the  IAM  at  the  end  of  May,  when 
the  contract  expires  for  6,000  workers  at 
the  military-aircraft  division  in  St.  Louis. 
A  potential  strike  is  the  last  thing 
Stonecipher  needs  as  he  tries  to  restore 
Boeing's  credibility  in  Washington. 

Company  insiders  also  say  Stonecipher 

ANNOUNCING  A  DEAL:  The 

7e7  will  be  built  in 
Seattle,  say  Stonecipher 
and  Mulally 

is  betting  that  a  closer  re- 
lationship with  the  unions 
will  help  Boeing  build 
planes  faster  and  cheaper. 
The  company  has  said  it 
must  keep  boosting  pro- 
ductivity by  3%  to  5%  an- 
nually to  compete  with 
Airbus.  Buffenbarger  says 
Stonecipher  seems  amena- 
ble to  giving  wrorkers  more 
say  over  how  the  7e7  is 
assembled. 

The  union  is  pushing 
an  initiative  called  High 
Performance  Work  Organization,  which 
gives  workers  more  responsibility  for 
making  continuous  productivity  improve- 
ments. Execs  at  Harley  Davidson  Inc.  and 
International  Specialty  Products,  a  maker 
of  chemicals  and  pharmaceuticals,  credit 
the  initiative  for  helping  to  revitalize  inef- 
ficient factories.  Using  a  similar  program 
at  Boeing,  says  Buffenbarger,  would  free 
up  capital  and  resources  that  could  be 
devoted  to  engineering  and  product 
improvement. 

So  what  did  the  Machinists  give  up? 
First,  they've  accepted  that  outsourcing  is 
a  reality— even  though  they  still  officially 
oppose  it.  Second,  union  leaders  ac- 
knowledge that  as  Boeing  plants  become 
more  efficient,  there  will  be  fewer  jobs. 

With  Boeing  falling  behind  Airbus  in 
orders  and  deliveries,  the  stakes  are  just 
too  high  to  continue  the  bitter  divisive- 
ness.  It  'Stonecipher  succeeds  in  making 
some  kind  of  peace  with  Boeing's  com- 
bative unions,  it  could  be  one  of  his  most 
ironic  but  enduring  legacies.  II 

Eh  Stanley  Holmes  in  Seattle 
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MEMO  TO:  ED  ZANDER 
SUBJECT:  MOTOROLA 

Words  of  advice  for  the  "operations  guy" 
as  he  prepares  to  take  the  helm 


ONGRATULATIONS  ED. 
After  25  years  of  climbing 
the  corporate  ladder  in 
tech,  now  you  have  your 
own  ship  to  run.  And  it 
looks  to  be  a  well-de- 
served promotion:  as  the 
former  president  of  Sun  Microsystems 
Inc.,  you've  earned  a  reputation  as  an  op- 
erational and  marketing  whiz,  with  a 
knack  for  developing  new  products  and 
delivered  solid  profits. 

But  once  you  take  the  helm  at  Motoro- 
la Inc.  on  Jan.  5,  it  will  become  clear  just 
how  deep  the  company's  problems  run. 
Turning  around  this  American  icon  will 
require  every  ounce  of  the  skills  you've 
learned  in  your  56  years— and  call  for  you 
to  pick  up  new  ones  as  well. 

So  where  should  you  start?  First,  you'll 
have  to  decide  which  businesses  Motoro- 
la should  still  be  in.  The  $26.7  billion 
company  now  has  six— cell  phones,  semi- 
conductors, wireless  networks,  broad- 
band communications,  government  and 
industrial  systems,  and  smart  electronics 
that  integrate  mobile  networks  with  cars. 
You're  right  to  stick  to  the  decision  to  spin 
off  the  $4.8  billion  semiconductor  unit, 
SPS  Spinco  Inc.  The  business  sucks  in  too 
many  resources,  and,  frankly,  its  perform- 
ance isn't  strong  enough  to  make  it  worth 
your  while  to  try  and  fix  it. 

PUNY  MARGINS 

BUT  DON'T  STOP  there,  Ed.  For  Motoro- 
la to  boost  its  puny  4.4%  operating  mar- 
gins, you  must  cut  loose  the  shrinking 
$4.5  billion  wireless-networks  operation. 
Over  the  first  nine  months  of  '03,  it  lost 
$322  million.  Its  share  of  the  cellular 
market  ranks  well  behind  Ericsson, 
Nokia,  and  Nortel  Networks.  Nor  is  it 
clear  that  the  broadband  business,  which 
makes  cable  set-top  boxes  and  modems, 


ultimate  "operations  guy."  After  all,  at  S 
you  oversaw  the  development  of  Sola 
an  operating  system  for  businesses.  Tl 
changed  Sun  from  a  supplier  to  tech 
into  a  major  corporate  computing  pow 
You  strengthened  relationships  with  si 
pliers,  allowing  Sun  to  to  maintain  dc 
ble-digit  margins.  As  you  told  r 
"there's  no  substitute  for  good  executio; 
At  Motorola,  those  skills  will  get  plei 
of  use.  The  main  reason  it  has  repeatei 
been  late  to  market  is  that  it  uses  too  ma 
components— both  hardware  and  so 
ware— to  make  up  the  guts  of  its. 
phones.  Solve  that  problem,  and  you'll  gi 
long  way  toward  bringing  margins  in  li 
with  Nokia  Corp.  and  Samsung  Group 


El 
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is  a  keeper.  A  nearly  $3  bil- 
lion unit  when  it  was  ac- 
quired in  1999,  it  could  pull 
in  less  than  $2  billion  in 
'03.  Over  the  phone,  you 
told  me  that  it's  important 
for  a  CEO  to  "look  at 
whether  to  buy  new  busi- 
nesses [or]  eliminate  some 
others."  That  time  is  now, 
and  the  sooner  you  trim 
Motorola  down,  the  better. 
That's  because  you've 
got  to  focus  all  of  your  operational  talents 
on  fixing  the  core  $11  billion  phone  busi- 
ness, along  with  ensuring  the  company 
continues  to  execute  well  in  its  govern- 
ment and  auto-electronics  specialties. 
There's  no  doubt  you  have  the  ability: 
Your  friend,  Stephen  J.  Luczo,  CEO  of  PC 
disk-drive  maker  Seagate  Technology,  on 
whose  board  you  serve,  says  you  are  the 


Think  about 
cutting  loose 
the  ailing 
wireless- 
networks 
operation 
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READING  THE  MARKET 

SUCCESS  WILL  ALSO  depend  on  impro  n 
ing  Motorola's  ability  to  gauge  marl 
trends,  especially  in  the  rapidly  shifti 
phone  sector.  After  all,  cell  phones,  m 
40%  of  revenues,  will  hit  50%  after  t 
spin-off.  The  company  infamous 
missed  the  move  to  digital  phones  in 
mid-1990s— and  allowed  Nokia  to  ta 
over  the  No.l  spot.  Motorola's  curre 
shortage  of  hot  new  camera  phones  al:  HC 
shows  weak  market  insight. 

For  years,  your  predecessors  ha 
talked  about  changing  Motorola's  plo 
ding,  engineer-driven  culture  and  makii 
it  operate  more  like  a  fast-moving  coi 
sumer-electronics  giant.  You'll  actual 
have  to  do  that  to  return  it  to  the  top  of 
cell-phone  heap.  Take  a  look  at  the  co: 
panies  coming  on  strong  in  that  mark 
Samsung,  Sanyo,  and  LG. 

Competing   with   tho 
folks  will  require  a  maj< 
learning  curve  on  your  pai 
Ed.  Sure,  you  saw  the  pote:  ngfe 
tial  in  the  Enterprise  100(  is  coi 
high-end    server   that   Si  ontj- 
bought  from  Silicon  Graphi  ?imi 
Inc.  in  the  '90s.  SGI  thoug  rani  u 
it  worthless,  but  you  marke  ind  Si 
ed  it  to  folks  who  didn't  wa  ■  se- 
to  buy  mainframe  systen  ner< 
from  rival  IBM.  It  becan  reedr 
one  of  Sun's  crown  jewel  will,. 
But  that  wasn't  a  consunu  ? 
gadget— and  consumers  can  be  a  whol  p| 
lot  more  finicky  than  the  average  CIO.     SBr 
Finally,  you  need  to  prove  you've  g  hit 
the  one  thing  every  CEO  needs:  visio  pi 
Dreaming  up  the  next  big  thing  was  Sco  ;  ( 
McNealy's  job  at  Sun.  Now  you,  too,  w  a 
have  to  demonstrate  that  crucial  ability  mt 
see  around  corners.  Good  luck.  ■ 

By  Roger  0.  Crockq 
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T  PHONES  START 
INGING  UPCUSTOMERS 

;  rollouts  by  cable  operators  have  the 
h,  by  Bells  scrambling  to  fight  back 
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OR  YEARS,  THE  TECH 
industry  has  held  out  grand 
hopes  for  transforming  to- 
day's aging  phone  systems 
into  Web-based  providers  of 
inexpensive  digital  phone 
service— with  a  myriad  of 
.iitJug  features  to  boot.  Now,  communi- 
ng s  companies  are  close  to  making 
ii  SJ  >n  those  promises.  On  Dec.  8,  cable 
iph  lime  Warner  Inc.  announced  that  it 
ml  am  up  with  long-distance  providers 
r|i  nd  Sprint  to  roll  out  Internet-based 


service  fox  its  II  million  cable-TV 
uers  bythe  end  of  2004. 

ee  days  later,  AT&T  weighed  in,  sav- 
vy ill  also  oiler  Internet-based  phone 
,uH\|e  ill  as  many  as  LOO  of  its  markets, 
phone  giants  Verizon  ( Jnnmunica- 

SBC  Communications,  and  Qwest 
ninications  International,  too,  plan 
ploy  the  new  technology,  called 
•  ovei  internet  Protocol"  (VOIP)  m 
consumer  phone  services  starting 

ear.  ' "The  pressure  has  been  build- 
er time,"  says  Charles  1 1.  (Iiancailo, 
vice  presidenl  at  equipment  maker 
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Cisco  Systems  Inc.  "It's  not  getting  re- 
leased slowly.  It's  exploding." 

That's  no  overstatement.  The  upheaval 
wrought  by  the  race  of  both  cable  compa- 
nies and  telcos  to  harness  the  Internet  for 
digital  voice  communications  promises  to 
be  monumental.  Battle  lines  are  emerg- 
ing. On  the  defensive  are  the  Baby  Bells, 
which  have  long  enjoyed  dominance  in 
the  lucrative  local  phone  service.  Rising 
up  to  snatch  a  piece  of  their  prized  core 
market  are  cable  compa- 
nies and,  now,  AT&T. 

The  Bells  could  be  in 
for  a  rough  patch  as  the 
competition  heats  up.  Be- 
cause the  technology  al- 
lows phone  calls  to  ride 
on  telecom  networks  as 
so-called  "data  packets," 
they're  able  to  sidestep 
older  phone  systems. 
That  makes  phone  calls  as 
cheap  to  transmit  as  e- 
mails.  VOIP  also  wQ]  allow 
competitors  like  l'ime- 
\\  .iiner    and     A  l'\  I     to 


HERNDON.  VA. 

Screen-equipped 
Web  phones  help 
track  suspected 
kidnappers 


EXPLOSIVE  GROWTH? 


MILLIONS 


•CABLE  AND  DSL 
Date:  Adventis  Corp 


h     con  sun 

without  paying  heft) 
access  charges  to  local 

carriers.  What  s  more, 
such  providers  could 
get  a  break  from  taxes 
now  imposed  on  local  carriers. 

fueling  the  push  for  VOIP  is  the  spread 
of  affordable  broadband:  Any  home  with 
either  a  cable  modem  or  a  telephone  dig- 
ital subscriber  line  (DSL)  is  ready  for 
VOIP.  And  a  VOIP  line  can  be  established 
for  just  10%  to  20%  of  the  cost  of  deploy- 
ing a  regular  phone  line,  says  Cisco's  Gi- 
ancarlo.  Goldman,  Sachs  &  Co.  says  new 
broadband  subscribers  jumped  18.2%  in 
the  third  quarter  over  the  previous  year. 
As  more  carriers  roll  out  telephone  serv- 
ice, the  number  of  Internet-based  phone 
lines  could  grow  from  well  under  a  mil- 
lion subscribers  in  2002  to  more  than  5 
million  by  the  end  of  next  year,  according 
to  Boston  management  consultant  Ad- 
ventis  Corp.  To  lure  all  those  customers, 
cable  and  telcos  are  likely  to  engage  in  in- 
tense competition,  each  offering  con- 
sumers a  "triple  play"  of  voice,  Net  ac- 
cess, and  TV,  all  on  one  bill. 

CORPORATE  CALLS 

FOR  NOW,  AT  LEAST,  cable  companies 
are  in  the  drivers  seat.  Roughly  21  mil- 
lion U.S.  homes  connect  to  the  Net  via 
high-speed  connection.  But  two-thirds 
of  them  use  cable  modems,  while  the  rest 
rely  mostly  on  DSL.  And  cable  leaders 
such  as  Time  Warner,  Cox  Communica- 
tions, and  Comcast  Holdings  are  ahead 
of  the  phone  giants  in  offering  triple- 
play  bundles.  Time  Warner's  decision  to 
expand  its  digital  phone  offering  into  all 
its  markets  followed  a  successful  launch 
in  Portland,  Me.,  where  18%  of  its  cable- 
modem  customers  now  pay  $40  a 
month  for  unlimited  local  and  long-dis- 
tance calling.  Similarly,  AT&T,  faced 
with  falling  long-distance  revenues, 
plans  to  let  its  customers  tap  into  its  na- 
tionwide network  via 
broadband  connections. 
The  Bain  Bells  aren't 
sitting  still.  Some  are  cut- 
ting their  teeth  by  run- 
ning VOIP  phone  sys- 
tems for  corporate 
customers;  SBC  intro- 
duced the  service  in  30 
states  in  November.  Thai 
could  be  a  big  market. 
Merrill  Lynch  &  Co.  and 
software-maker  S\  base 
Inc.  use  VOIP  gear  to 
handle  calls  among  em- 
ployees, saving  millions 
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in  phone  charges.  This  $2  billion  mar- 
ket is  expected  to  grow  at  over  20%  a 
year,  and  carriers  are  racing  to  meld  ba- 
sic phone  service  with  new  data-related 
offerings.  When  a  child  goes  missing  in 
Herndon,  Va.,  for  example,  the  town's 
new  system  will  automatically  show  a 
picture  of  the  child  and  possible  sus- 
pects to  special  screen-equipped  VOIP 
phones  used  by  all  municipal  workers. 
Meantime,  low-priced  offers  from  car- 
riers, including  SBC,  Verizon,  and  Bell- 
South, are  snaring  millions  of  new  DSL 
customers— most  of  whom  will  be  able  to 
use  the  service  to  make  telephone  calls  by 
the  end  of  next  year.  Verizon  plans  to 
make  the  service  available  to  residential 
customers  next  month.  Qwest  hopes  to  of- 
fer it  in  all  its  14  states  by  the  end  of  2004. 
A  host  of  innovative  smaller  phone  com- 
panies are  already  setting  a  good  example: 
SureWest  Communications  in  Roseville, 
Calif.,  began  rolling  out  a  triple-play  offer 
18  months  ago.  Of  the  10,000  homes  that 
are  now  eligible,  5,000  have  signed  up. 

A  SURGE  FOR  SUPPLIERS 

ALL  THIS  IS  GOOD  news  for  VOIP  gear 
makers,  such  as  Cisco  and  a  host  of  small 
startups,  that  sell  Net-style  equipment. 
U.S.  carriers  will  spend  about  $1.6  billion 
on  VOIP  gear  in  2003,  up  about  10%  from 
2002,  according  to  telecom-gear  analyst 
Steve  Levy  of  Lehman  Brothers  Inc. 
That's  much  healthier  than  the  overall 
telecom-gear  market,  which  he  estimates 
will  decline  20%  in  2003,  to  $55  billion. 
Then  again,  don't  count  out  the  Old 
Guard  equipment  suppliers  just  yet.  In 
recent  months, 
l-Tv-r^pPf"  they've     unveiled 

products  and  serv- 
ices to  help  carri- 
ers     fold     VOIP 
pllOIlC-  capabilities     into 

their  existing 
phone  networks. 
That  way,  carriers 
won't  have  to 
throw  out  existing 
gear  or  take  a 
chance  on  new, 
untested  suppli- 
ers. "There  isn't  any  question  that  the 
world  is  moving  to  [VOIP],  and  we  in- 
tend to  take  advantage  of  it  as  well,"  says 
Malcolm  Collins,  president  of  Nortel  Net- 
works Corp.'s  enterprise-networks  unit. 
Now  that  everyone  agrees,  it's  time  to  see 
who  can  deliver.  II 

-By  Peter  Burrows  in  San  Mateo, 

Calif.,  and  Roger  O.  Crockett  in  Chicago, 

with  Steve  Rosenbush  in  New  York  and 

Charles  Haddad  in  Atlanta 
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Strapped  government  agencies  are  making 
budget  and  time  demands  on  their  contractors 


t  i 


WHEN  ELECTRON- 
IC Data  Systems 
Corp.  blew  a  Dec. 
1  deadline  to  turn 
on  a  new  Medic- 
aid claims-pro- 
cessing system  in 
Tennessee,  state  officials  decided  to  fight 
back.  They  had  outsourced  such  work  to 
EDS  for  nearly  a  decade  without  a  blip. 
But  now  the  budget  had  tightened,  Med- 
icaid costs  were  skyrocketing,  and  the 
creaky  mainframes  EDS  was  supposed  to 
replace  were  partly  to  blame.  Besides, 
state  officials  say,  EDS  was  already  two 
months  behind  schedule.  So  for  each  day 
of  delay,  Tennessee  is  levying  a  $32,000 
fine.  An  EDS  spokesman  says  the  system 
is  expected  to  go  live  in  a  few  weeks,  but 
one  state  official  says  "the  governor  is 
not  happy." 

He's  not  the  only  one.  Across  the  coun- 
try, public-sector  customers  are  putting 
the  screws  to  information-technology 
outsourcers  and  systems  integrators  who 
they  don't  think  are  measuring  up.  Never 
mind  that  these  companies  were  once 
hailed  as  partners  in  modernizing  gov- 
ernment and  saving  taxpayers  money. 
With  government  spending  on  IT  services 
set  to  rise  at  double-digit  rates  this  year 
and  competition  heating  up,  public  oflfi- 


rials  "know  they  have  leverage," 
Gartner  Inc.  analyst  Lorrie  Scardino 
The  pressure  comes  as  many  IT  c< 
panies  continue  to  count  on  governm 
work  to  replace  weak  demand  from 
private  sector.  Like  corporate  custom 
however,  state  and  federal  agencies  h 
been  eyeing  contracts  granted  tech  c 
fits  during  the  boom.  In  many  ca 
they're  scaling  them  back  or  demand 
more  favorable  pricing.  "Government 
lot  smarter  now,"  says  Mark  Form 
who  was  chief  investment  officer  of 
federal  government  from  2001-03. 

WITHHOLDING  $1.6  BILLION 

IF  THE  BUREAUCRATS  don't  get  W 
they  want,  they  are  prepared  to  p 
hardball.  Take  Computer  Scien 
Corp.'s  $8  billion  contract  to  overh 
the  Internal  Revenue  Service's  40-ye 
old  computer  systems.  The  IRS 
parts  of  the  project  are  more  than  t 
years  behind  schedule  and  running  0' 
budget.  CSC,  which  generates  42%  of 
revenue  from  government  contrac 
says  it's  "confident  the  project  will  be 
place  during  2004."  But  an  IRSow 
sight  board  is  recommending  firing  C 
if  its  performance  doesn't  improve  byt 
end  of  this  year.  "It  would  be  a  very 
cult  decision,"  says  Fred  Forman,  I 
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THE  SYMBOL  OF  AMERICA'S  OPEN  DOORS 
NEEDS  A  LITTLE  HELP  REOPENING  HER  OWN. 


n 
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Countless  American  families  can  trace  their 
earliest  moment  in  this  country  to  a  day  that 
began  with  a  welcome  from  Lady  Liberty. 
Unfortunately,  two  years  ago  she  was  closed 
to  the  public  due  to  safety  concerns. 
Money  is  needed  to  pay  for  security 
upgrades  to  get  her  doors  reopened. 
American  Express  cares  because  we 
have  our  own  family  history  with 
the  statue.  From  being  one 


of  the  first  American  companies  to  donate  to  her  pedestal  fund  in  1886. 

to  playing  a  major  role  in  her  renovation  a  century  later,  we  consider 

canng  for  her  to  be  a  unique  part  of  our  heritage.  That's  why  every  time 

you  use  your  American  Express'  Card  from  now  through  January 

2004,  we'll  make  a  donation  to  The  Statue  of  Liberty  -  Ellis 

Island  Foundation.  You  can  also  go  to  starueofliberty.org 

to  charge  a  donation  or  to  donate  Membership  Rewards* 

points.  It's  our  way  of  helping  to  get  her  doors  reopened  a 

lot  faster  for  generations  of  American 

families  to  come. 


; 


HELP  REOPEN  LADY  LIBERTY 
statueofliberty.org 
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sociate  commissioner  of  business  sys- 
tems modernization.  "But  believe  me, 
we're  very  much  thinking  about  it." 

The  U.S.  Navy,  meanwhile,  has  de- 
layed $1.6  billion  in  payments,  saying 
that  EDS  has  missed  key  milestones  on  a 
project  to  install  a  new  communications 
network.  The  state  of  Georgia,  citing 
failure  to  meet  expectations,  has  termi- 


Reality  Check 


THE  IRS  is  threatening  to  fire 
Computer  Sciences  Corp.,  saying 
parts  of  its  $8  billion  overhaul  of  the 
IRS's  record-keeping  system  are  more 
than  2  years  behind  schedule 


GEORGIA  terminated  part  of  a  $350 
million  medical  claims  processing 
project  after  Affiliated  Computer 
Services  missed  a  key  deadline 


THE  NAVY  has  delayed  $1.6  billion  in 
payments,  claiming  EDS  has  missed 
milestones  on  a  project  to  install  a 
new  communications  network 


nated  part  of  Affiliated  Computer  Ser- 
vices Inc.'s  $350  million  contract  to  up- 
grade a  health-claims  processing 
system.  ACS  says  if  s  now  working. 

MISSION  ACCOUNTABLE 

AS  THE  FEDS  and  states  put  out  new 
projects  for  bid,  they're  ratcheting  up 
demands,  making  contractors  give  up 
fees  and  bonuses  if  they  don't  meet  per- 
formance targets.  Some  are  going  even 
further.  The  Transportation  Security 
Administration,  which  oversees  airport 
screening,  aims  to  hold  its  contractor 
Unisys  Corp.  responsible  not  just  for  the 
new  computer  system  it  is  installing, 
but  for  TSA  meeting  its  overall  mission. 

How  will  IT  contractors  deal  with 
suddenly  impecunious  governments? 
What  they'd  love  to  do  is  send  such 
tasks  as  software  development,  paper 
processing,  and  help-desk  support  to 
India  and  China.  But  while  small  pieces 
of  government  work  now  quietly  go 
abroad— to  call  centers  for  some  state 
welfare  programs,  for  example— several 
state  legislatures  are  considering  ban- 
ning the  practice  to  protect  U.S.  jobs. 

The  upshot:  Tech  contractors  will 
have  to  find  ways  to  reduce  their  costs  at 
home— and  keep  their  newly  assertive 
government  customers  happy.  ■ 

-By  Andrew  Park,  with  Dean  Fonst 

in  Atlanta,  and  Paul  Magnmson 

in  Washington 
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EDUCATIONAL  TESTING 


WHY  THE  FOLKS  AT  ETS 
FLUNKED THE COURSE 

A  tech-sawy  rival  service  will  soon  be  giving 
B-school  applicants  their  GMATs 


DUCATIONAL  TESTING  SER- 
vice  has  been  at  the  top  of 
its  class  for  decades:  The 
Princeton  (N.J.)  company 
administers  the  Scholastic 
I  Assessment  Test  (SAT),  the 
1  Graduate  Record  Exam 
(GRE),  and,  since  1954,  the  Graduate 
Management  Admission  Test  (GMAT). 
But  now,  the  testing  giant's  grades  are 
slipping.  On  Dec.  12,  the  Graduate  Man- 
agement Admission  Council  (GMAC), 
the  outfit  that  oversees  the  international- 
ly accepted  B-school  entrance  exam,  said 
it  was  severing  its  ties  with  ETS.  Instead, 
the  GMAC  awarded  a  $200  million,  sev- 
en-year contract  to  administer,  score, 
and  develop  the  test  to  Pearson  VUE,  a 
subsidiary  of  global  media  giant  Pearson 
PLC,  and  its  subcontractor  ACT  Inc. 

Why  dump  ETS?  GMAC  President 
David  A.  Wilson  says  Pearson  simply  has 
better  technology,  broader  global 
reach,  and  lower  prices.  What 
Wilson  doesn't  mention  is  that 
ETS  has  been  plagued  by  techni- 
cal errors  and  security  glitches 
that  have  led  to  incorrect  scores 
and  cheating.  Says  John  S.  Katz- 
man,  CEO  and  founder  of 
Princeton  Review  Inc.:  "It  has 
got  to  give  [educators]  pause 
when  ETS's  oldest  and  biggest 
clients  are  leaving." 

It's  not  as  though  ETS's  short- 
comings are  new.  But  because 
ETS  had  a  stranglehold  on  the 
higher-ed  testing  market,  noth- 
ing much  happened.  In  the  past 
two  years,  however,  Pearson  and 
others  have  been  ramping  up  in 
the  $1.5-billion-plus  testing  market. 

That's  partly  why,  when  the  contract 
for  the  GMAT  came  up  for  review  in  '02, 
the  GMAC  started  shopping  around— 
and  paving  closer  attention  to  ETS's  per- 
formance. It  wasn't  hard  to  spot  prob- 
lems. In  2002,  thanks  to  a  software 
glitch,  ETS   incorrectly  scored   nearly 


1,000  students'  GMATs,  potentially 
fecting  the  chances  of  wannabe  M 
getting  into  top-tier  schools. 


CAMERA  MONITORS 

PEARSON  WON  THE  GMAT  con) 
largely  because  it  has  more  sophistic 
technology.  It's  better  designed  to  c 
software  errors  and  uses  fingerpi 
recognition  technology  to  identify  i 
takers.  Digital  cameras  record  every 
son  sitting  the  exam.  Such  systems 
stem  cheating,  which  has  been  a  m 
ets  woe.  Finally,  Pearson  has  a  prese 
in  55  countries,  while  ETS  isn't  expa 
ing  into  areas  where  the  GMAC  nt 
new  testing  centers. 

Clearly,  losing  the  GMAT  is  a  big  b 
to  ETS.  While  the  test  generated  just 
of  ETS's  $620  million  in  annual 
enues,  it  was  one  of  the  company's  n 
high-profile  contracts.   ETS   Presic 


NO.  2  PENCILS  READY 

Security  breaches 
and  cheating  have 
plagued  ETS 


Kurt  M.  Landgraf  says 
"does  not  intend  to  t 
this  marketplace."  ETS. 
says,  might  offer  an  alt 
native  to  the  GMAT  usi 
elements  from  the  GRE— a  test  it  own; 
or  might  create  a  whole  new  test  for 
school  admissions.  ETS  also  aims  to 
pand  further  into  K-12  testing.  Andi' 
keeping  the  lucrative  SAT.  Still,  W 
Pearson  and  others  gaining  fast,  Eft 
facing  its  biggest  test  of  all.  ■ 

-By Jennifer  Merritt  in  New 
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A  legacy  of  progress 


At  Pfizer,  we've  been  discovering  and 

developing  medicines  for  over  1 50  years. 

It's  our  history  of  great  progress  that 

drives  us  forward  today 

Fifty  years  ago,  we  pioneered  mass 

production  of  penicillin,  laying  the 

groundwork  for  this  country's  modern 

pharmaceutical  system.  Today,  our  pursuit  of 

tomorrow's  cures  includes  hundreds  of 

research  projects  across  1 8  therapeutic  areas. 

We've  made  great  headway  against 

depression,  HIV/AIDS,  hypertension,  bacterial 

infections,  erectile  dysfunction,  high 

cholesterol  and  many  other  ailments  that 

continue  to  plague  mankind 

As  we  move  forward  in  search  of 

tomorrow's  cures,  we  are  driven  by  the 

unlimited  promise  of  innovation. 


Life  is  our  life's  work. 

www  pflzer.com 
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BIG  CHEESE 
AT  KRAFT 

And  then  there  was  one:  After 
more  than  two  years  as  co- 
CEO  of  Kraft  Foods  alongside 
Betsy  Holden,  Roger 
Deromedi,  50,  became  the 
sole  survivor  on  Dec.  16. 
Holden,  48,  will  move  into  an 
unspecified  global  leadership 
position.  A  series  of  missteps, 
plus  waning  support  from 
Kraft  Chairman  Louis 
Camilleri,  who  is  also  CEO  of 
parent  company  Altria  Group, 
led  to  Holden's  downfall. 

Now  that  he  stands  solo 
atop  the  world's  largest  food 
company,  Deromedi,  a  26- 
year  Kraft  veteran  who  ran  its 
international  business,  vows 
aswiftshakeupofthe 
company's  management  and 
global  business  units.  He  has 
plenty  to  do.  All  of  Kraft's  core 
businesses— from  cold  cuts 
to  cheese— lost  U.S.  market 
share  this  year.  In  July,  the 
company,  which  is  84%- 
owned  by  Altria,  failed  to 
meet  second-quarter 
earnings  estimates  and  cut 
its  2003  profit  outlook.  The 
third  quarter  wasn't  much 
better:  Net  income  fell  6.8%. 
Kraft's  stock  is  now  trading 
just  above  its  June,  2001, 
initial  public  offering  price  of 
$31  after  losing  nearly  19% 
this  year.  -Brian  Grow 


NEW  BROOM  AT 
THE  BIG  BOARD 

The  Securities  &  Exchange 
Commission  on  Dec.  17  voted 
unanimously  to  approve  a 
governance  overhaul  of  the 
New  York  Stock  Exchange, 
despite  complaints  by  some 
big  investors  that  the  reforms 
are  insufficient.  Interim  NYSE 
Chairman  John  Reed  agreed  to 
split  the  chairman  and  CEO 
jobs.  Under  the  plan,  the 
NYSE  will  also  have  a  chief 
regulatory  officer  who  reports 
to  outside  directors,  not 
management,  and  an 
independent  board.  Still,  the 
California  Public  Employees' 
Retirement  System  blasted  the 
plan  for  not  completely 
severing  the  regulatory 
function  from  day-to-day 
operations.  A  day  earlier, 
CalPERS  filed  a  class  action 
against  the  NYSE  and  seven 
member  firms,  alleging  that 
fraudulent  trading  practices 
cost  investors  millions  of 
dollars. 


CITIZEN 
WASSERSTEIN 


Financier  Bruce  Wasserstein 

appears  to  be  ready  to  settle 
in  for  the  long  haul  as  a 
publishing  mogul.  By  using 
his  personal  money  rather 
than  private  equity  to  buy 
New  York  magazine  from 
Primedia  on  Dec.  17  for  $55 
million,  Wasserstein 
demonstrated  that  he  isn't 
looking  for  any  quick  fix-up 


and  exit,  sources  say.  Instead, 
he's  interested  in  investing  in 
the  weekly  and  perhaps 
creating  businesses  that  are 
brand  extensions.  Of  course, 
Wasserstein,  who  is  also  chief 
executive  of  Lazard  LLC,  is  no 
newcomer  to  media. 
Wasserstein  &  Co.  owns 
American  Lawyer,  The 
National  Law  Journal,  and  the 
mergers-and-acquisitions 
trade  publication  The  Deal. 


INTEL  INSIDE 
YOUR  TV 

Intel  is  looking  for  a  bigger 
piece  of  the  increasingly 
competitive  consumer 
electronics  market.  The 
semiconductor  giant  is 
expected  to  announce  in 
January  that  it  has  developed 
a  new  chip  for  rear-projection 
television  sets  that  could 
substantially  reduce  a  set's 
size  and  weight,  according  to 
The  New  York  Times. 
Consumers  are  flocking  to 
digital  television  sets,  but 
mainly  those  with  thinner 
plasma  and  liquid-crystal 
displays.  The  chipmaker  is 
gambling  there  will  still  be 
room  in  the  marketplace  by 
2005  for  cheap,  larger 
formats  like  rear  projection. 


SON  OF 
NAFTA? 

The  Bush  Administration  and 
four  Central  American 
nations— Nicaragua,  El 
Salvador,  Guatemala,  and 
Honduras— on  Dec.  17 
unveiled  a  draft  free-trade 
agreement  similar  to  NAFTA. 
The  deal  would  phase  out  all 
quotas  and  tariffs  over  15 
years  but  give  immediate 
duty-free  treatment  to  80%  of 
U.  S.-manufactured  exports. 
The  pact  has  plenty  of 
opposition,  though: 
Democrats  said  it  would  not 
pass  Congress  in  its  current 
form,  while  Costa  Rica  pulled 


out  over  U.  S.  demands  th 
privatize  its  telecommuni 
cations  and  insurance 
industries.  U.S.  business 
hailed  the  deal,  citing 
increased  copyright  and 
trademark  protections.  Til 
U.S.  Agriculture  Dept., 
meanwhile,  reassured 
American  peanut,  sugar, 
dairy,  and  meat  producers 
that  they'll  remain  protect 
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ETCETERA 


»  Data-storage  giant  EM( 
bought  VMware  of  Palo  Alt 
Calif.,  for  $635  million. 
»  Bankrupt  UAL  secured 
billion  in  financing  from  J, 
Morgan  and  Citigroup. 
»  Orbitz  shares  fell  3.9%, 
$24.98,  on  their  first  tradii 
day  after  underwriters  rais 
the  price  and  size  of  the  IP 
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Circuit  City  Storesl 
shares  fell  7%  on 
Dec.  16,  to  $10.22, 
after  it  saw  a  $1.5 
million  profit  for  th 
quarter  ended  Nov. 
30.  Investors  fear 
the  consumer- 
electronics  retailer 
is  losing  ground  td 
archrival  best  Buy,  in,K 
whose  earnings 
rose  107%,  to  $122 
million,  during  the 
same  period. 
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DOLLARS 


CIRCUIT  CITY 
STOCK  PRICE 


DEC.  11,  '03  DEC.  fl 

Data:  Bloomberg  Financial  Markets 
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>xperience  •  independence  •  discipline 


INVESTMENT  MANAGEMENT  EXCELLENCE 


Proven  performance.  Low  cost, 

hat's  the  T.  Rowe  Price  difference. 


Mutual  fund  fees  and  expenses  have  been 
letting  more  and  more  attention  lately.  At 
'.  Rowe  Price,  we  believe  that  you  shouldn't 
lave  to  choose  between  low  expenses  and 
;trong  performance.  We  offer  funds  with  both. 


he  followingT.  Rowe  Price  funds  have  posted 
pressive  returns  for  the  1-,  5-,  and  10-year  or 

ince-inception  periods.  We've  accomplished  this 
)erformance  while  still  keeping  expenses  low— 
49%  below  their  peer  averages.**  All  funds  are  sub- 
ect  to  market  risks,  and  past  performance  can't 
guarantee  future  results.  International 
ind  bond  funds  carry  special  risks,  including 
:urrency  and  interest  rate  risk,  respectively. 
A/hen  assessing  performance,  investors  should 
consider  both  short-  and  long-term  returns. 

MIT.  Rowe  Price  funds  for  individual  investors 
lave  expense  ratios  below  their  Lipper  aver- 
ages, so  we  can  help  find  a  low-cost  fund  that's 

ight  for  you.+  Visit  our  Web  site  or  call  our 

nvestment  Guidance  Specialists. 


TROWEPRICE.COM/MUTUALFUNDS 


1-877-2  1  8-51  53 


Just  a  few  of  our  low-cost,  proven  performers: 


Average  annual  total 
returns  as  of  9/30/03 


10  year 
or  since 
1  year       5  year     inception 


Blue  Chip  Growth  Fund         25.23%       1.91%       10.41% 


Equity  Income  Fund 


21.67%       5.14%       10.91% 


Equity  Index  500  Fund  24.06%       0.75%         9.76% 


Global  Stock  Fund 


Growth  Stock  Fund 


24.33%       2.06%         5.54%- 


27.13%       4.23%       10.73% 


Short-Term  Bond  Fund  4.69%       5.63%         5.11% 


Spectrum  Income  Fund  14.63%      6.39%         7.32% 


Value  Fund 


24.65%       6.68%       13.44%* 


T.RoweRice 


•  lit* 


INVEST    WITH    CONFIDENCE 

•Glob.il  Stock  Fund  inception  dale  1 2/29/95.  Value  Fund  Inception  dale:  9/30/94. 

Foi  mote  inhumation,  including  risks,  lees  and  eipenses  request  a  lun.d  profile  or  prospectus:  read  it  carefully  belore  investing  Foi  updated  performance  information  please  visit  our  Web  site  or 
lontacl  a  I  Rowe  Price  representative  Aveiage  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends  and  capital  gain  distributions  Investment  return  and  principal 
/alue  will  v,ny  and  shares  may  be  worlh  more  or  less  at  redemption  than  al  original  purchase. 

•  *As  ol  9/30/03  the  funds'  lolal  eipense  ratios  versus  their  retail  lipper  category  averages  are  0  96%  and  0  76%  lor  Blue  Chip  Growth  and  Growth  Slock  respectively,  versus  I  80%  lor  the 
growth  lunds  calen  lot  Equity  Income  versus  I  59%  for  Ihe  equity  income  lunds  category   0  35%  lor  Equity  Indei  500  versus  0.85%  lor  the  S&P  500  lunds 

:alcgory  1 .21%  loi  Global  Slock  versus  2  01%  loi  Ihe  global  lunds  category  0  55%  lor  Short-Term  Bond  versus  0  99%  lor  the  short  investment-grade  debt  lunds  category  0 .79%  loi  Spectrum 
income  versus  I  I  bond  lunds  i.ilegory  and  0.9i|%  lor  Value  versus  I  62%  lor  Ihe  multi-cap  value  lunds  calegory    All  lunds  including  separate  share  classes,  more  than  su 

nonlhs  old  as  ol  9/30103  are  included  m  this  study  (Souice  lor  data  Upper  Inc.)  I  Rowe  Price  Investment  Services  Inc   Distributor.  MPIOW068I68 


mi 


The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 
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ICHARD  S.DUNHAM 


■he  South:  Will  the  Last 
lemTurn  Out  the  lights? 

WASHINGTON  THAT  Senator  John  Breaux  is  leaving  is  a  vastly 
I  rent  place  than  the  capital  the  Louisiana  Democrat  arrived 
I)  years  ago  in  a  rented  U-Haul  truck.  A  pragmatic 
lerate  and  consummate  dealmaker,  Breaux  has  come  to  feel 
[a  crawfish  out  of  water  in  the  poisonous  partisan  swamp  of 


ol  Hill,  where,  as  he  put  it  in 
lincing  his  retirement  on  Dec.  15, 
Jeration  and  legitimate  compromise 
den  our  political  parties  [is  now] 
!J  s  political  failure." 

J'  landscape  awaiting  Breaux  back 
by  the  bayou  has  also  undergone  a 
J  transformation.  The  solid 

cratic  South  of  the  senator's  youth 

.'come  the  heart  of  the  Republican 

one."  And  most  political  analysts 

:t  that  the  2004  election  will  put  an 

nation  point  on  the  GOP  takeover  of 

that  started  with 

Goldwater's  1964 

aign.  A  Democratic 

own  in  the  South 

doom  the  party's 
a  es  of  recapturing  the 
3|e  or  Senate  and  would 

licate  efforts  to  win 

he  White  House. 

lind  Republican 

nony  is  racial  and 

al  polarization.  Many 

rvative  whites  see  the 

>crats  as  the  party  of 

rities  and  urban  elites 
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avor  gay  marriage, 
ontrol,  affirmative 
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BREAUX  One  of 

five  Democratic 
senators  quitting 
in  the  South 


and  abortion  rights. 
•>  why  a  good  oF  Republican  like 
Barbour  was  able  to  win  80%  of  the 
p    vote  and  oust  Democratic  Governor 
>i  ie  Musgrove  of  Mississippi  in 
mber. 

e  leftward  tilt  of  the  Democratic 
e  lential  field  could  hasten  a  second 
>i  tern  sweep  by  President  Bush, 
lse  the  South  gained  Electoral 
gedoul  as  a  result  of  the  2000 
is,  Bush  OBI)  now  count  on  128  solid 
lern  electoral  votes  -forcing  the 
K-ratn-  nominee  to  capture  66",,  ol 
eJirs  in  the  rest  of  the  country  to 


prevail.  Without  the  South  and  Rocky 
Mountain  West,  a  Democrat  must  "pull 
an  inside  straight"  to  reach  the  magic 
number  of  270,  says  Catholic  University 
political  scientist  John  Kenneth  White. 

Counting  on  Dixie 

WITH  BUSH'S  BIG  RED  tide  ready  to  roll, 
it's  no  wonder  that  five  of  the  nine  sitting 
Southern  Democratic  senators  have 
decided  to  call  it  quits.  Republicans  are 
heavily  favored  in  South  Carolina  and 
Georgia,  while  the  contests  in  Florida, 
Louisiana,  and  North 
Carolina  are  wide  open.  The 
GOP's  Southern  comfort 
could  help  the  party 
cushion  its  tenuous  51-to- 
49  senatorial  edge  against 
potential  losses  in  Illinois 
and  Alaska.  "The  worst- 
case  scenario,"  boasts  GOP 
strategist  Charles  Black,  "is 
a  plus-three  in  the  South." 

Dixie  voters  also  could 
close  the  door  on  Democratic 
attempts  to  reclaim  the  House.  That's 
because  Republicans  may  oust  up  to 
seven  Texas  Dems  if  a  harshly 
partisan  redistricting  plan  survives 
court  challenges.  The  GOP  also  is 
targeting  seats  in  Louisiana  and  Georgia. 

In  the  Presidential  race,  even 
Democratic  optimists  say  that  among  the 
states  of  the  Old  Confederacy,  only 
Arkansas  and  Florida  may  be 
competitive.  "The  Democrats  have  to 
remake  themselves  in  the  South," 
concedes  party  strategist  Donna  Brazile. 
But  that  won't  happen  until  the  dust 
settles  from  the  likely  debacle  of '04.  With 
more  setbacks  inevitable,  there's  scant 
hope  tor  centrists  to  overcome  the  take- 
in  i  prisoners  partisanship  that  drove 
Breaux  to  the  sidelines.  ■ 


CAPITAL 
WRAPUP 

THANKS,  AL 
-I  THINK 

the  surprise  Al  Gore 
endorsement  gave  Howard 
Dean's  campaign  for  President  a 
push— but  was  it  in  the  right 
direction?  A  Dec.  11-14  Gallup 
Poll  found  that  9%  of 
independents  are  more  likely  to 
vote  for  Dean  now  that  he  has 
Gore's  blessing.  But  24%  said 
the  ex-Veep's  support  made 
them  less  likely  to  choose  Dean. 

SPOOKS SPOOKED 
BY  THE  DEAN  TEAM 

FORMER  CIA  officials  are 
dismayed  by  Dean's  national 
security  advisers.  The  team 
includes  Carter-era  CIA  Director 
Stansfield  Turner,  blamed  in 
Langley  for  decimating  the 
ranks  of  seasoned  case  officers 
and  analysts  in  favor  of  spending 
on  technology.  Also  on  board  is 
former  Clinton  National  Security 
Adviser  Anthony  Lake,  who,  the 
spy  crowd  charges,  ignored  the 
threat  of  terrorism. 

NO  SLOWDOWN 
IN  THE  MONEY  RACE 

BIG  POLITICAL  donors  are  now 
sending  checks  to  so-called  527 
groups,  which  lurk  outside 
campaign-finance  limits.  The 
most  successful:  the  Republican 
Governors  Assn.,  which  has 
collected  $11.8  million  so  far  in 
2003,  according  to  Political 
Money  Line,  a  research  group 
that  tracks  campaign  funds. 
Citigroup  leads  corporate  givers 
to  527s,  with  $227,580  to  the 
RGA  and  $85,000  to  the 
Democratic  Governors'  Assn. 
The  top  labor  donor,  the  Service 
Employee  International  Union, 
doled  out  $560,000.  Heading 
the  list  of  individual  givers  is 
philanthropist  John  A.  Harris  IV. 
But  his  $530,000  will  be 
dwarfed  when  George  Soros'  $10 
million  gift  to  anti-Bush  527s  is 
reported  on  Jan.  31. 

December  29.  20C       BusinessWeek    53 


•     ,•: 


'e\A/S  International  Business 


CANADA 


HOW  TO  TURN  CANADA 
INTO  A  POWERHOUSE 

The  nation  has  learned  to  live  within  its  means,  but 
new  leader  Paul  Martin  must  keep  up  the  reform  drive 


ANADA  IS  RAISING  EYE- 
brows  across  America 
with  its  cheap  prescription 
drugs,  support  for  gay 
marriage,  and  moves  to 
decriminalize  marijuana. 
Its  stance  against  the  Iraq 
war  didn't  win  many  friends  in  Washing- 
ton. Nor  did  former  Prime  Minister  Jean 
Chretien's  obvious  lack  of  love  for  George 
W.  Bush.  Yet  in  many  ways,  the  countries 
have  been  on  a  similar  track  in  recent 
years.  Ottawa  has  cut  taxes,  opened  in- 
dustries to  competition,  and  embraced 
free  trade— especially  in  the  wake  of 
NAFTA.  Moreover,  unlike  Washington,  it 
has  learned  to  live  within  its  means.  Now, 
says  the  new  Prime  Minister,  Paul  Martin, 
who  took  office  on  Dec.  12:  "We  want  to 
move  [growth]  to  the  next  stage." 

To  do  that,  Martin's  going  to  have  to 
take  tough  steps  at  a  time  when 
Canadians  are  clamoring  for  more 
services  and  anti-American  rhetoric  is 
running  high.  That  means  seriously 
addressing  U.S.  security  concerns  and 
fostering  closer  integration  of  the  two 
economies.  It  also  means  further 
reducing  the  total  tax  burden  on 
businesses  and  individuals,  while 
reforming  everything  from  protections  in 
industries  such  as  banking  to 
unemployment-insurance  policies  that 
encourage  inertia.  Where  there's  extra 
money,  he  should  use  it  to  boost  the 
strained  infrastructure. 

While  Martin  has  already  made  moves 
to  preserve  corporate  tax  cuts  and  bring 
stronger  focus  to  border  initiatives  and 
public  safety,  more  reform  is  needed.  For 
all  the  accolades  it  deserves  for  reducing 
debt,  Canada  still  lags  far  behind  the  U.S. 


in  productivity  and  living  standards.  Its 
2002  gross  domestic  product  per  capita, 
adjusted  for  purchasing-power  parity, 
was  17.2%  below  the  U.S.  rate  of  $36,100. 
The  country's  portion  of  global  foreign 
direct  investment  dropped  to  2.9%  last 
year,  from  7.1%  in  1985,  according  to  the 
Conference  Board  of  Canada.  "We  are 
losing  our  fair  share,"  complains  Board 
CEO  Anne  Golden.  One  reason:  Effective 
tax  rates  on  capital  are  almost  12 
percentage  points  higher  than  they  are  in 
the  U.S.  In  short,  Canada  has  yet  to 
create  a  climate  that  truly  fosters 
innovation  and  investment.  As  Derek  H. 
Burney,  CEO  of  Montreal-based  CAE  Inc. 
and  former  ambassador  to  the  U.S.,  puts 
it:  "We  start  with  one  hand  tied  behind 
our  backs." 

After  seven  years  of  outperforming  the 
U.S.  and  Europe  on  per  capita  GDP 
growth,  Canada  suddenly  looks  weak  in 
the  knees.  The  economy  grew  at  an 


Canada  &  the  US. 

Canada  still  lags  in  prosperity 
and  taxes  too  much 


PROSPERITY 


GDP  PER  CAPITA* 


TAX  ON  INDIVIDUALS*" 


CANADA 


$29,900 !  44.7% 


$36,100 

"At  purchasing  power  parity.  2002 


U.S. 


Data;  I  »i  ganization  for  Economic 
Cooperation  &  Development 


35.6% 

■ '  Individual  taxes  as  a  share  of 
personal  income  excli 
government  tf' 

Data 


annual  rate  of  1.1%  in  the  third  qua 
The  U.S.  economy  rocketed  by  8j 
Corporate  pretax  profits  are  expectej 
grow  an  average   of  6.5%   next 
according  to  Toronto-based  invest 
firm  BMO  Nesbitt  Burns  Inc.,  compa] 
with  an  estimated  12%  U.S.  average. 

SOARING  CURRENCY 

MARTIN  HAS  PRESSING  reasons  to  1 
radical  action  quickly.  Most  importa 
the  Canadian  dollar,  which  has  soa 
from  63<t  to  76<t  against  the  l 
greenback  in  less  than  a  year.  Sudde  govern 
cheap  labor  ain't  so  cheap,  and  the  8  uses.h 
of  exports  that  head  into  the  U.S.  mat  it  Mart: 
(23%  of  U.S.  exports  head  north)  area  avoid 
more  expensive.  That  has  furt  bit 
exposed  Canada's  productivity  gptoal 
which  may  force  businesses  to  nan  \ 
payrolls  and  invest  in  new  technolo  dlbot 
While  Canada's  job  creation  has  beifeal 
strong,  its  7.5%  unemployment  rate  is  S  ►ledgec 
above  its  neighbor's  5.9%  level.  :veryt! 

At  the  same  time,  the  province  an-  to 
Ontario,  which  contributes  42%  had 
Canada's  GDP,  has  raised  corporiatat 
taxes  to  cope  with  its  deficit.  "I'm  1  atom 
ideologically  opposed  to  tax  cutWpn 
explains  Ontario  Premier  Dale  pan 
McGuinty.  "But  deficits  are  deferr  iroun 
taxes."  Still,  that  makes  his  province  le  een  i 
attractive  just  when  tax  rates  are  fallil  >  but 
in  other  parts  of  North  America.  Giw  idian 
the  total  tax  burden  on  new  investmen  >et  a 
in  Ontario— which  Toronto's  CD.  Hoi  ite 
Institute  figures  to  be  at  least  sev«  itr 
percentage  points  higher  than 
happy  California— Martin  should  ti 
action.  One  solution:  drastic  ci 
in  federal  taxes  to  offset  the  im] 
of  provincial    tax    increases.    Wi 
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MARTIN:  WILL  HE 
PUSH  POLICIES 
THAT  REWARD 
ENTREPRENEURS? 


government    running     Orip  p"OoH  about  $16,000  for  a  one-year 

uses,  he  could  do  it.        ^^  &  parental  leave.  It  provides 

t  Martin  will  first  have    pl^CC  tO  StHTt     ^e  mcentrve  to  get  out  of 
void     his     apparent    *  ■  unsustainable  jobs:  In  the 

ant     for    being     all     CU 1 11111^ I  fisheries  industry,  workers 

s  to  all  people.  This  is     D^of-pH 
lan     who     considers     -DlUdLCU. 
1(r  elf  both  a  social  liberal     r\o\/01  l1~Q  td 
i4  fiscal  conservative.  He    Fajy ~  ^  LU 
ledged  more  spending    \\\Q  lODieSS 
•verything    from    the    ^^^*^^^ 
iry  to  innovation;  he 

had  rock  star  Bono 
ar  at  his  leadership  convention  to 
about   Canada's   role   in   fighting 
il  poverty.  A  businessman  who  in 


i^ 


,r|  part  engineered  Canada's     fiscal 

intround      as      Finance      Minister 

J'tjeen  1993  and  2002,  Martin  has  cut 

Ljq  but  ramped  up  federal  spending. 

aidian    opposition    leader   Stephen 

also    worries    about    Martin's 

illness  for  government  intervention. 

rarj  to  his  image,  he's  a  massive 

u  c  spender,"  charges  Harper. 

lere's     still     plenty     of    inefficient 

ling,    lake    the    case    of  jobless 

aiuv,  as  it's  called  in  ( lanada.  It  funds 

mi.  job  creation  schemes  and  pays 


can  get  26  weeks  of  benefits 

after  a  few  good  catches, 

notes      Doug      May,     an 

economics     professor     at 

Newfoundland's  Memorial 

University.      "It's      almost 

addictive,"  he  says.  Martin 

needs  to  tighten  standards 

and  adopt  a  U.S.-style  system  that  charges 

companies  based  on  how  much  insurance 

employees  use. 


BRAIN  DRAIN 

MARTIN  CAN  DO  MORE  to  nurture, 
attract,  and  retain  top  talent,  too.  While 
Canada  invests  a  lot  in  education,  it 
spends  half  as  much  per  student  at  the 
university  level,  and  awards  half  as 
many  master's  degrees  per  capita  as  the 
U.S.  "There's  a  lower  propensity  to  go  on 
to  graduate  education,"  notes  Roger  L. 
Martin,  dean  of  the  University  of 
Toronto's  Joseph  L  Rotman  School  of 
Management.     Once     highly     skilled 


workers  do  graduate,  hefty  taxes  and 
better  prospects  send  many  to  the  U.S. 

While  Canada  wants  and  needs  to 
compete  in  a  global  economy,  the  U.S. 
must  still  be  the  gauge  by  which  it  judges 
itself.  That's  where  most  of  its  goods  and 
services  flow.  The  federal  and  provincial 
governments  simply  take  too  much  out  of 
the  economy  to  fully  compete— with  total 
government  revenue  representing  41%  of 
GDP  in  Canada,  vs.  30%  in  the  U.S.  "They 
don't  want  to  look  like  the  U.S.  in  every 
respect,  and  maybe  they're  willing  to  pay 
the  price  for  that,"  notes  Pietro  Carte,  a 
senior  economist  at  the  Organization  for 
Economic  Cooperation  &  Development. 
"The  question  is,  how  much  of  a  price  do 
they  want  to  pay?" 

Under  Martin,  the  answer  should  be  nil. 
With  a  commanding  majority,  he  has  the 
latitude  to  turn  his  country  into  a  true 
economic  powerhouse.  That  means 
sacrificing  some  sacred  cows  and  resisting 
the  complacency  that  can  come  with 
strong  surpluses  and  shrinking  federal 
debt.  After  years  of  cost-cutting  to  rev  up 
Canada's  fortunes,  it's  time  to  transform  it 
into  a  model  of  competition.  ■ 

-By  Diane  Brady  in  loronta 
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COMMENTARY 


BY  JOHN  ROSSANT 


Will  Europe  Become  a  Backwater? 

Its  failure  to  pull  together  could  relegate  the  EU  to  minor-power  status 


A  FEW  DAYS  BEFORE  25  EURO 
pean  Presidents  and  Prime 
Ministers  met  in  Brussels  to  try 
to  ratify  a  constitution,  former 
French  President  Valery  Gis- 
card  d'Estaing  had  dire  words  of  warning. 
Failure  to  approve  the  265-page  text,  of 
which  he  had  been  the  principal  author, 
would  be  a  disaster  for  the  cause  of  a  unit- 
ed Europe:  "We  would  see  the  gradual 

falling  apart  of  the  European  Union." 

The  summit  did  collapse  in  utter  failure  on  Dec.  13,  as 
Poland  and  Spain  blocked  a  move  by  Germany  and  France  to 
retain  their  influence  in  a  bigger  union.  Thus  Europe  is  still 
without  a  constitution,  a  document  its  framers  intended  to 
strengthen  the  continent's  clout  in  global  affairs.  On  the  sur- 
face, though,  it's  hard  to  see  how  Europe  will  fall  apart.  The 
euro  didn't  crash  on  news  of  the  debacle.  The  European  Union 
is  still  set  to  expand  to  the  East.  So  does  the  constitution  real- 
ly matter? 

Well,  yes— if  you  see  the  setback  in  the  global  context.  The 
collapse  of  the  convention  was  bracketed 
by  two  other  events— events  that  show 
how  much  Europe  stands  to  lose  if  it 
cannot  strengthen  its  geopolitical  posi- 
tion. Both  involve  what  the  French  call 
"the  hyperpower,"  the  U.S.  Both  deliver 
the  message  that  the  world  isn't  waiting 
for  Europe  to  buff  up  its  internal  agenda. 
Giscard  may  be  proven  right  after  all. 

The  first  was  the  state  visit  to  the  U.S. 
of  Chinese  Premier  Wen  Jiabao,  just 
days  before  the  Brussels  meeting.  From 
the  19-gun  salute  at  the  White  House  to 
the  lavish  praise  heaped  on  Wen  by  U.S. 
leaders,  the  visit  was  a  reminder  that 
China  is  now  for  all  intents  and  purpos- 
es a  closer  U.S.  ally  than  Europe.  At 
least  the  Chinese  are  trying  to  solve  one 
crisis— North  Korea— while  France  and 
Germany  have  done  little  about  Iraq. 
More  important,  here  was  a  key  mo- 
ment in  what  could  be  the  most  impor- 
tant strategic  partnership  of  the  21st 
century— a   moment  that  Europeans, 


A  TOUGH  YEAR 
FOR EUROPE 

JANUARY-FEBRUARY  Franco-German 
opposition  to  U.S.  Iraq  policy  sparks  the  worst 
political  split  in  Europe  in  decades. 


APRIL  A  plan  by  France,  Germany,  Belgium, 
and  Luxembourg  to  set  up  a  European  military 
headquarters  encounters  a  firestorm  of  criticism 


AUGUST  Germany  officially  falls  into  recession 
after  six  straight  months  of  economic  shrinkage. 
Euro-zone  growth  as  a  whole  is  worst  in  10  years. 


SEPTEMBER  Swedish  voters  reject  the  euro. 


NOVEMBER  The  EU's  Stability  Pact  is  tattered  when  a 
majority  of  members  refuses  to  apply  sanctions  on 
France  and  Germany  for  excessive  budget  deficits. 


DECEMBER  Final  talks  on  an  EU  constitution 
breakdown. 


:h  of  sti 

be  the 


left  haggling  around  a  Brussels  table,  had  nothing  to  do  wi 
A  China-U.S.  alliance,  "if  it  can  hold,  will  be  the  most  hop 
chance  for  state  peace  this  century,"  says  Julian  Lindli 
French,  a  strategic  affairs  specialist  at  the  Geneva  Center 
Security  Policy.  "And  Europeans?  They  make  noises  ah 
their  new  role,  but  basically  if  s  clear  they  want  to  stay  on 
eternal  merry-go-round." 

Just  hours  after  the  constitution  sui  ^ 
mit  collapsed  came  the  U.S.  capture  sanj', 
Saddam    Hussein.    Europe's    leade , ,, 
praised  the  U.S.  for  bringing  the  ex-di  ^ 
tator  to  justice— and  were  privately  I  y,' 
lieved  that  the  spotlight  was  now  c w '? 
something  other  than  their  failed  negot  er  j 
ations.  But  the  episode  graphically  B  (()  , 
minded  the  Europeans  that  the  U.S. 


Data:  BusinessWeek 


still  pursuing  its  Iraq  policy  with  vigi-J 
despite  the  objections  of  France  and  (3  y  . 
many,  who  tried  to  smother  the  Britisf  lr 
led  movement  in  Europe  to  back  the  wa  0 
The  U.S.  Army's  inability  to  nab  Saddi  ,j. 
had  strengthened  the  Franeo-Ger 
position.  Not  any  more.  The  momen 
seems  to  be  back  with  the  U.S.  Eur< 
even  appears  ready  to  follow  the  Am 
can  lead  in  restructuring  Iraqi  debt 

That's  not  the  position  Europe  wantsi 
be  in.  A  Europe  unified  over  its  fori 
policy  and  at  ease  with  its  own  econoi 
and  political  force  would  be  able  to 
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ihin.i  as  .in  equal  and  possible  ally, 
d  Europe  could  also  have  a  bigger 

t  Mideast  and  Iraqi  atlairs.  The  con- 
ion,  with  its  plans  for  a  European 
Minister  and  lor  establishing  the 
cv  of  EU  law  over  national  legisla- 
ould  have  been  a  huge  step  toward 
d  of  superstate  that  could  take 
initiatives. 

itead,  Europe  is  left  arguing  with 
The  events  of  2003  suggest  that 
igh-water  mark  of  European  inte- 
)n  may  already  have  passed.  The 
tailed  out  with  stark  policy  splits 
Iraq.  In  September,  Sweden  reject- 
e  euro.  In  November,  the  EU  effec- 
killed  the  Stability  Pact  governing 
deficits.  The  constitutional  bust-up 
ihe  coup  de  grace, 
this  context,  the  recent  remarks  of 
:h  President  Jacques  Chirac  seem 
st  surreal.  His  Plan  B  is  to  create  a 
of  pro-integration   nations  that 
.1  move  ahead  injustice,  immigra- 
)olicy,  and  taxes.  This  "core  Europe 
good  solution,"  said  Chirac,  "it 
a  motor,  sets  an  example,  and  en- 
Europe  to  go  faster  and  better." 


■  .sten  the  Fractures 

!■   PROBLEM  IS  that  this  multiple- 

►  1  Europe  could  even  hasten  the 

af  ires  that  are  already  evident.  It 
"sites  the  central  idea:  that  Europeans 
°b  to  work  together.  "If  we  set  up  on 
hi  me  hand  an  admiral's  command 
!eii  speeding  ahead  jn  first  place  and  a 
%  h  of  stragglers  following  behind,  it 
^li  be  the  end  of  European  integra- 

o  '  says  Marek  M.  Siwiec,  national 
i*<  ity  adviser  to  Polish  President 
i"U  landr  Kwasniewski. 
»  what's  the  solution?  European 
*a  ts  have  to  roll  up  their  sleeves  and 
ilhi  resh  ways  to  make  the  25  EU  mem- 
|%1  work  better  and  more  closely  to- 
lefet  ;r.  If  that's  not  possible,  they  might 
lift  to  go  back  to  the  drawing  board.  In 

\i  :ase,  the  process  could  take  years— 
>'n<  push  Europe  even  further  to  the 
die  ines  of  world  politics. 
n'  liropean  Commission  President  Ro- 
nai  Prodi  fears  tliat  if  Europe  doesn't 
linj  it  could  face  the  fate  of  the  city- 
$a]s  Venice  and  Genoa,  once  as  rich 

n|  low  i-i  tul  as  any  polity  on  the  planet. 

-hi ,  in  the  wake  of  Nmerica's  discovery 

e  and  Spain  rose  as  great  powers. 

hjinability  of  the  city  states  to  unite 
adjust  to  this  new    reality  turned 

na   into  backwaters.  That's  the  Gate 
desperately  wants  Europe  to  avoid. 

li  iiiestion  is:  Is  he  too  late?  ■ 


FUND  TRANSFERS 


CAN  WESTERN  UNION 
KEEP  ON  DELIVERING? 

Margins  are  so  high  that  rivals  are  crowding  in 


VIKTOR  MURASHKO,  A 
Ukrainian  living  il- 
legally in  Germany, 
faithfully  visits  his  local 
Western  Union  office 
each  month  and  wires 
half  of  the  $1300  he 
earns  at  odd  jobs  to  his  wife  and  three 
kids  in  Kharkov,  Ukraine.  In  doing  so, 
Murashko— not  his  real  name— joins  a 
growing  army  of  80  million  people  who 
work  in  one  country  and  support  de- 
pendents in  another.  Each  year  more 
than  $100  billion  in  remittances  is 
zipped  across  borders,  most  of  it  anony- 
mously. "We're  talking  about  a  flood  of 
money  from  rich  to  poor  countries," 
says  Dilip  Ratha,  senior  economist  at 
the  World  Bank  in  Washington,  "and 
it  is  growing  dramatically." 

Indeed,  remittances 
are  such  a  hot  business 
that  Western  Union  Fi- 
nancial Services  Inc., 
long  the  dominant  play- 
er, suddenly  has  a  lot 
of  rivals.  Commercial 
banks,  credit  unions, 
and  others  are  trying 
to  wrest  share  from 
the  Greenwood  Village 
(Colo.)  company,  a  unit 
of  First  Data  Corp., 
which  acquired  it  in 
1995.  To  safeguard  its 
12%  share  of  world 
remittances,  Western 
Union  is  investing  $300 
million  in  a  global  ad- 
vertising campaign  and 
moving  fast  into  un- 
tapped markets  such  as 
China  and  India.  It  ac- 
knowledges the  pres- 
sure. "The  marketplace 
is  very  diversified,  and 
consumers  have  many 
choices  when  sending 
money,"  says  Western 


The  value  of  global  wire 
transfers  to  developing 
countries  is  rising  fast 


BILLIONS  OF  DOLLARS 
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Union  President  Christina  A-  Gold. 
It's  no  secret  why  lots  of  companies 
want  to  get  into  the  remittance  business: 
high  margins.  The  152-year-old  Western 
Union  will  make  operating  profits  of  $1 
billion  on  revenues  of  $3.5  billion  this 
year.  Among  its  newest  rivals  are  Bank  of 
America,  Citibank,  and  Wells  Fargo  & 
Co.,  all  targeting  remittances  worth  $25 
billion  a  year  that  Latinos  working  in  the 
U.S.  send  home.  To  facilitate  money 
transfers,  each  recently  bought  into  a 
Mexican  bank.  After  September  11,  when 
Mexican  consulates  in  the  U.S.  began  is- 
suing high-tech  identity  cards  to  undoc- 
umented workers,  Wells  Fargo  became 
the  first  bank  to  accept  the  cards  for  set- 
ting up  new  accounts.  Since  then,  150 
others  have  followed.  Outside  the  bank- 
ing  system,  Western  Union  is  vying  with 
outfits  such  as  Money- 
Gram  Payment  Sys- 
tems and  eBay  sub- 
sidiary PayPal. 

The    new   competi- 
tion has  made  remit- 
tances much  cheaper, 
here    and    abroad.    In 
Hong  Kong,  price  wars 
forced  Western  Union 
in  November  to  drop  its 
fee  from  $9  to  $2.60. 
Yet  many  longtime  cus- 
tomers remain  faithful. 
Joyce,  a  Filipina  living 
in    Hong    Kong,   uses 
Western  Union  because 
"it's  easier  and  quick- 
er." That  kind  of  loyalty 
gives  the  company  a 
buffer.   But  with  com- 
petitors proliferating,  it 
must  work  harder  than 
ever  to  stay  on  top.  ■ 
-By  David  Fairlamb 
in  Frankfurt,  with  Gai 
Smith  in  Mexico  Cin 
and  Frederik  BJqftmr  in 
Hong  Kong 
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CHINA 


THEY'RE  HUGE,  HEAVY 
-AND  LOVABLE 

Gas-guzzling  SUVs  are  all  the  rage  with 
newly  prosperous  Chinese  drivers 


IME  WAS,  ZHANG  PU- 
hong's  weekend  outings 
to  Fragrant  Hills  Park  in 
Beijing  were  a  nerve- 
wracking  affair:  Zhang, 
his  wife,  and  their  2-year- 
old  son  would  all  climb 
into  their  Citroen  Fukang  hatchback  to 
battle  Beijing  traffic  on  the  40-minute 
trip  for  weekly  picnics.  Since  October, 
though,  those  trips  have  gotten  much 
more  relaxing.  That's  when  Zhang 
bought  a  $27,800  Nissan  Paladin  sport- 
utility  vehicle.  Never  mind  that  the  pearl- 
white  Nissan  gulps  twice  as  much  gas  as 
the  Citroen.  "This  car  is  big,  so  it's  much 
safer"  in  the  chaotic  traffic,  says  the  34- 
year-old  manager  for  a  real  estate  servic- 
es company.  "I  really  enjoy  driving  it." 

China,  in  its  determined  quest  to  match 
the  West  in  consumerism,  has  adopted  the 
SUV  craze.  For  a  small  but  fast-growing 
group  of  mainlanders,  a  Volkswagen  San- 
tana,  Buick  Sail,  or  Ford  Fiesta  just  doesn't 
cut  it  anymore.  These  Chinese  drivers,  like 
their  American  counterparts,  want  to  hit 
the  streets  swathed  in  layers  of  heavy  met- 


al. Consultant  A/T.  Kearney  Inc.  predicts 
that  Chinese  SUV  sales  will  surge  by  30% 
annually,  compared  with  18%  growth  for 
cars.  That  means  sales  will  jump  from 
160,000  vehicles  this  year  to  almost 
600,000  by  2008.  SUVs  are  "the  highest- 
growth  segment  within  the  fastest-grow- 
ing automotive  market  in  the  world,"  says 
Paul  Alcala,  CEO  of  Beijing  Jeep  Corp.,  a 
joint  venture  of  DaimlerChrysler  and  Bei- 
jing Automobile  Industry  Corp.  "What 
better  place  to  be?" 

A  lot  of  companies  are  asking  the  same 
question— and  jumping 
into  the  market.  Beijing 
Jeep,  which  began  mak- 
ing Grand  Cherokees  in 
Beijing  a  decade  ago, 
added  two  new  models 
this  year:  the  $16,000 
Jeep  2500  and  the  Pa- 
jero  Sport,  a  bigger  SUV 
that  tops  out  at  $42,000 
and  is  produced  under 
license  from  Mitsubishi 
Motors  Corp.  General 
Motors     Corp.     now 


BEIJING  CAR  MART 

Buyers  size  up 
Toyota,  Jeep,  and 
other  makers 
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makes  Chevn 
Blazers    in 
northeastern 
of  Shenyang, 
yota  this  fall  s 
ed  making  its  Prado,  Dario  Terio, 
Land  Cruiser  SUVs  in  China.  And  Hoi 
Motor  Co.  plans  to  launch  its  CRV  in  ( 
na  next  year,  while  Nissan  has  been  m 
ing  the  Paladin  in  Zhengzhou  since  F 
ruary.  "There  are  big  opportunities  foi 
in  China,"  says  Tadashi  Ishihara,  gem 
manager  of  Nissan's  China  office. 

GREAT  LEAP  UPWARD 

LOCAL  MAKERS  are  picking  up  on 
trend,  too.  Zhongxing  Automobile  Mi  ! 
ufacturing  Co.  started  selling  its  $9,5  \ 
Chiye    in    June.    Yongzhou's    Hun  \ 
Changfeng  Group  launched  the  $23,0  '. 
Liebao  Feiteng  in  October.  Now,  Chini 
manufacturers  are  ready  to  make  1 1 
great  leap  upward  into  higher-end— a  i 
higher-margin— models.  Since  Jui 
2002,  Great  Wall  Automobile  Holdi  j 
Co.,  in  the  central  city  of  Baoding,  1  | 
made  the  $10,000  SAFE  SUV— so  nam  \ 
to  reinforce  the  message  that  bigger  \  \ 
hides  are  safer  for  drivers  in  a  eras 
Now,  it  plans  to  develop  an  even  heffl  I 
more  expensive  model.  "We  feel  pressi  j 
as  competition  is  getting  much  fierce 
says  Shang  Yugui,  a  director  at  G«  \ 
Wall. 

That  competition  is  great  for  buye 
Sticker  prices  have  fallen  10%  to  15%]  I 
the  past  two  years,  a  trend  likely  to  co  \ 
tinue,  according  to  A.T.  Kearney.  At 
with  roughly  30  companies  licensed 
make  SUVs,  some  producers  are  gertil  - 
nervous.  "The  SUV  market  is  overhea 
ing,"  warns  Sun  Jian,  deputy  managii 
director  of  A.T.  Kearneys  Shanghai  offio 
"There  is  lots  of  idle  capacity." 

An  added  challenge  for  SUV  make 
will  be  pollution  and  fuel-consumptio 
standards  set  to  take  effect  by  June,  20QJ 
While  the  emissions  limits  are  similar 
those  in  the  U.S.  and  Europe,  the  fu( 
economy  rules  would  be  among  tl 
world's   strictest— al 
fewer    than    half  th 
SUVs    now    made  J 
China     comply     wit 
them.  With  eager  cus 
tomers  such  as  Zhan 
pacing  the  showroa 
floors,  though,  carmi 
ers  have  every  incenti 
to  get  their  road  h< 
up  to  snuff  and  on 
market.  ■ 

-By  Dexter  Ro> 
in  Beiji 
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WE  USED  TO  DO 

EVERYTHING 
EXCEPT  PAYROLL 
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NOW,  WE  JUST  DO 
EVERYTHING. 


Hewitt  in  now  the  only  company  that  can  offer  outsourcing  for  all  HR  services,  hacked  hy  over  60 
retrs  of  human  capital  management  expertise.  Combine  that  with  Hewitt's  industry-leading  process 
and  technology,  and  you  can  understand  why  more  than  half  of  all  FORTUNF. S00*  companies  relv  on 
Hewitt.  So  when  it  comes  to  marimi7ing  your  organ iration's  ralent  investment,  there's  one  company 
TOT  can  count  on  fot,  well,  everything.  For  more  information,  visit  our  Teh  site  at  www.fiewitt.com. 


Hewitt 


['.  &  Benefits  Outsourcing  ■  Payroll  ■  Retirement  &  Financial  Management  ■  Health  Care  ■  Talent  &  Organizational  Change 


O  2004  Hewitt  Associates  LLC  Fortune  500  is  n  registered  trademark  ot  the  Fortune  Magazine  division  ol  Time  Inc 
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Everybody's  got  an 
opinion  about  stocks. 
Want  an  unbiased  one? 


Snapshot  Report 


Call  today  for  a  better  way  to  find  stocks  that  may 
be  right  for  you  with  Schwab  Equity  Ratings." 

At    Charles    Schwab,    we    believe    individual    investors 
deserve  an  equity  rating  approach  that's  both  objective  and  I 
easy  to  understand.   So   we  created   our  Schwab  Equity 

Ratings.  Using  the  same  set  of 
diverse  criteria,  we  evaluate 
the  stocks  of  over  3,000  U.S.- 
headquartered  companies 
—  more  than  any  other 
major  brokerage  firm.  Our 
unbiased  approach  results  in  easy-to-follow  A-through-F 
ratings  that  can  help  you  decide  which  stocks  to  buy  and 
sell.  And  because  we  believe  that  it's  important  to  put  any 
type  of  rating  into  context,  your  report  will  also  include  a 
range  of  third-party  opinions  to  help  you  make  more 
informed  investing  decisions. 


TO  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS  FOR  THREE  STOCKS  OF  YOUR  CHOICE, 

CALL  1-800-398-1131. 
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fjM  ttroogly  Outperform 
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Visit  www.schwab.com  or  an  Investor  Center  near  you. 


diaries  schwab 


Generally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  Schwab  Equity  Ratings  may  be 
contingent  on  the  payment  of  a  service  fee  or  the  amount  of  assets  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally 
updated  weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab  Equity  Ratings  are 
general  information;  they  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs,  nor  do  they  represent  a  i 
personalized  recommendation  of  a  particular  stock  or  stocks  to  you.  Stocks  can  be  volatile  and  entail  risk,  and  individual  stocks  may  not  j 
be  suitable  for  you.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-13156).  ADS26211FUL 
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The  easy  money  is  gone, 
but  nextyear  coulastill 
pay  off  ifyou're  picky 


BY  MARCIA  VICKERS 


IT  WAS  A  KNOCK-YOUR-SOCKS- 
off  year  in  the  stock  market  for 
Mark  Ciborowski,  47,  head  of  a 
real  estate  management  firm  in 
Concord,  N.H.  He  racked  up 
nearly  125%  gains  by  buying 
mostly  small,  beaten-down 
stocks,  riding  them  up  steadily  as  a  ski- 
lift,  then  jumping  out  with  a  tidy  profit. 

Most  investors  didn't  make  such  nose- 
bleed returns  in  2003,  but  it's  doubtful 
you'll  hear  complaints.  After  three  years  of 
the  most  grisly  bear  market  since  the  Great 
Depression,  many  investors  are  thrilled  to 
see  double-digit  gains  in  their  401(k)  and 
brokerage  accounts.  Through  Dec.  16,  the 
Standard  &  Poor's  500-stock  index  was  up 
22%,  the  Nasdaq  Composite  Index 
popped  44%,  and  the  Dow  Jones  industri- 
al average— which  recently  topped  the 
10,000  mark— had  risen  21%.  In  fact,  if 


you  weren't  in  stocks,  you're  probably  feel- 
ing like  a  geek  hiding  by  the  punch  bowl  at 
the  high  school  prom.  Money-market  ac- 
counts have  averaged  well  under  2%  this 
year,  barely  keeping  up  with  inflation. 

The  party's  not  over,  but  it  may  be  thin- 
ning out  a  bit.  Many  strategists  think 
stocks  could  reap  low  double-digit  gains  in 
2004,  but  a  repeat  of  2003  is  highly  un- 
likely. Because  stocks  have  rallied  so 
strongly,  many  aren't  cheap  anymore.  Be- 
sides, interest  rates  will  likely  start  rising  in 
2004.  Then  there  are  tougher  earnings 
comparisons  and  a  chronically  weak  dol- 
lar, and  despite  the  recent  capture  of  a 
bedraggled-looking  Saddam  Hussein,  the 
occupation  in  Iraq  continues.  All  these  fac- 
tors make  Ciborowski  merely  "cautiously 
optimistic"  about  2004:  "The  easy  money 
has  been  made."  Still,  a  10%  gain  for  2004 
would  not  be  bad  at  all;  in  fact,  over  the 


past  50  years,  that  has  been  the  markei  pled 
average  annual  return.  To  best  that,  i  shave 
vestors  need  to  saddle  up  with  stoc ;  and  ai 
poised  to  benefit  from  economic  recover  iditure: 

If  s  likely  that  investors'  love  affair  wii 
bonds  has  gone  the  way  of  most  cour 
ships  spawned  on  reality-TV'  shows  lil  ifet ! 
Joe  Millionaire.  If  rates  rise  by  as  little 
1%,  the  price  of  a  10-year  Treasury  wi 
plunge  about  8%.  And  if  you  hope  tl 
price  of  your  house  will  continue  to  ou 
pace  the  stock  market,  think  again.  Risin 
rates  could  huff  and  puff  and  blow  yoB 
house  value  down.. .or  at  least  sideways 

The  good  news  is  there's  no  questioiofKe 
that  the  economy  is  building  muscle.  1  s0mei 
the  third  quarter,  gross  domestic  produi  foeus 
grew  8.2%— the  fastest  spurt  since  19&  feti 
A  stronger  economy  will  translate  inl^ 
healthy  corporate  earnings.  Analysts  esti  heci]r 
mate  that  fourth-  and  first-quarter  earn^ 
ings  will  come  in  at  about  22%  and  13'  \ 
higher  than  the  same  periods  a  year  earli  j  a 
er,   according   to    earnings    researche  0f  „ 
Thomson  First  Call.  For  2004,  analysl  th; 
expect  earnings  to  rise  about  12%.  ei 

Companies  are  increasingly  flush  wii  ^ 
cash,  and  that's  likely  to  fuel  earnings  fe:  ; 
Both  operating  and  free  cash  flow  for  til  ^ 
S&P  500  are  at  their  highest  in  five  yean  4/ 
according  to  StockDiagnostics.com,  |  a ^ 
equities-research  firm.  Because  earn 
tend  to  lag  behind  cash  flow  by  abou 
months,  StockDiagnostic's  research 
rector,  Michael  Markowski,  thinks  St 
will  be  strong  at  least  through  the 
half  of  2004.  "When  cash  flow  starts 
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lap  like  this,  it's  telling  you  that  com- 
as s  have  plenty  of  money  to  pay  down 
el|  and  are  preparing  to  make  capital 
iditures,"  he  says. 

ket  rotation 

LTHOUGH    INTEREST 
rates  will  likely  inch  up 
in  2004,  they'll  remain 
very  Jow.  John  A.  Cald- 
well, portfolio  strategies 
director    at    McDonald 
Investments  Inc.,  a  divi- 
)f  KeyCorp  in  Cleveland,  says  rates 
some  elbow  room.  The  Federal  Re 
focuses  on  the  federal  funds  rate, 
hich    banks    lend    to   each    other 
light,  and  that  is  still  just  1%,  or  be- 
u'  current  1.8%  inflation  rate.  Even 
tes  won't  rise  overnight.  Says  Cald- 
"The  Fed  will  probably  wait  until 
•e  more  than  two  consecutive  quar- 
of  strong   GDP   growth   and  job 
th." 

viion  years,  along  with  the  year  be- 

nfiem,  arc  usually  bullish.  According  to 

tock  finder's  Almanac,  the  last  two 

ea|  of  the  43  Administrations  since  1832, 

ding    2003,    produced    cumulative 

et  gains  of  739%,  compared  with  a 

>  gain  in  those  Administrations'  first 

ears;  average  annual  gains  were  17% 

H>.  Incumbents  tend  to  pile  on  eco- 

01  c  stimulus  in  order  to  spruce  up  then 

vo years  in  office,  having  applied  the 

ill  medicine,  such  as  tax  hikes,  earlier. 
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President  George  W.  Bush's  2003  tax  cuts, 
which  slashed  taxes  on  dividends  and  cap- 
ital gains,  provided  a  booster  shot  for  the 
market.  The  effect  will  likely  spill  over  into 
2004.  Says  Woody  Dorsey,  a  strategist  and 
president  of  Market  Semiotics,  a  research 
firm  in  Casdeton,Vt.:  "The  liquidity  boom 
probably  has  some  tailwind  that  could  take 
us  through  the  first  quarter." 

Despite  the  widening  mutual-funds 


WHERE  THE  ACTION 
IS  LIKELY  TO  BE 


Stocks  may  not  be  as  hot  in  2004, 
but  you  could  do  well  by  looking  for: 

LARGE  CAPS  WITH  SOLID  EARNINGS 

The  stocks  of  these  companies  have 
underperformed  small  caps  and  low- 
er-quality issues  for  quite  a  while,  so  it 
could  be  their  time  to  shine. 

REASONABLE  VALUATIONS  Look  for 
stocks  with  quality  earnings  that  are 
trading  at  a  discount  to  their  peers, 
avoiding  those  bloated  by  a  big  runup. 

DIVIDEND  PAYERS  Companies 
that  increase  their  dividends  at  a 
reasonable  pace  are  a  good  bet. 
That  most  likely  means  stable  earnings. 

SELECT  SECTOR  PLAYS  Keep  an  eye 
out  for  special  situations.  For  exam- 
ple, the  new  Medicare  rules  could 
give  drugmakers  and  insurers  a  boost. 


scandal,  investors  are  looking  on  the  sun- 
ny side.  Our  annual  BusinessWeek/Harris 
Poll  found  that  54%  of  households  think 
stocks  will  rise  in  2004.  That's  a  big  jump 
from  the  41%  who  thought  so  a  year  ago. 
Mutual-fund  flows  have  held  up  surpris- 
ingly well.  Through  mid-December,  in- 
vestors poured  about  $48  billion  into  eq- 
uity funds;  in  2002  during  the  same 
period,  they  yanked  out  about  $28  billion, 
according  to  U.S.  Bancorp  Piper  Jaffray. 

Still,  some  factors  could  be  a  drag  on 
stocks.  Beyond  unpredictable  geopoliti- 
cal crises  or  acts  of  terrorism,  the  main 
roadblock  in  2004  will  likely  be  valua- 
tions. After  2003's  run,  the  median  S&P 
500  stock  is  trading  at  a  price-earnings 
ratio  of  about  18,  based  on  analysts'  esti- 
mates of  earnings  over  the  next  12 
months.  That's  not  exactly  cheap,  even 
with  rock-bottom  interest  rates;  over  the 
past  50  years,  the  average  p-e  for  the 
S&P  500  has  been  about  15.  "The  market 
is  fairly  to  fully  valued,"  says  Vincent  D. 
Farrell  Jr.,  chairman  of  Victory  Capital 
Management.  "That  means  you  really 
have  to  pick  stocks." 

For  2004,  you'll  want  to  look  beyond 
the  many  technology  equities  and  small- 
and  micro-cap  stocks  with  lower  quality 
earnings  that  have  been  hands-down 
u  inners  this  year.  According  to  a  study  In 
Richard  Bernstein,  chief  l.S.  and  quanti- 
tative strategist  at  Merrill  lynch  ft  Co., 
shares  of  lower-quality  companies  that 
lost  money  over  the  past  decade  were  up 
33%  for  the  year  through  Nov.  25,  beating 
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the  22%  gain  of  top-rated  companies 
whose  earnings  rose.  The  catch  is  that 
many  of  these  stocks  are  now  over- 
priced. That's  why  many  experts  now  fa- 
vor large  caps  with  solid  earnings  that 
have  been  trading  at  a  discount  to  the 
market.  Consider  energy  stocks.  "Energy 
earnings  have  been  phenomenal,  but 
[the  group's]  performance  is  the  second- 
worst  among  10  sectors,"  says  Bernstein. 
Among  large  caps,  companies  that 
have  been  increasing  their  dividends, 
such  as  General  Electric  and  Pfizer, 
could  be  a  good  bet.  According  to  S&P, 
418  listed  companies  raised  their  divi- 
dends in  the  third  quarter— a  40%  jump 
from  a  year  ago.  It  estimates  that  divi- 
dends for  the  S&P  500  will  rise  10.1%  in 
2004,  compared  with  an  average  of  just 
0.8%  over  the  five  years  through  2002. 


The  last  two  years  of 
eveiy  Presidency 
since  1832  have  seen 
hefty  market  gains 


Says  Philip  S.  Dow,  director  of  equity 
strategy  at  RBC  Dain  Rauscher  Inc.  in 
Minneapolis:  "The  big  story  in  2004 
will  be  dividend  increases." 

Tech  stocks  that  aren't  overheated 
could  shine,  particularly  those  of  com- 
panies that  can  ramp  up  production 
without  having  to  invest  more.  Some  fi- 
nancial companies  are  still  fairly 
priced  relative  to  their  peers,  and  as 
takeover  deals  heat  up  and  investors 
come  back  to  the  market,  they  could 
rally.  Both  high-end  and  discount  re- 
tailers look  poised  for  gains.  Insurers 
and  pharmaceuticals  will  likely  benefit 
from  recent  Medicare  reform.  High  en- 
ergy prices,  coupled  with  a  looming 
natural-gas  shortage,  could  spark  a  ral- 
ly in  energy  stocks. 

Beyond  stocks,  commodities  like 
nickel  and  copper  should  remain  dur- 
able in  2004.  Gold  could  continue  to 
glitter.  Even  art  could  be  a  portfolio 
masterpiece. 

The  bottom  line  for  2004:  To  beat 
the  market,  you'll  need  to  invest  in  the 
best-performing  stocks  that  are  trad- 
ing at  low  valuations.  No,  it's  not  easy. 
But  in  this  issue  we've  done  some  of 
the  spadework  for  you.  ■ 


Just  one  of  those 
do-nothing  election 
years?  Notlikely 


BY  RICH  MILLER 


USUALLY,  NOT  MUCH 
gets  done  in  Presiden- 
tial election  years: 
Politicians  are  too  busy 
positioning  themselves 
ahead  of  the  contest, 
while  Federal  Reserve 
policymakers  prefer  to  stay  out  of  the 
limelight.  But  Washington  could  spring 
a  few  surprises  in  2004. 

This  year,  political  considerations 
could  drive  action  on  a  number  of  fronts. 
Chairman  Alan  Greenspan's  Federal  Re- 
serve could  nudge  up  interest  rates  at 
midyear,  and  lawmakers  could 
pass  a  parcel  of  important  legis- 
lation, including  mutual-fund 
reform  and  tax  cuts  aimed  at  in- 
creasing savings. 

The  central  bank  has  two 
windows  for  hiking  interest 
rates:  summer  2004,  before 
the  election  campaign  really 
heats  up,  or  winter  2005,  says 
Laurence  H.  Meyer,  a  former 
Federal  Reserve  governor  who 
is  now  with  the  Center  for 
Strategic  &  International  Stud- 
ies. If  the  economy  continues  to 
outperform  expectations  and 
inflation  ticks  up,  the  Fed  could 
tighten  at  its  June  or  August 
meetings.  But  if  it  hasn't  acted 
by  then,  it  will  put  off  an  in- 
crease until  2005,  well  after  the  election. 
Pre-election  politics  will  also  shape 
the  tax-cut  package  that  President 
George  W.  Bush  is  expected  to  roll  out. 
Modeled  on  a  proposal  he  first  made  in 
early  2003,  it's  likely  to  call  for  the  cre- 
ation of  new  kinds  of  savings  accounts: 
Savers  would  have  to  deposit  aftertax 
dollars,  but  interest,  capital  gains,  and 
dividend  income  earned  on  them  would 
never  be  taxed,  and  the  funds  could  be 
withdrawn  for  any  purpose.  In  deference 
to  fiscal  conservatives  who  have  criti- 
cized the  President  for  the  swelling 
budget  deficit,  the  package  will  probably 


be  less  generous  than  the  2003  propoi 
which  would  have  allowed  savers 
stash  $7,500  a  year  in  such  accoun 
Chances  for  passage  look  good,  becai 
Democrats  would  find  it  difficult  to  c 
pose  such  a  plan  in  an  election  year. 

With  scandal  rippling  through  the  m 
tual-fund  industry,  Congress  is  also  lik< 
to  pass  mutual-fund  reform  legislation 
2004.  Already,  the  House  has  ovt 
whelmingly  approved  a 
bill  aimed  at  improving  GREENSPAN 
fee  disclosure,  beefing  summer  hiki 
up  the  independence  of   h^hh 
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fund  boards,  and  deterring  trading  abus 
es.  The  version  that  the  Senate  will  tak 
up  early  in  2004  is  likely  to  be  toughe 
The  bottom  line  for  investors:  adde 
costs,  at  least  initially,  as  funds  scrambl 
to  meet  the  new  requirements.  But  in  th< 
long  run,  the  reforms  could  lead  to  men 
competition  and  lower  costs  as  investor 
use  the  extra  information  to  shop  arouiK 
and  independent  directors  demand  mon 
from  fund  managers. 

Watch  Washington  closely  next  year 
What  comes  out  of  the  nation's  capil 
could  have  dramatic  implications  for  in 
vestors  for  years  to  come.  ■ 
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Hidden  value  and 

the  multipurpose  peanut. 


Can  you  see  it? 


c 
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Patti  Lewis,  IBM  process  streamliner,  financial  industry 


The  peanut.  Long  before  peanut  butter  and  peanut  oil,  the  peanut  was  a 
trash  crop.  Planted  solely  to  add  nutrients  to  soil,  it  was  then  fed  to  hogs. 

That  is,  until  a  man  named  Carver  came  along.  He  didn't  know  it  at  the 
time,  but  he  was  the  grandfather  of  hidden  value.  He  not  only  created  new 
products,  new  industries  and  new  value,  but  he  almost  single-handedly 
revitalized  the  economy  of  the  South.  From  a  peanut. 

So,  where  is  the  peanut  in  your  business?  It  could  be  hidden  behind  your 
processes  (outdated,  rigid  models).  It  could  be  hidden  in  a  cultural  rut 
(behavior  that  never  evolves).  It  could  be  hidden  in  IT  (proprietary  systems 
that  don't  talk).  It  could  be  anywhere.  But  one  thing  is  for  sure  —  it's  there. 
Somewhere.  Sometimes  it  just  takes  a  fresh  eye  to  see  it. 

Start  small.  Find  the  value.  Remember,  this  all  started  with  just  a  peanut. 

* 

On  demand  business 

starts  with  on  demand  thinking. 

Real  people  with  real  insights  and  the  resources  to  deliver  on  them. 
Partners,  listeners,  problem  solvers.  Doers.  People  to  help  you  evolve  your 
thinking,  your  business  and  your  culture.  It  won't  happen  overnight.  It  will, 
however,  create  real  change  in  your  company.  On  demand  business. 
Get  there  with  on  demand  people.  Please  call  800  IBM  7080  (ask  for 
thinking)  or  visit  ibm.com/services/thinking 


ho  IBM  logo  are  trademarks  or  registered  trademarks  ol  Int  i  Uisinoss  Machines  Corporation  in  the  United  States  and/or  other  countries  i>2003  IBM  Corp  All  rights  reserved. 


Fatterprofits-andjob 
growtn-will  send  the 
recovery  into  high  gear 

BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


TO    HEAR    ECONOMIC 
forecasters  tell  it,  the  trip 
from  2003  to  2004  will  be 
like    going    to    sleep    in 
Kansas  and  waking  up  in 
Oz.  And  it  won't  be  a 
dream. 
After  two  years  of  a  tepid,  hit-or-miss 
recovery  that  offered  no  assurance  of  bet- 
ter times  ahead,  all  signs  now  point  to  a 


year  of  strong,  well-balanced  growth  that 
will  generate  a  lasting  upturn.  Better  bal- 
ance is  the  key:  between  spending  gains 
by  businesses  and  consumers,  between 
rising  profits  and  household  incomes,  be- 
tween productivity  increases  and  job 
growth.  Simply  put:  "Everyone  wins," 
says  David  W.  Berson  at  Fannie  Mae. 

One  big  reason  is  that  in  2004  the  ben- 
efits of  the  economy's  long-run  trend  of 
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faster  productivity  growth  will  shii™te 
through.  Even  as  demand  sputtered  ov  ^1 
the  past  three  years  of  recession  ailetlm' 
mock  recovery,  productivity  gains  wemet0 
lifting  profit  margins  and  the  real  wag  Pi 
of  workers  who  kept  their  jobs.  No  ^Co 
amid  stronger  and  more  widely  based  d  lan<l  i 
mand,  every  addition  to  revenue  will  en 
ate  even  more  profits.  And  with  payro 
rising,  each  new  worker  will  gener^ 
even  more  purchasing  power.  "This  is  I 
virtuous  cycle,"  says  Gail  Fosler  at 
Conference  Board  Inc. 

The  business  economists  in  Busines 
Week's  survey,  on  average,  expect  d 
economy  to  grow  4.1%  in  2004.  ThatS, 
fast  enough  to  spur  enough  job  growth 
cut    the    jobless     rate     to    5.6% 
yearend  from  its  peak  of  6.4%.  They  i 
pect  almost  no  change  in  inflation,  which 
will  be  1.9%  for  the  year.  They  also  looj^ 
for  the  Federal  Reserve  to  be  patient 
lifting  interest  rates,  most  likely  not  ur 
midyear  (table,  page  74). 

The  forecasters  are  quite  confident 
their  upbeat  oudook.  Two-thirds 
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nh  of  l%  or  better,  including  BWs 

Hess  ()iiilook  editors'  forecast  of 
).  The  lowest  projection  is  2.9%, 
h  mmIv  .1  year  ago  was  dose  to  the  con- 
ns c\|Hrtatmn  tin  2003. "With  mone- 

ancl  tLscal  policy  as  aggressive  as  they 
been  in  history,  and  with  both  house 
and  business  confidence  on  the  rise, 
/thing  is  in  place  tor  a  robust  economy 
broad-based  growth,"  says  Joel  L. 
)ff  of  NarotT Economic  Advisors. 
I  hard  to  disagree.  Strong  profits  are 
ng  a  rebound  in  capital  spending, 
hiring  and  stock  market  gains  are 
ig  household  incomes,  wealth,  and 
f  idence.  Even  the  depressed  manufac- 
il  ig  sector  is  stirring  to  life.  Accelerat- 
;rowth  abroad,  especially  in  Asia,  and 
eciation  in  the  dollar  are  boosting  ex- 
s,  overseas  profits,  and  U.S.  competi- 
|j|iess— particularly  in  Europe,  where 
dollar  has  slipped  the  most.  Cash- 
ped  state  and  local  governments  will 
/inners,  too,  as  stronger  growth  lifts 
evenues.  The  capture  of  Saddam  Hus- 
also  may  bolster  confidence  by  re- 
ing  some  uncertainty  over  Iraq  and 
roving  stability  in  the  region. 

v  tit-up  demand 

Jt    M       ^HE     BIGGEST     DIFFER- 
^ence  between  2003  and 
2004  is  that  overall  de- 
mand will  not  be  as  de- 
pendent    on     consumer 
spending    and    housing. 
.^^L.       Consumer    buying    will 
i  lerate  as  the  stimulus  from  tax  cuts 
"j  cheaper  mortgages  wane.  But  at  the 
e  time,  "we  expect  the  main  growth 
jie  to  come  from  business  investment 
production,"  says  Gene  Huang  at 
M&X-  Corp.  The  combination  of  stronger 
jltjiand  and  the  investment  bust  of  the 


past  three  years  has  resulted  in  pent  up 

demand  for  new  equipment  and  insuffi 

dent  inventories.  "Businesses  are  starting 
to  feel  the  need  to  expand  in  order  to  take 
advantage  of  new  opportunities,"   savs 

Gary  Thayer  at  A.G.  Bdwards  Inc.  Outlays 

tor  tech  gear  are  already  matching  the 
growth  rates  of  the  late-'90s  boom  as 
companies  strive  to  boost  productivity. 

But  don't  expect  productivity  to  repeat 
its  recent  surge  of  5%  over  the  past  year. 
"Productivity  gains  will  slow,  but  only 
from  their  present  elevated  levels,"  says 
Nariman  Behravesh  at  Global  Insight  Inc. 
The  good  news:  If  productivity  slows  to 
2%  to  3%  in  the  coming  year,  an  economy 
growing  at  4%  would  be  able  to  generate 
job  growth  of  1%  to  2%,  equivalent  to  job 
gains  of  about  100,000  to  200,000  per 
month.  "Job  growth  of  just  over  1%,  com- 
bined with  wage  growth  near  3%,  will 
give  consumers  enough  spending  power 
to  keep  them  a  solid  force  for  economic 
growth,"  says  Stuart  Hoffman  at  PNC  Fi- 
nancial Services  Group  Inc. 

The  bright  outlook  isn't  just  an  Ameri- 
can story.  Thanks  to  the  dual  thrust  from 
the  U.S.  and  China,  the  global  backdrop 
looks  the  best  in  years.  "China  has  jump- 
started  growth  throughout  Asia  and  is 
stimulating  exports  from  all  industrial- 
ized countries,"  says  Robert  Gay  at  Com- 
merzbank  Securities.  The  U.S.  is  playing  a 
smaller  role  as  the  world's  growth  engine. 
Chinese-driven  strength  in  Asia  is  help- 
ing Japan  pull  out  of  its  abyss,  though  its 
growth  will  continue  to  be  limited  by  slow 
progress  in  restoring  the  health  of  its 
banking  sector.  The  euro  zone  is  also 
starting  to  turn  up,  but  its  recovery  will  be 
constrained  by  relatively  stringent  mone- 
tary and  fiscal  policies,  by  the  euro's  rise, 
and  by  slow  progress  on  labor,  pension, 
and  regulatory  reforms. 

Despite  expectations  of  solid  economic 
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REAL  GDP 
PERCENT  CHANGE 
2003                    2004 

CPI                                           EXCHANGE  RATE 
PERCENT  CHANGE                          UNITS  PER  U.S.  $• 
2003                 2004                            2003                2004 

INA 

8.2 

7.7 

0.7 

1.4                8.28 

8.28 

UTH  KOREA 

2.9 

5.1 

3.5 

3.5              1169.0 

1145.0 

>. 

3.1 

4.4 

2.3 

1.9 

-- 

AZIL 

1.3 

3.5 

10.7 

7.9                 2.95 

3.07 

NADA 

2.0 

3.3 

2.7 

1.9                 1.37 

1.31 

liXICO 

1.7 

3.3 

4.1 

3.1               10.96 

11.22 

1 ITAIN 

2.0 

2.6 

2.8 

2.6                 1.67 

1.74 

PAN 

2.4 

2.0 

•0.2 

•0.2                112.2 

107.3 

RO  ZONE 

1.9 

2.0 

1.6                 1.16 

1.20 
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KEY  INDICATORS 
FOR  2004 


How  can  you  tell  if  the  U.S.  recovery 
is  shifting  from  one  dependent  on 
tax  cuts  and  mortgage  refinancings 
to  one  reliant  on  job  growth  and  a 
confident  business  sector?  Here 
are  some  data  to  watch. 


NEW  CLAIMS  FOR 
UNEMPLOYMENT  BENEFITS  offer 

weekly  measure  of  the  labor  markets. 
Consistent  readings  below  350,000 
suggest  monthly  job  growth  will  rise  to 
150,000  or  better 
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NEW  CLAIMS  FOR 

UNEMPLOYMENT  BENEFITS 

(FOUR-WEEK  MOVING  AVERAGE) 
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Data:  Labor  Dept. 


NOV.  29.  '03 


CAPITAL  GOODS  ORDERS,  already 
up  five  out  of  the  last  six  months,  need  to 
keep  increasing  in  order  to  confirm  a 
continued  rebound  in  business  spending 
on  equipment 


BILLIONS  OF  COLLARS 
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NONDEFENSE  ORDERS 
FOR  CAPITAL  GOODS. 
EXCLUDING  AIRCRAFT 


'   '    i    '    '    '    '    '    i    '   '    i    i 


1   1  1   I    1    1   I 


JAN.  '02 

Data:  Commeice  Dept. 


OCT.  '03 


. 


THE  MANUFACTURING  INDEX  will 
show  if  the  overall  recovery  is  helping  the 
beleaguered  factory  sector.  The  ISM  survey 
also  tracks  the  trend  of  exports.  Readings 
above  50%  suggest  both  activity  and  foreign 
demand  are  rising 


.  PERCENT  REPORTING  IMPROVEMENT 


JAN.  02 


NOV  03 
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growth,  forecasters  say  that,  amid  so  much 
slack,  in  terms  of  unused  labor,  equipment, 
and  buildings,  inflation  will  be  a  no-show, 
allowing  the  Federal  Reserve  considerable 
leeway  to  keep  interest  rates  low.  Neverthe- 
less, the  current  1%  federal  funds  rate  is  far 
too  low  to  be  consistent  with  the  Fed's 
long-run  goal  of  price  stability.  At  some 
point,  as  short-term  rates  start  to  inch  up, 
bond  yields  will  rise  with  them. 

"We  expect  2004  to  be  a  difficult  year  for 
the  bond  market,"  says  John  Ryding  at 
Bear,  Stearns  &  Co.  In  that  regard,  the  Fed  is 
damned-if-it-does,  damned-if-it-doesn't. 
When  the  Fed  begins  to  move,  long-term 


rates  will  rise.  If  the  market  thinks  the 
Fed  is  waiting  too  long  to  hike,  yields  will 
jump  anyway  out  of  worries  over  infla- 
tion. "My  fear  is  that  the  Fed  will  be  too 
slow  to  lift  rates,"  says  Ian  Shepherdson 
at  High  Frequency  Economics  Ltd.  Like 
nearly  all  economists,  Shepherdson  isn't 
concerned  about  inflation  in  2004,  but 
the  danger  would  come  later  on.- 

Is  there  a  Wicked  Witch  to  foil  next 
year's  rosy  outlook?  Fears  of  terrorism  or 
a  Middle  East  crisis  that  could  cause  oil 
prices  to  spike  are  common.  But  there 
are  new  worries.  "My  biggest  concern  re- 
mains the  immense  [U.S.]  current-ac- 


count deficit  and  the  risk  of  a  drama 
decline  in  the  dollar,"  says  Ly 
Michaelis  at  Weyerhaeuser  Co.  A  shs 
plunge  in  the  dollar  could  bring  a  retn 
in  foreign  capital  so  crucial  to  U 
growth,  along  with  higher  inflation  a 
interest  rates.  Mounting  federal  defic 
also  raise  concerns  about  interest  rate 
But  that  risk  goes  beyond  2004,  a 
strong  growth  has  a  way  of  lesseni 
other  worries,  including  those  over  t 
dollar.  For  the  coming  year,  forecasts 
see  an  economy  ready  to  skip  down  a  y 
low  brick  road  of  rising  demand,  fart 
profits,  and  solid  job  growth.  ■ 


Winners  Ethan  Harris:  Top 
Economic  Visionary 


THE  2003  ECONOMIC  PICTURE  WAS 

dominated  by  accelerating  growth  with  a 
continued  drop  in  inflation — and  thus  a  very 
accommodating  Federal  Reserve.  Of  all  the 
forecasts  for  2003  gathered  by  BusinessWeek 
back  in  December,  2002,  Ethan  S.  Harris, 
chief  U.S.  economist  at  Lehman  Brothers  Inc., 
gave  the  most  accurate  projections  for  the 
year.  Close  on  his  heels  were  Joseph  Lira  of 
Stone  &  McCarthy  Research  Associates  and 
Wayne  D.  Angell  of  Angell  Economics. 

How  did  Harris  and  his  staff  of  four 
economists  forecast  such  a  seemingly 
contradictory  mix  of  rising  growth  but  slowing 
inflation?  "It's  spare  capacity  that  determines 
inflation's  trend,"  he  says.  "It's  not  the  growth 
rate  per  se."  By  spare  capacity,  he  means  the 
number  of  unemployed  workers  and  the  low 
rate  of  production  facilities  in  use,  both  in  the 
U.S.  and  globally.  If  an  economy  has  excess 
labor  and  capital,  it  can't  generate  the  cost 
and  \  age  pressures  that  push  up  inflation. 

He  ris  knew  the  overhang  of  labor  and 
caparty  would  influence  Fed  policymaking  as 
well.  Ti  at's  why  he  was  one  of  the  few 
economists  in  the  BusinessWeek  survey  who 
correctly  projected  another  rate  cut  by  the 
Fed  in  2003— although,  like  most  forecasters, 
he  wrongly  expected  some  tightening  later  on. 

The  Lehman  2003  forecast  was  also 


tempered  by  noneconomic 
events,  from  preparation  for 
war  to  the  corporate- 
governance  scandals.  These 
"touchy-feely"  factors,  as 
Harris  calls  them,  are  hard  to 
model,  but  they  caused 
executives  to  delay  making 
business  decisions  and 
widened  the  spread  between 
various  interest  rates. 

HARRIS,  47,  LIVES  IN 

Westfield,  N.J.,  with  his  wife, 
two  children,  and  three  cats. 
In  his  spare  time,  he's  a 
student  of  history  and  a  follower  of  the  Boston 
Red  Sox.  Being  a  long-suffering  fan,  he  says, 
may  have  given  him  "the  right  level  of 
cynicism"  to  forecast  an  economy  that 
disappointed  many  who  wanted  faster  growth 
and  more  jobs  in  2003. 

That  disappointment  may  continue  into 
2004,  according  to  the  Lehman  forecast.  In 
Lehman's  view,  the  corporate  sector  will 
participate  more  fully  in  the  recovery  while 
consumers  take  a  spending  break,  since  there 
is  not  much  pent-up  demand  among 
households  and  there  will  be  no  further  tax- 
cut  stimulus  to  boost  incomes.  Job  growth 


THE 

WINNING  FORECAST  FOR  2003 

YEARLY  REAL  GDP 

(%  CHANGE,  ANNUAL  RATE) 

1Q          2Q          3Q           4Q* 

CPI 

3Q 

FED 

FUNDS 

3Q 

10-YEAR    JOBLESS 
TREASURY     RATE 
3Q           3Q 

Harris' Forecast           1.5       3.0        3.5         4.0 

2.4 

1.5 

4.40        6.2 

Actual                          2.0       3.1        8.4         4.1 

2.2 

1.0 

4.23        6.1 

004Bu 

will  remain  muted,  mainly  because  of  high 
productivity,  he  says. 

Harris  doesn't  see  policymakers  hiking 
rates  until  2005.  "They  want  a  period  of 
healing  in  the  economy,"  he  says.  He  thinks 
the  Fed  will  wait  until  it  sees  better  growth, 
less  risk  of  deflation,  and  stronger  job  growth. 

Harris'  insight  into  the  Fed's  thinking  may 
be  better  than  most  because  he  worked  at  the 
Federal  Reserve  Bank  of  New  York  for  a  total  of 
nine  years  after  he  earned  his  doctorate  in 
economics  at  Columbia  University.  After  such 
a  long  stint,  he  admits,  "I've  been 
indoctrinated  into  the  Fed  mind-set."  He  also 
is  able  to  draw  on  the  advice  of  Lehman 
economists  abroad  and  experts  in  the  firm's 
trading  and  sales  departments. 

That  team  effort  helps  explain  why  the 
Lehman  forecast  was  such  a  winner  in  2003. 
While  his  beloved  Red  Sox  have  developed  a 
knack  for  snatching  defeat  from  the  jaws  of 
victory,  Harris  has  proven  himself  a  major 
league  success. 

-By  Kathleen  Madigan  in  New  York 
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Before  we  talk  about 

the  growth  of  broadband, 

let's  talk  about 

infrastructure. 


Everyone  wants  to  know  what's 
behind  the  surprising  growth  in 
broadband  these  days.  Well  to  be 
perfectly  honest,  it's  not  all  that 
surprising.  Quietly,  behind  the 
scenes,  we've  been  hard  at  work 
building  the  only  nationwide 
broadband  DSL  network.  And  now 
that  the  infrastructure  is  in  place, 
and  broadband  is  growing  at  nearly 
40%  a  year,  the  best  is  yet  to 
come.  If  you  don't  know  us,  we're 
Covad,  the  company  supplying 
broadband  to  the  biggest  names 
in  communications.  And  every  day, 
we're  cdntinuing  our  work  by 
simplifying  delivery  systems, 
improving  the  customer 
experience  and  providing  a  solid 
foundation  for  growth.  Hang  on 
tight,  because  unless  the 
world  suddenly  decides  that 
slower  is  better,  broadband  will 
only  get  bigger. 


To  learn  more  go  to  www.covad.com 


Making  broadband  better/ 


CO  /AID 


0 100)  tov.n  1  Ml  lights  irsrivrd  Covad  and  Ihr  Covad  logo  an  irgiMrrrd  trademarks  and  Making  broadband  brtlri  is  a  strvkr  mark  of  Covad  Communications  Group.  Inc 
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Investors  are  bullish  all 
over  again.  It's  not  just 
irrational  exuberance 


BY  PETER  COY 


OPTIMISM  IS  BACK  IN 
style.  The  number  of 
Americans  who  think 
stocks  will  go  up  in  the 
coming  year  is  back  to 
the  bull-market  highs  of 
the  late  1990s,  according 
to  the  annual  BusinessWeek/Harris  Poll. 
This  year,  a  surprisingly  high  54%  of  the 
public  predicted  an  up  year  for  the  stock 
market,  a  statistical  tie  with  the  52%  who 
said  so  in  frothy  1999. 

Our  poll  contains  other  intriguing  in- 
sights into  the  public's  current  thinking. 
Real  estate— still  Americans'  No.  1  invest- 
ment pick— is  less  favored  than  a  year 
ago,  seemingly  because  people  see  more 


opportunity  in  stocks.  Investors  have  re- 
gained confidence  in  their  own  stockpick- 
ing  ability.  They're  less  concerned  than 
last  year  about  terrorism's  potential  im- 
pact on  stocks.  And  they  expect  strong 
economic  growth  in  the  year  ahead. 
They're  realistic,  though.  Their  expecta- 
tions for  long-term  returns  from  stocks 
remain  well  below  the  level  of  the  giddy 
1990s.  And  in  the  wake  of  the  Wall  Street 
scandals,  they're  more  dubious  that  small 
investors  can  do  as  well  as  big  ones. 

Put  the  sometimes  contradictory  an- 
swers together,  and  you  get  a  picture  of  a 
public  that  has  been  immensely  cheered 
by  the  stock  market  rally  of  the  past  year 
but  doesn't  seem  to  be  dangerously  eu- 


phoric. The  telephone  survey  of  6| 
adults,  including  312  who  said  they  o\ 
stocks,  was  conducted  from  Dec.  2  town 
Dec.  8  by  Harris  Interactive  Inc.  T  khoi 
sampling  margin  of  error  is  plus  or  n  next  i 
nus  4%  for  all  respondents  and  plus  j  the 
minus  5.5%  for  the  subset  of  stock  i  reinst 
vestor  responses.  Full  results  are  ava  nvestoi 
able  at  www.businessweek.com.  de  bee 

The  54%  of  households  who  thir ;  same 
stocks  will  go  up  in  the  coming  year  w;  attituc 
a  sharp  increase  from  the  41%  wl  rronsrt 
thought  so  last  year.  The  rise  in  opt  t  the  ? 
mism  was  even  bigger  for  respondents.; 
who  own  stocks.  Among  them,  67%  e:  %  expe 
pected  stocks  to  go  up,  compared  to  47  i6dent 
a  year  ago. 

It's  no  surprise 
that  Americans  still 
like  real  estate,  since 
it's  the  biggest 
chunk  of  most 
households'  assets 
and  housing  prices 
have  been  strong 
(page  118).  What's 
interesting  is  that 
the  share  of  all 
households  making 
it  their  top  pick  fell 
to  46%  from  53% 
last  year,  when  real 
estate  was  seen  as  a 
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ge  from  Wall  Start's  carnage.  The 
nil] Hi  real  estate's  popularity  among 
stuis  was  mirrored  by  a  rebound  in 
ual  funds  and  stocks,  which  together 
E  the  No.  1  choice  of  31%  of  respon- 
ls,  up  from  L996  in  2002. 
ivestors  seem  to  have  been  reading 
headlines  about  mutual-fund  abuses, 
;ing  from  the  increase  (to  50%,  from 
,)  in  the  share  who  disagree  that  small 
stors  can  do  as  well  as  big  investors  in 
stock  market.  On  the  other  hand, 
ly  remain  convinced  that  they  can 
.  the  pros  and  their  fellow  dabblers, 
werwhelming  75%  are  confident  that 
stocks  or  mutual  funds  they  pick  will 
:  the  market  averages.  That's  up  from 
i  last  year.  "It's  like  what  Samuel 
ison  said  about  second  marriages- 
triumph  of  hope  over  experience,'" 
>  Laszlo  Birinyi  Jr.,  president  of 
yi  Associates  Inc.,  a  stock  market  re- 
|ch  firm  in  Westport, Conn. 

ing  terrorism  in  stride? 

ESPITE  THE   MUTUAL- 
fund  scandal,  17%  of  in- 
vestors   chose    mutual 
funds  as  the  best  invest- 
ment   for    the    coming 
year,  up  from  12%  last 
year.    Funds    also    held 
r  own  against  individual  stocks.  The 
6  who  plan  to  invest  more  in  funds  in 
next  six  months  are  little  changed 
n  the  31%  who  say  they  will  invest 
re  in  stocks. 

nvestors  may  be  taking  the  scandals  in 

ie  because  the  market  is  still  rising. 

■  same  thinking  could  be  at  work  in 

attitude  toward  terrorism.  Asked  how 

orism  and  the  war  against  it"  will  af- 

the  stock  market  over  the  next  12 

.ths,  24%  expect  a  positive  effect  and 

it  expect  no  effect  at  all.  That's  pretty 

fident  for  a  nation  that  suffered  the 


September  1 1  attacks  two 

years  ago  and  continues 
to  lose  soldiers  to  terror 

attacks  in  Iraq.  Woody 
Dorsey,  president  of 
Market  Semiotics,  a 
Castleton  (Vt.)  invest- 
ment research  firm,  spec- 
ulates that  since  stocks 
have  shrugged  off  terror 
so  far,  "people  have  kind 
of  gotten  that  out  of  their 
system.  They're  inoculat- 
ed against  it."  Only  5%  of 
investors— down  from 
12%  last  year— called  a 
big  stock  market  crash 
"very  likely." 

As  an  experiment  this 
year,  we  asked  people  to 
predict  inflation,  interest 
rates,  and  economic 
growth  in  2004— and 
then  compared  their  an- 
swers with  those  of  the 
professional  forecasters 
in  our  Economic  Survey 
(page  74).  Our  respon- 
dents were  even  more 
bullish  on  growth  than 
the  pros.  Yet,  somewhat 
inconsistendy,  they  were 
less  worried  that  interest 
rates  would  rise. 

The  degree  of  opti- 
mism expressed  in  our 
poll  worries  some  con- 
trarian analysts.  They 
fear  that  investors  have  already  acted  on 
their  convictions  by  putting  money  into 
the  market,  so  there's  not  much  upside  left. 
When  everyone  is  upbeat,  they  say,  then 
the  market  is  "priced  for  perfection."  The 
only  possible  change  then  is  that  some 
people  turn  pessimistic  and  bail  out,  send- 
ing stocks  lower.  That's  certainly  what 
happened  in  the  bear  market  that  began 


HERE'S  WHAT 
STOCK 
INVESTORS  SAY: 


67% 

EXPECT STOCKS TO 
GO  UP  IN  THE  COMING 
YEAR 

22% 


THINK  TERROR  AND 
THE  WAR  AGAINST  IT 
WILL  HAVE  NO  EFFECT 
AT  ALL  ON  STOCKS 


DISAGREE  THAT 
SMALL  INVESTORS 
CAN  DO  AS  WELL  AS 
BIG  ONES 


aftei  th<-  high  tided  opti 
rnism  in  December  i 

"There    is    probably    an 

overconfidence     fa<  b 

says  Dorsey.  Adds  Tobias 
I  tvkovich,  chief  I  '.S.  eq- 
uity strategist  at  Smith 
Barney:  "We've  seen  a 
move  from  fear  to  com- 
fort, probably  on  the  way 
to  greed." 

The  contrarians  could 
be  right.  Still,  some  an- 
swers in  the  poll  suggest 
that  investors  remain 
level-headed:  Only  5% 
plan  to  invest  "a  lot 
more"  in  stocks  or  mutu- 
al funds  in  2004.  What's 
more,  their  expectations 
for  long-run  stock  re- 
turns (capital  gains  and 
dividends)  are  re- 
strained. Fully  61%  ex- 
pect their  returns  to  aver- 
age under  10%  a  year, 
and  only  14%  are  count- 
ing on  returns  of  12%  or 
more.  In  1999,  by  con- 
trast, just  37%  expected 
sub-10%  returns  and 
27%  counted  on  12%  or 
more  per  year. 

The  modest  increase 
in  mutual-fund  inflows 
is  another  sign  of  level- 
headedness. Net  inflows 
in  the  six  months 
through  October  equaled  just  3-7%  of  av- 
erage assets,  safely  below  the  frothy  peak 
of  over  5%  in  early  2000,  according  to 
Levkovich. 

Last  year,  the  public  was  pessimistic— 
and  wrong.  This  year  it's  optimistic.  A  lot 
of  people  are  crossing  their  fingers  that 
this  time,  the  conventional  wisdom  turns 
out  to  be  right.  ■ 


Real  estate  is 
still  popular... 
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.but  hopes  for  stocks 
have  risen... 
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NO  THIS  IS  NOT  1998,  SO  DON'T  EXPECT  A  RETURN  TO  A  FROTHY  MARKET. 
NO,  THIb  15  nui  iwo  w  ■«"*   , „.  ^„n^r:nrT  *t+r*rt  vp.  One  of  the  b 
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What's  the  consensus 
of  the  cognoscenti?  A 
good  year,  but  not  great 


BY  ANNE  TERGESEN 


IT'S  THE  NO.l  INVESTMENT 
question  today:  Will  the  stock 
market  recovery— underway  since 
March— flourish  or  flounder? 
The  66  investment  gurus  who  re- 
sponded to  BusinessWeek's  annu- 
al stock  market  forecasting  sur- 
vey declare  that  the  bull  is  back. 

But  don't  get  too  excited  about  a  replay 
of  the  late  '90s.  This  bull  is  expected  to  be 
tamer  than  its  predecessor.  On  average, 
the  seers  are  looking  for  a  6.2%  rise,  to 
10,665,  for  the  Dow  Jones  industrial  aver- 
age; an  8.6%  increase,  to  1,166,  for  the 
Standard  &  Poor's  500-stock  index;  and  a 
10%  gain,  to  2,143,  for  the  NASDAQ  Com- 
posite Index. 

Since  these  levels  are  just  slightly 

80  I  BusinessWeek  I  December  29.  2003 


above  where  the  strategists  expect  the 
market  averages  to  stand  at  midyear, 
don't  be  surprised  if  the  gains  are  front- 
loaded  and  stocks  tread  water  in  the  sec- 
ond half.  Jason  Trennert,  chief  invest- 
ment strategist  at  New  York  City-based 
institutional  broker  ISI  Group  Inc.  is 


Higher  rates  will 
slow  equities' rise. 
Strong  profits  will 
nudge  them  along 
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more  bullish  on  the  second  half  tha  'vp 
most  of  the  other  strategists,  and  thint 
"the  tailwinds  from  fiscal  and  monetar  ^ YEAR 
stimulus  should  be  enough  to  tide  tli  lecidedl 
market  over  till  the  election."  But  arte  b^ 
that,  he  says,  "people  may  once  agai  m\^ 
start  to  worry  about  longer-term  stru(  §?,;i 
rural  problems  for  the  U.S.  economy,  lik  ^ 
the  budget  deficit."  In  last  year's  surve;  ^i 
Trennert  made  a  timely  bet  on  consumei  ^ 
electronics  retailer  Best  Buy— up  114%  i  g^v 
the  12  months  through  Dec.  5.  His  pic  >Sij 
for  2004  is  L-3  Communications,  a  tek  ju 
com  equipment  supplier. 

How  good  are  the  consensus  fore  ^~l 
casts?  Last  December,  the  average  fore  ^ 
cast  was  for  the  Dow  was  9,871.  That'  ^ 
just  8  points,  or  0.1%,  above  where  it  fin  55 
ished  on  Dec.  5,  when  the  contest  endec  ^ 
It's  the  closest  the  survey  participant  jf 
have  come  in  the  six  years  the  poll  ha  ^ 
been  around.  They  were  within  12., 
points,  or  1.2%,  on  the  S&P  500.  But  thej 
seriously  underestimated  the  revival 
tech  stocks,  missing  the  NASDAC 
Composite  by  235  points,  or  12.1%. 

Why  are  expectations  so  modest 
Blame  it  on  interest  rates,  which,  afte 
hitting  a  45-year  low  in  June,  are  head 


1 
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ing  up:  The  forecasters  predict  the  10 
year  U.S.  Treasury  bond  will  be  at  5. 129  . 
by  the  end  of  2004,  up  from  4.24^ 
today.   Traditionally,  when   rates   rise 


Actus 


ml 

mil 
dii 
irc 

Col 


L-k>  bank1  a  headwind-  in  pan  be- 
ige investors  shift  money  to  fixed-in- 
ik'  investments. 

Still,  Stocks  arc  expected  to  offer  better 
.lrtis  than  bonds  or  cash  in  2004.  The 
look  for  bonds,  in  particular,  is  not 
)d.  Indeed,  when  rates  rise,  the  prices 
tutstanding  bonds  generally  fall.  As  a 
ult,  the  prognosticators  recommend, 
average,  keeping  70%  of  your  portfo- 
in  stocks,  with  17%  in  bonds  and  8% 
cash.  They  divide  the  rest  among  al- 
native  investments,  including  inter- 
ional  and  inflation-protected  bonds, 
nmodities,  hedge  funds,  and  real 
ate. 

Stocks  are  expected  to  outperform  in 
t  because  the  outlook  for  corporate 
)fits  remains  positive,  with  a  projected 
K>  gain  in  the  new  year.  That's  well 
we  the  7%  average  annual  rate  of  earn- 
;s  growth  over  die  past  50  years,  ac- 
ding  to  Thomson  First  Call.  Those 
.o  are  projecting  higher  profits  are  ex- 
iting more  stock-price  appreciation. 


This  year's  biggest  bull  on  the  Dow,  vet 
eran  strategist  Flame  (.arzarelli  of 
Garzarelll  Capital,  expects  corporate 
profits  to  grow  20%.  By  her  reckoning, 
thai  will  take  the  Dow  to  11,850  by 
yearend.  Garzarelli  had  the  most  bullish 
forecast  for  2003  as  well,  but  don't  mis- 
take her  for  a  perennial  bull.  She  made 
her  reputation  by  turning  bearish  just 
weeks  ahead  of  the  1987  crash. 

Health  care  gets  the  nod 

THE  MOST  DOWNBEAT  OF 
a  small  number  of  bears 
in  this  year's  survey  is 
Bernie  Schaeffer  of 
Schaeffer's  Investment 
Research  in  Cincinnati. 
His  target  for  the  Dow  is 
8,000  by  the  end  of  2004.  Schaeffer,  the 
top  forecaster  in  BusinessWeek's  survey 
last  year,  thinks  the  market  is  now  is  at 
such  lofty  levels  that  it's  vulnerable  to 
anything    that    disappoints    investors' 


Winners  Charlie  Crane: 
Top  Stock  Visionary 


tail 

k  YEAR  AGO,  CHARLIE  CRANE  HAD  A 

ii  lecidedly  upbeat  forecast  for  stocks.  He  even 
igured  the  markets  would  look  just  about  the 
«y  they  do  now.  But  the  chief  investment 
ifficer  at  Victory  SBSF  Capital  Management 
uspected  that  blue  chips  would  lead  the 
ebound  rather  than  smaller  companies  and 
echnology  shares.  "I  was  expecting  the 
narket's  advance  would  be  higher-quality," 
ays  Crane. 

Nevertheless,  he  topped  66  other 
itrategists  in  BusinessWeek's  2003  market 
I  orecast  by  predicting  most  closely  where  the 
)ow  Jones  industrial  average,  the  NASDAQ 
Composite  index,  and  the  Standard  &  Poor's 
)00-stock  index  would  end  up.  On  Dec.  5, 
I  vhen  we  called  the  winner,  Crane  was  a  scant 
).6%  off  the  Dow,  1%  below  the  S&P,  and  4% 
nnder  the  NASDAQ  finish.  That  combination 


|  WINNING  FORECAST  FOR  2003 

DOW  JONES   STANDARD  &     NASDAQ 

INDUSTRIAL   POORS 500-  COMPOSITE 

AVERAGE     STOCK  INDEX       INDEX 

RUSSELL 

2000 
INDEX" 

Crane's  Forecast     9800         1050          1850 

445 

Actual*                    9863          1062           1938 

539 

•OS 

Drf. 

was  just  enough  to  best  Peter  Trapp, 
formerly  of  Needham  Investment 
Management  and  now  with  his  own 
hedge  fund,  who  came  closer  on  the 
NASDAQ  but  missed  by  a  wider  margin 
on  the  other  indexes. 

In  2004,  Crane  sees  opportunities  in 
blue-chip  companies  such  as  Alcoa, 
Genuine  Parts,  and  Weyerhaeuser.  To  his 
mind,  they  boast  solid  balance  sheets, 
good  management,  and  are 
undervalued,  if  unsexy.  But  in  contrast  to 
the  prosaic  industrials  he  usually  buys, 
Crane's  No.  1  pick  is  giant  drugmaker 
Pfizer  Inc.  "It's  very  well  managed,"  he 
says.  "It's  a  $50  billion  business  that 
purrs  like  a  much  smaller  company." 

He  expects  the  indexes  to  run  up  a  little  bit 
further,  calling  for  a  2004  finish  of  11,000  for 
the  Dow,  1,170  for  the  S&P, 
and  2,250  for  the  NASDAQ. 
But  because  of 
uncertainties  as  the 
November  elections 
approach,  "the  easier 
money  is  going  to  be  made 
in  the  first  half,"  he  says. 

Crane  will  get  a  chance  to 
test  those  ideas  on  his  own: 
He's  leaving  Victory  to  launch 


high  hopes.  Risk  i.h  toi  •  be  i  ite  include 
the  weakening  dollar,  the  possibility  of 

an  earnings  shortfall,  or  higher  than  ex- 
pected interest  rates. 

'Ill'1  sector  voted  most  likely  to  succeed 
in  2004V  Health  care,  where  valuations 
are  "very  near  the  lows  of  the  past  IS 
years,"  says  Charlie  Crane,  chief  invest- 
ment officer  at  Victory  SBSF  Capital 
Management  in  New  York,  and  the  win- 
ner of  this  year's  contest. 

The  seers  also  favor  industrial  cyclical 
and  technology  stocks— both  plays  on  the 
economic  expansion.  The  least  popular 
sector:  utilities,  which  tend  to  fare  poor- 
ly when  interest  rates  rise.  As  for  individ- 
ual stocks,  there's  no  consensus.  Pfizer 
was  the  top  choice  of  three  strategists.  Six 
other  companies  got  two  nods  each 
(table,  page  82). 

If  the  pros  are  right  about  2004,  this 
bull  will  be  far  less  robust  than  one  that 
preceded  it.  But  with  investors  still 
smarting  from  the  long  bear  market, 
they're  not  likely  to  complain.  ■ 


Scotsman  Capital  Management  on  Jan.  1. 
There  he'll  continue  the  same  value-based 
investment  analysis  he  practiced  as  an 
Oppenheimer  analyst,  fresh  out  of  Dartmouth's 
Tuck  School  of  Business  in  1983.  "The  idea  of 
buying  at  a  discount-never  paying  retail-is 
something  that  just  really  appeals  to  me,"  says 
Crane,  who  serves  on  several  nonprofit  boards. 
Even  at  the  age  of  eight  back  in  Akron,  Ohio, 
he  was  finding  "junk  out  of  the  garage"  to  sell 
to  neighborhood  kids.  Some  bargain  hunters 
are  just  born  that  way. 

-By  Brian  Hindo  in  New  York 
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A  guide  to  the  on  demand  world:  Customer  centricity 


Meet  Lois.  She  makes 
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Who's  your  Lois?  The  one  who  buys  college  funds?  The  tofu  lover?  The  avi 
gardener?  All  of  the  above?  It's  not  a  trivial  question.  Get  it  right  and  you 
guarantee  yourself  a  customer  for  life.  Do  it  consistently  and  she'll  bring  frienc 


ft\        It's  the  jackpot.  A  single,  unified  view  of  each  and  every  one  of  your  customers 
whether  they're  end  consumers  or  businesses.  And  IBM  can  help  you  get 
there.  Because  the  key  to  avoiding  customer  mix-ups,  delays  and  redundant 
requests  for  information  is  integration.  And  we  know  integration. 

With  48  tailored  solutions  spanning  11  industries,  IBM  Business  and  Information  Integration  Solutior 
can  help  you  unearth  and  evaluate  every  scrap  of  customer  data  you  own.  Not  by  building  a  nev 
system  from  scratch.  But  by  getting  more  from  what  you  already  have  -  multiple  formats  and 
platforms  notwithstanding.  Today,  over  85%  of  company  data  resides  in  unstructured  formats  lik 
voice  mail,  word  processing  documents,  even  e-mails.  We  help  transform  it  all  into  real  custome 
insight.  Which  means  more  cross-selling,  up-selling  and  price  optimization.  More  happy  Loises. 


Multiple  channels  mean  multiple  opportunities  to 
attract  new  customers.  And  multiple  opportunities  to  lose  them.  According  to  Acxiom,  48%  of 
companies  are  unable  to  recognize  key  customers  at  every  contact  point.  Even  worse,  less 
than  10%  use  the  data  they  gather  daily  (like  account  activity  or  frequent  price  queries)  to  spot 
potential  customer  discontent.  You  already  have  all  the  data  you  need  to  avoid  mistakes.  Use  it. 
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CD   Lois  Grandy:  a 
consumer  portrait 

Dahlia  cultivator 
1  Diet  iced-tea  drinker 
4-door  car  driver 
Sunbelt  visitor 
Vacation  condo  owner 
Mutual  fund  investor 
Grandchild  spoiler 
Gleeful  senior-discount  user 


It's  an  on  demand  world.  Here  it's  not  about  how  much 
nology  you  buy,  it's  about  how  well  that  technology  brings  your  people, 
esses  and  information  together.  With  industry-specific  expertise,  years  of 
f  ience  and  proven  solutions,  IBM  and  its  partners  know  more  about  that 
anyone.  On  demand  business.  Get  there  with 
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AX  CUTIS.  WH 
HEY  DO,  IT  WILL 
IFT  THE  STOCKS 
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■DAVID  WILLIAM! « 

Merit 


Touring  Wall  Street 
with  the  brainiest 
guides  in  the  business 


among  Wall  Street  professionals 
2004  is  going  to  be  good.  That  both 
me.  But  I  have  to  agree  with  most  of  en 
optimism.  It's  hard  to  argue  with  ste 
earnings  and  sanguine  interest  rates 
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BY  DAVID  HENRY 


IF  YOU  WANT  TO  SORT  THROUGH 
the  market,  put  Wall  Street  veter- 
ans in  a  room  and  let  them  hash  it 
out.  A  year  ago,  our  panel  of  pros 
came  up  with  20  stock  picks  that 
produced  an  average  total  return  of 
30.7%  this  year,  beating  the  23% 
return  from  the  Standard  &  Poor's  500- 
stock  index,  according  to  FactSet  Re- 
search Systems.  We  assembled  another 
panel  in  early  December  as  the  S&P 
climbed  above  1,065.  Jeffrey  M.  Applegate, 
a  strategist  with  his  Jeffrey  Applegate  & 
Co.,  made  a  case  for  tech  stocks.  Joan  E. 
Lappin,  president  of  Gramercy  Capital 
Management  Corp.,  offered  eclectic 
recommendations.  Richard  E.  Cripps, 
chief  market  strategist  at  brokerage  firm 
Legg  Mason  Wood  Walker  Inc.,  urged  cau- 
tion for  the  second  half  of  2004.  And  David 
J.  Williams,  manager  of  the  Excelsior 
Value  &  Restructuring  Fund,  argued  for 
energy  and  high-dividend  stocks. 

For  stocks  in  2004,  who  among  you  are 
the  bulls  and  the  bears? 


APPLEGATE:  I'm  bullish.  The  market  is  still 
below  fair  value.  But  people  should  expect 
returns  to  be  half  as  much  as  2003,  only 
8%  to  10%.  A  good  target  for  the  S&P  500 
at  yearend  is  1,150.  That  may  be  conser- 
vative because  we  are  in  a  multiyear  peri- 
od of  productivity  gains,  low  interest 
rates,  and  earnings  growth. 
CRIPPS:  I  am  optimistic  for  the  start  of  the 
year.  We  have  momentum  that  will  take 
us  to  a  peak  in  the  market  midyear  of 
about  1,200  on  the  S&P.  We're  still  getting 
stimulation  of  the  economy  from  the 
Federal  Reserve's  low  rates  and  from  the 
tax  cuts.  But  toward  the  fall,  as  the  market 
looks  into  2005,  stocks  will  slip.  We'll  end 
the  year  back  where  we  started. 
LAPPIN:  Yes,  the  market  will  get  help  from 
President  Bush  stimulating  the  economy 
for  his  reelection.  But  to  make  money 
this  year,  you'll  have  to  pick  your  stocks 
well.  You  won't  be  able  to  depend 
on  a  rising  tide  giving  you  a  20%  lift  in 
the  indexes.  We're  in  a  long  period  of  ups 
and  downs,  very  similar  to  the  1970s. 
WILLIAMS:    There's    a    wide    consensus 


stent  gri 

ijtipsf' 

What  should  investors  know  to  beat  the  pplegati 
indexes  in  2004?  uding  r 

WILLIAMS:  The  market's  dynamics  v  fails 
change  during  the  year  as  it  becon '  transl 
clear  that  the  Fed  is  raising  interest  rat  bine 
which  will  weigh  on  stocks,  in  gener  idtech 
Then  stocks  that  have  done  well  in  20(  'oris;,: 
such  as  the  recovering  techs,  will  fall  c  p  [In 
of  favor.  Undervalued,  high  dividen  fcusi 
yield  stocks,  such  as  energy  stocks,  will  isco  [S; 
better  and  become  the  new  leaders.  te  U.S. 
CRIPPS:  This  change  will  probably  be  t  ILLIAHi 
most  significant  investment  event  of  t  ie  dolls 
year.  The  small-  and  mid-capitalizatidttien. 
stocks  that  have  been  leading  and  gettit  feEm 
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%  of  the  new  money  going  into  mutu- 
funds  will  lag  behind.  Big-company 

>cks  with  dependable  businesses,  such 
General  Electric,  will  do  better. 
PLEGATE:  Bull  markets  typically  start 
th  better  returns  from  the  lower-quali- 
and  smaller  stocks  that  are  most  sensi- 
e  to  economic  cycles.  Then  they  peter 
t  about  six  to  eight  quarters  after  a 
irket  trough.  Since  we  had  a  trough  in 
id-March,  these  stocks  can  still  run  into 
e  later  part  of  2004  before  the  shift. 
j  LLIAMS:  The  change  will  come  when  the 
d  decides  it  has  to  salvage  the  dollar  by 
ising  interest  rates. 

'PLEGATE:  I  couldn't  disagree  more.  The 
d  has  never  pitted  its  policy  oft' the  cur- 
ncy.  What  you  want  to  watch  for  is  the 
•ak  in  earnings  growth.  You  will  want 
ore  stocks  that  aren't  tied  to  the  eco- 
jmic  rebound.  An  example  is  Health 
anagement  Associates,  a  growth-by-ac- 
:  lisition  story  that  operates  hospitals  in 
bodl   erlooked  rural  areas.  It  will  benefit  as 
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e  market  shifts  to  higher-quality,  con- 
sent growers  in  2004. 
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iy  tips  for  playing  the  weak  dollar? 

*PLEGATE:  There  are  many  companies,  in- 
uding  many  small-cap  issues,  with  sig- 

v  i  ficant  sales  outside  the  U.S.  The  curren- 
'  translation  wall  help  their  earnings, 
icy  include  a  fair  number  of  industrial 

;ne|td  tech  companies.  Look  at  Illinois  Tool 
rorks;  45%  of  sales  are  outside  the  U.S. 
/co  [International]  is  close  to  50%  of 
lies,  using  its  pre-restructuring  numbers, 
isco  [Systems]  has  50%  of  sales  outside 
le  U.S. 

ILLIAMS:  Towards  the  end  of  next  year, 
te  dollar  may  reverse  its  downtrend.  Un- 
1  then,  it  is  giving  a  boost  to  a  stock  I 


w  ke,  Enel,  the  biggest  utility  in  Europe.  It 
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trades  here  with  a  great  div- 
idend yield. 

APPLEGATE:  I  most  want  inter- 
national exposure  because 
we're  enjoying  the  best  syn- 
chronized global  recovery 
since  the  second  half  of  the 
1980s.  Japan  is  finally  out  of 
the  soup.  China,  for  the  first 
time,  is  really  contributing. 
WILLIAMS:  Sales  to  China 
have  been  behind  much  of 
this  year's  stock  perform- 
ance, especially  for  the 
building-materials  stocks. 
So  if  for  some  reason  China 
falters,  look  out. 

Dividend  stocks  have  done 
lousy.  Why  buy  them? 
WILLIAMS:  Investors  haven't 
yet  appreciated  how  impor- 
tant the  dividend  tax  cut  is. 
When  they  do,  it  will  lift  the 
stocks  of  the  big  payers. 
CRIPPS:  Absolutely.  With  di- 
minishing expectations  of 
additional  earnings  growth, 
and  no  cheap  area  of  the 
market,  buying  dividend 
stocks  is  a  logical  move. 
WILLIAMS:  Dividends  will  be 
more  important  in  selecting 
stocks  than  whether  they 
have  big  market  caps.  Small- 
and  mid-cap  companies  that 
increase  their  dividends  and 
buy  back  more  of  their  stock  will  outper- 
form. Look  at  Carolina  Group,  a  tracking 
stock  of  Loews'  tobacco  businesses.  It's 
got  an  8%  yield,  which  alone  gives  you 
the  investment  return  Jeff  predicts  for  the 
year.  And  the  legal  environment  is  im- 
proving. When  interest  rates  rise  and  hurt 
stocks  that  depend  most  on  earnings 
growth,  investors  will  look  for  dividends. 
LAPPIN:  People  thought  that  a  year  ago,  too. 

Where  are  the  good  deals? 
WILLIAMS:  In  oil  and  energy  stocks.  They 
haven't  really  picked  up  with  the  market 
because  there's  a  feeling  that  oil  is  going 
to  fall  back  to  $20  or  $25  a  barrel  from  to- 
day's $31.  That's  not  going  to  happen. 
There's  new  demand  from  China.  These 
stocks  are  cheap.  Devon  Energy  has  a 
good  mix  of  oil  and  natural  gas.  The  stock 
has  been  around  50.  It's  worth  60. 
CRIPPS:  I  like  U.S.  natural  gas  for  similar 
reasons.  We're  going  to  have  lower  supply 
lor  three  years,  so  companies  will  have 
firm  pricing.  BOG  Resources  gets  three- 
liuirths  of  its  production  in  gas. 
APPLEGATE:  I  didn't  pick  any  pure  energy 


stocks.  Their  earnings  prospects  lag  other 
companies.  There  are  better  choices.  Take 
Tyco.  It  is  resolving  governance  issues  and 
boosting  earnings.  It  is  global,  diversified, 
and  selling  at  a  20%  discount  to  its  peers. 
CRIPPS:  A  lot  of  people  don't  want  to,  but 
this  is  the  time  to  buy  General  Electric. 
Sure,  GE  is  going  to  have  flat  earnings  in 
2004  for  the  third  year.  But  [CEO]  Jeffrey 
Immelt  has  transformed  that  company. 
You're  going  to  see  double-digit  earnings 
growth,  though  the  stock  may  be  boring 
early  in  the  year. 
LAPPIN:  So  why  buy  GE  now? 
CRIPPS:  I  am  looking  one  year  from  now.  A 
lot  of  the  stocks  moving  right  now,  like 
Cisco  and  other  techs,  you  are  not  going 
to  want  in  six  months. 
WILLIAMS:  I've  never  liked  Cisco.  The  prob- 
lem with  tech  stocks  is  that  they  are  so 
cyclical  they  don't  justify  their  prices.  Very 
tew  consistently  grow  earnings  20%.  \ 
tew  years  ago,  we  thought  Cisco  did.  but 
that  was  u  rong. 

Jeff,  why  do  you  recommend  Cisco?  It's  up 
80%  this  year. 
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APPLEGATE:  A  lot  of  reasons:  global  recov- 
ery, foreign  sales,  declining  dollar,  and 
outstanding  increases  in  earnings  esti- 
mates. It's  not  cheap  at  34  times  earnings, 
but  it  is  less  expensive  than  its  peers. 
WILLIAMS:  I  know  people  will  continue  to 
bid  up  the  stock  as  long  as  its  earnings 
momentum  continues,  but  that  is  going 
to  stop.  You  don't  want  to  own  it. 
LAPPIN:  Techs  have  replaced  steel  compa- 
nies as  cyclical  drivers  of  our  economy. 
WILLIAMS:  True.  My  father  bought  me  25 
shares  of  Republic  Steel  when  I  was  a  kid. 
It  went  into  bankruptcy  and  a  lot  of  the 
techs  will,  too. 

APPLEGATE:  Info  tech  companies  are  going 
to  continue  to  do  well  as  long  as  labor  is 
more  expensive  than  capital  goods.  And,  a 
lot  of  these  U.S.  companies  don't  have 
global  competitors. 

LAPPIN:  But  you've  got  to  be  careful  which 
tech  stock  you  pick.  Microsoft  has  been 
the  biggest  dog  this  year.  I  like  Novell, 
which  uses  Linux  software. 
APPLEGATE:  Isn't  Novell  up  175%  over  last 
year? 

LAPPIN:  It  started  around  $3.50,  and  now 
it's  over  $9.  I've  done  well  in  single-digit 
stocks  that  had  just  been  hammered. 
WILLIAMS:  Isn't  that  game  over? 
LAPPIN:  No.  While  some  stocks  have  gone 
up  to  low  double  digits,  they  can  go  high- 
er. I  recommended  Nextel  [Communica- 


tions] last  year  at  12,  on  its  way  from  3  to 
now  25.T'm  recommending  Nextel  again. 
Same  with  Providian  [Financial],  the 
consumer-finance  company.  I  liked  it  at  6 
last  year,  and  I  still  like  it  at  11. 
CRIPPS:  With  low-priced  stocks,  you  can 
make— or  lose— a  lot  of  money.  I'd  play  it 
safe  elsewhere. 

Joan,  why  do  you  still  like  Nextel? 

LAPPIN:  Nextel  has  improved  its  credit- 
worthiness, giving  it  new  flexibility  and 
reducing  its  costs.  Analysts'  earnings  es- 
timates have  almost  doubled  in  the  past 
year,  and  they're  still  too  low. 
WILLIAMS:  I  own  Nextel,  but  a  lot  of  the 
good  news  is  already  in  the  stock. 
LAPPIN:  General  Motors  is  another  turn- 
around I  like.  Their  cars  are  better.  Their 
ads  are  attracting  younger  buyers. 
WILLIAMS:  GM  is  a  good  investment.  Ford 
[Motor]  is,  too.  I  own  Ford  convertible  se- 
curities. The  economic  rebound  will  help 
their  balance  sheets.  Freddie  Mac  is  an- 
other recovery.  It  had  a  big  financial  re- 
statement, but  no  fraud.  Beneath  the 
problems,  there's  a  great  business  financ- 
ing mortgages. 

How  do  you  know  what  Freddie  is  worth 
since  it's  redoing  its  books? 

WILLIAMS:  You  don't.  You  make  ballpark 
assumptions.  The  stock  should  trade  like 
Fannie  Mae,  the  biggest 
mortgage  company,  selling  at 
a  50%  higher  multiple  of 
book  value.  You've  got  a  $75 
stock  now  around  $55. 
APPLEGATE:  Housing  values 
are  generally  sound.  I  don't 
see  mortgage  rates  going  up 
a  lot.  I  like  Pulte  Homes,  the 
builder.  It's  controversial  be- 
cause it  is  up  about  100%. 
The  stock  is  only  8  times 
2004  earnings,  a  50%  dis- 
count to  the  market. 
CRIPPS:  Jeff,  conditions  for 
builders  are  so  good  they  can 
only  get  worse. 
APPLEGATE:  Unless  we  get 
high  inflation  that  forces  the 
Fed  to  raise  rates  a  lot,  hous- 
es will  still  be  affordable. 
WILLIAMS:  One  of  my  largest 
holdings,  Black  &  Decker, 
goes  well  with  housing  and 
the  recovery.  It's  just  11  times 
earnings. 

LAPPIN:  We  should  discuss 
biotech.  Cephalon  earns 
money.  The  stock  has  been 
lame  in  2003,  but  earnings 
are  growing  50%.  It  has  a 


THE  PROS'  PICKS* 

JEFFREY  M.  APPLEGATE 

COMPANY/SYMBOL 

PRICE** 

P-E  RATIO*! 

Cisco  CSCO 

$24.09 

34 

Health  Mgmt.  HMA 

23.51 

17 

Illinois  Tool  Works  ITW  81.44 

22 

Pulte  Homes  PHM 

87.89 

8 

Tyco  Intl.  TYC 

25.47 

17 

RICHARD  E.  CRIPPS 

COMPANY/SYMBOL 

PRICE* 

P-E  RATIO*! 

EOG  Resources  EOG 

$45.72 

17 

General  Electric  GE 

30.11 

19  '  1 

Pepsi  Bottling  PBG 

23.77 

14 

Smithfield  Foods  SFD 

22.25 

16 

UnitedHealth  UNH 

54.47 

15 

JOAN  E.  LAPPIN 

COMPANY/SYMBOL 

PRICE* 

P-E  RATIO**] 

Cephalon  CEPH 

$47.50 

23 

General  Motors  GM 

49.79 

10 

Nextel  NXTL 

25.30 

15 

Novell  NOVL 

9.42 

43 

Providian  PVN 

11.56 

13 

DAVID  J.  WILLIAMS 

COMPANY/SYMBOL 

PRICE* 

P-E  RATIO** 

Black  &  Decker  BDK 

$49.24 

11 

Carolina  Group  CG 

23.45 

I 

8 

Devon  Energy  DVN 

54.10 

11 

^^> 

Enel  EN 

32.72 

17 

^ 

Freddie  Mac  FRE 

54.24 

9 

111 

•Panelists,  or  their  firms,  may  have  financial  interests  in  these  stocks 
**  Dec  12    **•  Based  on  forecast  earnings  for  fiscal  2004 
Data:  Bloomberg  Financial  Markets,  l/B/E/S 

liil 

drug,  Provigil,  for  sleep  disorders  and  is 
working  on  pain  control  for  cancer  pa- 
tients. The  stock  is  around  48  and  could 
see  70. 

Richard,  one  of  your  picks,  Pepsi  Bottling 
Group,  has  been  a  dog,  too:  down  10%. 
CRIPPS:  It  was  too  high,  but  now  it's  back 
in  line.  The  company  grows  10%.  Man 
agement  wants  to  buy  back  stock  and  pay 
dividends. 

APPLEGATE:  But,  Richard,  where  are  the 
15%-growers  that  investors  want? 
CRIPPS:  UnitedHealth  Group,  the  health 
insurer,  is  one.  Over  15  years  it  has 
grown  earnings  at  a  29%  compounded 
pace.  It  will  benefit  from  Medicare  re- 
form. Meat  processor  Smithfield  Foods 
has  a  record  for  building  shareholder 
wealth.  It's  enjoying  the  demand  for 
high-protein  diets. 


Thank  you  all. 


in    nr\r\n 


r 


7 


■SUNG  DIGIT./// 

r  y  o  n  t '  I    i  n  v  i  1 1  d  ■» 


Forbes  enjoys  clearer  vision  thanks  to  Samsung 
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Super-bright,  razor-sharp  19"    

analog/digital  TFT/PVA  display 

Unique  dual-hinge  base  allows 

up  to  90°  tilt  for  optimal  ergonomics 

1280  x  1024,  Xtrawide'-l/OVUO0 
viewing  angle,  VESA'  wall-mountable  base 

World's  leading  manufacturer 
of  TFT- LCD  displays 


That's  DigitAII  vision. 


Forbes 


How  do  you  become  the  nation's 
foremost  business  magazine? 
With  unparalleled  vision  and  absolute  clarity.  That's  why 
Forbes  chose  to  utilize  displays  from  Samsung  —  the 
world's  leading  manufacturer  of  TFT-LCD  displays.  And 
with  technology  like  the  new  SyncMaster  192T  the  tradition 
of  excellence  continues  with  the  truest  color  reproduction, 
sharpest  imaging  and  smartest  overall  investment.  Togethe' 
with  Samsung,  there's  an  even  brighter  future  for  publishing 
and  beyond. 

Add  vision.  Add  possibility.  Add  Samsung. 


isit  www.samsungusa.com 

I  .'003  Samsung  Electronics  America,  Inc.  Screen  Images  are  simulated 
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Computer  Associates® 

ca  worldSM  2004 

May  23-27,  Las  Vegas,  NV 

At  ca  world  2004  see  firsthand  how  the  latest  CA  tech- 
nology will  help  you  meet  your  evolving  business 
challenges,  and  successfully  compete  in  an  increas- 
ingly complex  and  challenging  global  marketplace. 
For  more  information,  visit  ca.com/caworld. 


Wharton 

University  of  Pennsylvania 

Aresty  Institute  of  Executive  Education 


Wharton  Executive  Education 

Wharton  Executive  Education  offers  results-oriented 
executive  programs  with  sharply  defined  takeaways  that 
benefit  both  individuals  and  companies  looking  to  build 
and  deliver  organizational  value. 

For  additional  information,  visit 
execed.wharton.upenn.edu/3240.cfm. 
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The  New  DHL 

DHL,  the  global  leader  in  international  air  express, 
has  merged  with  Airborne,  a  U.S.  shipping  leader. 
Now  the  company  that  moves  the  world  provides  the 
best  of  both  worlds.  For  more  information,  visit 
dhlairborne.com. 
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Captains  of  Industry 
at  the  92nd  Street  Y 

Join  BusinessWeek  Editor-in-Chief  Steve  Shepard  for 
an  intimate  conversation  with  former  General  Electric 
CEO  Jack  Welch  on  February  19,  2004,  and  architect 
Daniel  Libeskind  on  March  4, 2004.  Beginning  at  8pm, 
the  lectures  will  be  held  in  the  Kaufman  Concert  Hall 
at  the  92nd  St  Y  (Lexington  Ave.  at  92nd  St.,  NYC). 
Tickets  are  $25.  To  order,  call  212-415-5500,  or  visit 
92y.org. 
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ADVERTISEMENT 


Oracle  AppsWorld  San  Diego 
January  26-29 

AppsWorld  is  a  conference  and  exhibition  dedicated  to 
Oracle  E-Business  Suite  strategies,  business  processes, 
and  technical  directions.  Meet  with  Oracle  executives, 
industry  leaders,  customers,  and  partners.  For  more 
information,  call  1-888-297-9246  or  visit  oracle.com. 
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Kraft  Foods 

Philip  Morris  International 

Philip  Morris  USA 

Celebrating  Our  First  Year 

On  January  27,  2004,  Altria  Group,  Inc.  will  proudly 
celebrate  the  first  anniversary  of  our  new  identity.  As  the 
parent  company  of  both  food  and  tobacco  businesses, 
Altria  chose  this  name  to  provide  greater  clarity  to  our 
stakeholders  and  set  the  stage  for  future  growth. 
altria.com  NYSE:  MO 


VeriSign* 


The  Value  of  Trust" 


McDonald 

Financial  Group 


Connect,  communicate 
and  transact  with  confidence 

VeriSign  offers  a  comprehensive  suite  of  services  for 
network  security,  application  security,  commerce  security, 
and  strong  authentication. 

To  learn  more  about  Verisign's  Intelligence  and 
Control  Services,  visit  verisign.com. 


Endless  resources. 
The  right  combination. 

By  taking  the  time  to  understand  your  needs,  goals, 
exposures,  and  opportunities,  our  financial  advisors 
design  solutions  that  are  uniquely  right  for  you.  For 
more  information,  please  contact  us  at  1-800-539-7504 
or  visit  key.com/mfg. 

Securities  offered  through  McDonald  Investments  Inc. 
Member  NASD/NYSE/SIPC 

Not  FDIC  Insured  •  Not  Bank  Guaranteed  •  May  Lose  Value 


Your  guide  to  our  advertisers'  upcoming  events,  products,  and  services. 
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Here's  how  to  discover 
value  in  tech-even  at 
current  prices 


8Y  TIMOTHY  J.  MULLANEY 


THE  RECOVERY  IN  THE 
technology  industry  is 
just  beginning,  yet  the 
tech-rich  NASDAQ  index 
is  up  46%  for  2003  and 
the  search  for  value  is 
tough.  Laura  Conigliaro, 
Goldman,  Sachs  &  Co.'s  technology 
strategist,  can  name  lots  of  great  compa- 
nies she  thinks  are  just  adequate  invest- 
ments at  current  prices.  "Where  is  the 
valuation  reasonable?"  she  says.  "A  well- 
hidden  company  nobody  knows." 

Or  maybe  not.  There  are  still  tech  com- 
panies whose  stock  prices  are  reasonable 
—considering  their  bright  prospects. 
First,  find  companies  riding  genuine 
long-term  trends  such  as  the  growth  of  e- 
commerce,  the  fight  against  hackers,  and 
the  search  for  technology  to  store— and 

92  !  BusinessWeek  I  December  29.  ?003 


crunch— ever-expanding  files  of  corporate 
data.  Then  look  to  see  who  outspent  rivals 
during  the  downturn.  A  2002  Business- 
Week study  of  the  1985  and  1990  tech 
downturns  showed  that  companies  that 
outspent  rivals  on  research  &  develop- 
ment and  marketing  during  busts  out- 
performed in  recoveries.  Finally,  look  for 

First,  find  companies 
riding  long-term 
trends.  Then  see  if 
they  outspent  rivals 
during  the  downturn 


racing 
:  pulls 
tdfor 
sth,  ' 
operating  leverage— a  cost  structure  th  Mass 
will  give  them  big  profit  gains  on  sma  I,  "Out 
sales  boosts  as  business  investment  tun  j be  tor 
up  in  2004.  That  search  leads  to  comps  s  Rasht 
nies  in  network  security,  the  consumer  Ii  :asb 
ternet,  and  data  storage,  which  are  a  Street'- 
bets  on  fundamental  changes  in  how  cor  nvestoi 
sumers  and  companies  do  business.  nactiY 
The  best  security  company  out  there  i  in  but 
Symantec  Corp.,  maker  of  the  Norton  ant  ! 
virus  suite,  says  analyst  Rob  D.  Owens 
Pacific  Crest  Securities.  Besides  consumer 
software,  Symantec  has  made  a  big  puslcrAitn 
into  corporate-security  products  such  a  lam  I 
firewalls  and  intrusion  detection.  Analyst  tt, 
say  profits  will  rise  only  about  11%  in  fisca  tels.co 
2005  beginning  in  April,  to  $1.19  a  share  ster.  [ 
but  Owens  points  out  that  Symantec  ha;  k% 
beaten  calendar  2003  estimates  by  8<t  J  HSN 
share  through  the  first  nine  months  anc  time? 
thinks  more  of  the  same  is  ahead. 

With  such  customers  as  Symantec  anc  t  mnrt 
H&R  Block,  Digital  River  Inc.  is  the  pio-  n  in  c; 
neer  in  the  new  method  of  deliver-  g  <v 
ing  software:  downloading  it  oveisLai 
the  Net,  rather  than  going  to  the  fcv 
store   and  buying   it.   The   Eden  eng 
Prairie     (Minn.)-based    company  A  ct 
says  revenue  will  grow  about  20%  t 
next  year,  to  $120  million,  but  it  has  ib 
a  history  of  beating  forecasts.  "Our  $\ 
philosophy  is  to  underpromise  and  : 
overdeliver,"  says  Chief  Executive  I 
Joel  Ronning.  And  Digital  River  has  ec 
lots  of  operating  leverage,  allowing  p, 
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ts  to  rise  sharply  as  revenue  turns  up: 

company  has  boosted  its  top  line  by 

in  tin-  last  two  years  without  major 

|ig,  Ronning  says.  Analysts  say  earn- 

uill  jump  34%  next  year;  the  stock 

l.'s  at  28  times  2004  earnings. 

Is  online 

HE  COMPANY  BEST-POSI- 
tioned  to  exploit  a  re- 
bounding market  for  Web 
advertising  is  Yahoo!  Inc. 
U.S.  Bancorp  Piper  Jaffray 
analyst  Safa  Rashtchy  ex- 
pects the  Web  ad  market  to 
21%  next  year,  to  $8.1  billion.  Street 
census  says  that  will  boost  Yahoo's 
lings  by  50%,  to  about  544:  a  share,  or 
million.  No  one  is  saying  Yahoo  is 
p  at  80  times  2004  earnings  esti- 
es,  though  it's  nowhere  near  its  2000 
<  p-e  of  1,979.  But  Rashtchy  points  out 
company  owns  34%  of  Yahoo  Japan, 
more  than  $12  per  Yahoo  share 
tracting  the  value  of  the  Yahoo  Japan 
:e  pulls  the  multiple  down  to  54.  Ad- 
ed  for  Yahoo  Japan  and  for  profit 
vvth,     Yahoo     is 


TECH'S  SECOND  ACT 


COMPANY/SYMBOL 


Dell  DELL 


$33.80      28 
Taking  market  share  in  PCs  and  moving 
into  other  consumer  electronics 


Digital  River  DRIV         $25.01 

Set  to  grow  earnings  34%  in  2004 

Dot  Hill  Systems  HILL  $16.30 
Maker  of  Linux  and  Unix  storage 
systems  has  a  good  run  ahead 


Symantec  SYMC  $33.21 

One  of  the  best-managed  companies 
in  the  hot  computer-security  sector 


i  ut  as  expensive  as 

I.  "Our  estimates 

ninl/  be  conservative," 

ip  R  Rashtchy,  whose 

erli    a  share  forecast  is 

; .  Street's  highest. 

nvestors  who  can't 

nacfa  Yahoo's  valu- 

,m  but  believe  in 

Net   can   follow 

,g    Mason    Value 

st  s  Bill  Miller  into 

erActive  Corp.  IAC 

iarry  Diller's  vehi- 

that        owns 

tels.com,     Ticket- 

ster,  Bxpedia,  and 

ile-shopping  chan- 

1ISN.  It  trades  at 

times  2004  earn- 
s  estimates.  Factor 

more  than  $7  bil- 
i  in  cash  and  seal- 
's on  the  balance 

t,  and  the  p-e  is  more  like  21,  which 
Her  says  is  too  low  for  a  company  where 

expects  30%  a   year  average  annual 
)fit  growth,  "it's  a  Berkshire  Hathaway 

tin-  New  Economy,"  he  says,  iac  has 
bbed  50",,  of  the  Web  travel-agency 
irket  by  investing  more  in  marketing 
:,   .1  K\-|>  than  Orbit/ and  Trawlocity. 

The  rap  on  [AC  has  been  that  Diller  is 
id  too  mam  shares  in  deals  to  acquire 
pedia,  I  lotcls.and  online  loan  exchange 


Yahoo!  YHOO  $42.98 

Google's  expected  first-quarter 
IPO  may  make  Yahoo  look  cheap 


I.cndmgTrec.  That's  why  the  stock  has 
slipped  from  $42.88  in  July  to  $30.51  in 
mid  December.  But  watch  for  a  major 
stock  buyback  in  2004.  IAC  has  the  money 
to  buy  back  as  much  as  20%  of  the  compa- 
ny, Miller  says,  and  management  predis- 
posed to  aggressive  moves.  "Like  Berk- 
shire, it  has  a  fortress  balance  sheet  and 
lots  of  free  cash  flow,"  he  says.  "I  wouldn't 
be  surprised  to  see  a  major  shrink  in  the 
number  of  shares."  Diller  said  in  Septem- 
ber that  aides  were  pressing  him  to  buy 
back  up  to  25%  of  IAC  stock,  but  he  ex- 
pected the  final  number  to  be  smaller. 

By  making  data  storage  that  works  on 
open-source  software  such  as  the  Linux  op- 
erating system,  Carlsbad  (Calif.)-based  Dot 
Hill  Systems  Corp.  is  a  beneficiary  of  two 
big  trends:  the  demand  for  storage  and  the 
shift  to  Linux.  With  a  market  capitalization 
of  only  $700  million,  it's  followed  mostly 
by  regional  brokerages.  But  analysts  say 
Dot  Hill  will  earn  62<J:  a  share  next  year,  up 
from  264  in  2003-  That's  a  138%  jump,  yet 
the  p-e  ratio  for  2004  is  just  26. 

One  PC  giant  is  worth  considering:  Dell 
has  made  hash  of  rivals  such  as  Gateway 
and  Compaq  Computer  and  is  now  turning 
to  consumer  electron- 
ics. Frank  Gens,  senior 
vice-president  of  re- 
search at  tech-consult- 
ing firm  IDC,  says  Dell 
will  win  by  applying 
its  low-cost  manufac- 
turing and  direct  dis- 
tribution model  to 
products  such  as  big- 
screen  TVs  and 
portable  music  play- 
ers. Goldman's  Conigl- 
iaro  likes  Dell  because 
she  expects  revenue 
growth  to  accelerate 
next  year.  'Tf  they've 
been  able  to  grow  15% 
despite  the  slowdown, 
they  can  grow  more 
than  that  in  an  up- 
turn," she  says.  Dell 
will  probably  under- 
perform  if  the  NAS- 
DAQ has  another  hot 
year.  But  it's  a  solid  stock  at  28  times  esti- 
mates for  the  year  ending  January  2005. 

These  scenarios  can  blow  up  if  the 
economy  stumbles.  High  valuations  can 
curtail  the  NASDAQ,  too.  But  except  for 
Yahoo,  and  on  some  days  IAC.  these 
stocks  are  cheaper  than  the  29  p-e  of  all 
tech  stocks  in  Standard  &  Poor's  500- 
StDCk  index.  Ami  they're  riding  more  than 
a  hot  market.  That  combination  makes 
them  prettj  good  bets.  II 
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P-E 
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29 


26 


28% 
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As  an  analyst  and 
investment  banker, 
Michael  T.  Moe  has 
lived  through  booms 
and  busts  in 
technology.  He's  the 
CEO  of  San  Francisco- 
based  ThinkEquity 
Partners,  which  hopes  to  be  the  next  big 
tech  investment  bank.  E-business  Editor 
Timothy  J.  Mullaney  spoke  with  Moe 
about  the  tech  rebound. 

What's  the  outlook  for  2004? 

It's  positive.  Business  is  accelerating  for 
the  first  time  in  three  years.  Corporations 
are  playing  offense,  not  defense.  And  the 
weapon  they're  using  is  tech. 

Who  gets  opportunity  from  that? 

Enterprise  software  took  us  down  [into  the 
tech  recession]  and  will  take  us  out.  Its 
applications  to  [help]  businesses  compete 
and  manage  are  critical. 

Any  kind  of  software  in  particular? 

Security  software.  As  corporations 
increasingly  become  Web-centric,  cyber- 
terror  is  a  major  issue.  A  couple  of 
companies  we  think  are  poised  to  do  very 
well  are  Seoure  Computing— we  like  a 
couple  of  things  about  them,  including 
their  valuation-and  Micromuse. 

You've  argued  that  small-cap  tech  will 
outperform  the  big  names.  Why? 

What  most  people  don't  know  is  that  small 
caps  have  been  in  a  bear  market  since 
1996.  Clearly,  small-cap  and  tech  stocks 
have  outperformed  since  Mar.  11,  when  the 
new  bull  market  started.  Why?  First,  they 
were  due.  But  fundamentals  drive  the 
recovery  and  the  market.  When  the  wind 
blows  out,  it  doesn't  move  big  ships  as  fast. 
With  small  companies,  the  leverage  is 
enormous. 

Are  there  any  big  caps  you  do  like? 

We  think  Qualcomm,  which  is  near  its  52- 
week  high,  has  great  potential  It's  the 
center  of  the  wireless  world. 

Do  you  agree  that  the  tech  market  will 
peter  out  once  tax  incentives  for 
investment  expire  next  September? 

Pent-up  demand  is  thjre.  It's  not  just 
tax  cuts-globalization  and  innovation 
are  creating  secular  growth  well  into 
2005. 
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There's  still  money 
to  be  scooped 
up  on  theStreet 


BY  EMILY  THORNTON 


THE  BEAR  MARKET,  THE 
analysts'  scandal,  the  pro- 
longed drought  in  both 
initial  public  offerings 
and  mergers,  and  an 
avalanche  of  pink  slips 
have  knocked  investment 
bankers  for  a  loop.  But  the  Masters  of  the 
Universe  are  starting  to  get  their  mojo 
back  as  the  pace  of  dealmaking  quickens 
again.  Brokerage  stocks  soared  44%  in 
2003.  But  even  the  most  cautious  invest- 
ment pros  believe  the  stocks  of  firms 
whose  bottom  lines  are  sensitive  to  a  rise 
in  mergers  and  stock  offerings  still  have 
plenty  of  room  to  climb.  "The  easy  money 
has  been  made,"  says  Guy  Moszkowski,  a 
financial-services  analyst  at  Merrill  Lynch 
&  Co.  "But  brokerage  stocks  are  not  fully 
valued  yet." 

Investors  looking  for  hidden  gems 
should  consider  Lehman  Brothers  Inc. 
Many  research  analysts  and  money  man- 
agers believe  the  old-line  bond  house 
could  get  a  big  boost  if  dealmaking  and 
initial  public  offerings  take  off.  During 
Wall  Street's  downturn,  Lehman  built  a 

Cta    I   RucinucUlaal   I    noromhor  ?Q    9Dm 


far  stronger  investment-banking  fran- 
chise than  it  is  generally  given  credit  for. 
It  landed  many  of  the  largest  deals  in 
2003,  including  advising  WellPoint 
Health  Networks  Inc.  on  its  $16  billion 
merger  with  Anthem  Inc.  announced  in 


WALL  STREET  IS  ON  A  ROLL 


COMPANY/SYMBOL 


PRICE* 


P-E 
RATIO* 


Lehman  Brothers  LEH         $72.42     13 

The  price  of  this  old-line  bond  house  doesn't 
fully  reflect  its  investment-banking  business 

Goldman  Sachs  GS  99.15      17 

A  global  leader  in  investment  banking  will  ride 
the  wave  when  merger  deals  pour  in 

Morgan  Stanley  MWD  56.94      15 

A  strong  investment-banking  franchise  and 
retail-brokerage  network  will  give  it  a  lift 

Merrill  Lynch  MER  55.74      14 

Fans  believe  CEO  O'Neal  can  drive  one  of  2003's 
best-performing  brokerage  stocks  higher 

12  "Based  on  forecast  earnings  for  fiscal  2004 
Data:  Bloomberg  Financial  Markets.  I/B/E/S 


October.  "Investors  will  be  surprise! 
the   strength   of  Lehman's   results 
2004,"   predicts  Michael  Holton, 
manages  the  T.  Rowe  Price  Financial 
vices  Fund,  up  30%  in  2003.  Holton, 
believes  the  firm's  recent  purchase  o 
set  manager  Neuberger  Berman  will 
help  it  to  gain  from  any  recovery  in  I 
and  secondary  offerings,  started  sn 
ping  up  Lehman  shares  in  November. 

Lehman  could  also  double  as  a 
haven  for  investors  if  mergers  and  st 
offerings  do  not  pick  up  as  much  as  m; 
people  expect.  In  that  case,  Leh: 
would  still  benefit  from  its  strong  posr 
in  bond  underwriting  and  trading.  "If 
want  to  hedge  your  bets,  that's  the  b| 
stock,"  says  Reilly  Tierney,  a  finan 
services  analyst  at  Fox-Pitt,  Kelton  Inc| 

Some  marquee  names  in  investm 
banking  offer  interesting  plays  on 
big  upswing  in  deals.  Sanford  C.  Be 
stein   financial   services   analyst   B 
Hintz  reckons  that  Goldman,  Sachs  & 
and  Morgan  Stanley  stand  to  gain 
most  from  any  rise  in  overall  investme 
banking  revenues,  which  he  estima 
will  grow  more  than  30%  in  2004. 
though  Goldman  Sachs's  46%  rise 
2003,  to  $99  in  mid-December,  larg 
reflects  expectations  of  a  recovery 
mergers,  he  believes  the  stock  could 
crease  at  least  6%  further,  to  reach  $1 
His  price  target  for  Morgan  Stanley 
$64,  or  12%  up  from  its  mid-Decem 
price,  in  part  because  it  has  a  higher 
turn  on  equity  than  its  peers. 

Anyone  interested  in  benefiting  fro| 
both  an  investment-banking  rebou 
and  the  eventual  return  of  retail  investi 
to  the  stock  market  should  check  o 
Merrill  Lynch.  Bear  Stearns  &  Co.  brok 
age  analyst  Daniel  Goldberg  believ 
that  a  leaner  Merrill  will  see  a  greater  pn 
portion  of  its  revenues  drop  to  the  botto 
line  than  some  of  its  rivals,  following  se 
eral  years  of  cost- cutting  led  by  Chief  E: 
ecutive  Stanley  O'Neal.  Goldberg  est 
mates  the  stock  will  rise  28%,  to  reac 
$72  per  share,  by  the  end  of  2004. 

The  exact  timing  and  strength  of  ti 
rebound  in  mergers  and  stock  offering 
remains  murky.  The  good  news  is  thi 
it's  still  not  too  late  to  place  a  bet 
Wall  Street's  eventual  turnaround.  Rig! 
now,  bond  underwriting  and  trading  sti 
drive  most  firms'  earnings.  But 
stronger  pipeline  of  equity  and  merge 
deals  would  dramatically  change  th 
profit  mix  and  substantially  improve  th 
results  of  slimmed-down  investme 
banks.  Following  the  leaders  best  posi 
tioned  to  exploit  that  switch  is  the  safe; 
strategy.  ■ 


See  software  integrated. 
See  business  automated. 
See  ROI  escalated. 
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Rational  software.  Through  market- leading  tools  and  proven  best  practices,  Rational  offers  the 
expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
(("business  on  demand  software 
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Looking  for  bargains 


as 


health 


cares 


prognosis  improves 

BY  CAROL  MARIE  CROPPER 


AFTER  TWO  YEARS  OF 
bad  news— big  drugs 
coming  off  patent,  hos- 
pital companies  caught 
up  in  billing  and  securi- 
ties fraud  scandals— 
2004  should  bring  some 
relief  for  the  health-care  sector.  More  new 
drugs  are  in  line  for  approval.  A  stronger 
economy  will  help  hospitals  collect  from 
patients  as  well  as  encourage  more  elec- 
tive procedures.  And  the  newly  passed 
Medicare  bill  is  expected  to  increase  de- 
mand, not  just  for  drugs  but  also  for 
medical  services  as  reimbursement  levels 
rise.  "Physicians  are  more  likely  to  pre- 
scribe procedures,  and  hospitals  might  be 
more  willing  to  perform  them  if  they 
know  they  won't  lose  money  on  them," 
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says  Morningstar  Inc.  analyst  Jill  Kiersky. 
Many  biotech  and  pharmaceutical 
stocks  have  already  climbed  in  2003.  But 
health-care  providers  still  offer  attractive 
opportunities.  J.C.  Waller  III,  portfolio 
manager  of  the  ICON  Healthcare  Fund,  is 
focusing  on  hospitals,  ambulatory  care 


Ambulatory  care 
centers  and  hospitals 
offer  the  best  deals, 
says  one  fund  manager 


l,  could 
centers,  and  managed-care  providers  be  [ease  3 

cause  he  says  that's  where  the  best  buys  xlookec 
remain.  One  of  his  picks  is  Renal  Car*  ]earL 
Group  Inc.,  which  provides  kidney  dialy- 1^{ 
sis  services.  The  company  has  reportec  {0r  ^ 
steady  earnings  growth  over  the  past  five  ^  „ 
years,  and  Waller  projects  continuec 
gains  of  13%  annually  over  the  next  fivef 
With  14%  of  total  assets  in  cash  and  al-f 
most  no  long-term  debt,  Waller  thinks" 
Renal  Care  is  worth  at  least  $10  more 
than  its  recent  price  of  $41. 

Another  Waller  pick  is  AmSurg  Corp. 
This  company  with  ambulatory  surgery 
centers    was    spun    off  by    American^'.,;" 
Healthcorp  Inc.  (now  American  Health- 
ways  Inc.)  in  1997  and  has  posted  robust  % 
earnings  growth  of  29%  to  36%  since.  It  tolas!- 
has  also  outperformed  the  market  so  far  * 
in  2003.  Still,  Waller  thinks  the  stock,  at  a  * 
recent  $38,  is  worth  more  than  $50  given  fe^ 
its  price  momentum  and  his  projections  ^j 
for  18%  earnings  growth  over  , 
the  next  five  years. 

William    McKeever,    a    UBS  ™ICi 
managed  care  analyst,  also  finds  ' 
valuations    in    health-services 
stocks  tempting.  Among  his  fa- 
vorites     are      two      insurers,  Nte# 
UnitedHealth  Group  Inc.  and  Iniai 
Aetna  Inc.  UnitedHealth  Group  *' 
aggressively    pursuing    the 
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Medicare    market,    offering    a 
drug  discount  card  to  seniors  as 
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as  a  Medicare  health-maintenance 
hnization,  and  has  plans  for  a 
l-restrictive  Medicare  preferred- 
Lider  organization.  McKeever 
Iks  the  stock,  recently  $54,  could 

to  $63  in  2004  as  earnings  and  rev- 
jes  grow. 
J  etna  should  also  add  to  its  top  line 

goes  after  the  Medicare  HMO  mar- 
Iwhile  at  the  same  rime  bumping  up 
pllment  in  its  commercial  business 
no  5%  in  2004,  says  McKeever.  The 
Lpany  intends  to  reduce  costs  by 
|solidating  facilities  and  holding  the 
on  hiring  and  compensation.  He 
liicts  that  Aetna's  stock  will  climb 

n  a  recent  $64  to  $78  within  12 
pths  as  operating  profits  increase 

i  and  revenues  grow  7%  in  2004. 
I'or  those  who  can't  resist  a  drug 
\k,  Samuel  D.  Isaly,  portfolio  manag- 
(.at  the  Eaton  Vance  Worldwide 
ulth  Sciences  Fund,  suggests  Novar- 
sa  Swiss  company  he  says  will  see 
hings  growth  of  15%  in  2004  as  it 
[fits  from  cancer  treatments  such  as 
pvec  for  chronic  myeloid  leukemia 

Femara  for  advanced  breast  cancer. 
\y  says  Novartis,  recently  trading  at 
i  [,  could  top  $50  in  2004  as  earnings 
cease  and  investors  discover  this 
)if  rlooked  stock. 
1  Nearly,  not  all  is  well  in  health  care. 

,  with  careful  stock  selection,  an  in- 
tor  should  get  healthy  returns— if, 
\  haps,  not  miracles.  ■ 
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$64.49    11 


.ny  new  Medicare  business  will  be  icing  on 
I  ie  cake  to  2004  growth  for  this  insurer 

unSurg  AMSG  38.00     21 

,  ||i  his  fast-growing  young  company  with  out- 
atient  surgical  centers  has  been 
utperforming  the  market 

vartisAGNVS  43.97      19 

I  'rofits  from  cancer  drugs  should  boost  this 
hverlooked  Swiss  stock 

tenal  Care  Group  RCI  40.67      17 

^'  dore  health-care  spending  should  bolster 
his  operator  of  kidney  dialysis 
:enters 


JnitedHealth  Group  UNH     54.47      15 
\  managed  care  provider  aggressively 
jursuing  Medicare  business 


Energy  stocks  are 
finally  showing 
some  get-up-and-go 

BY  CHRISTOPHER  PALMERI 


DURING  THE  1970S  EN- 
ergy  boom,  Los  Angeles 
money  manager  Robert 
L.  Rodriguez  had  nearly 
half  of  his  portfolio  in 
oil  and  gas  stocks.  He 
sold  the  last  of  them  in 
1981  and  didn't  buy  another  for  nearly 
two  decades.  Now,  the  chief  executive  of 
$5.2  billion  money-management  firm 
First  Pacific  Advisors  Inc.  is  back  to  study- 
ing rig  rates  and  natural- 
gas-price  forecasts.  "It's 
the  only  stock  sector 
[where]  we're  deploying 
capital,"  he  says. 

Rodriguez  is  one  of  a 
growing  number  of  in- 
vestors who  believe  that 
energy  prices— especially 
those  of  natural  gas- 
may  be  in  for  a  sustained 
upswing.  Demand  for 
natural  gas  from  new 
power  plants  and  resi- 
dential customers  has 
grown  by  about  1%  a 
year  for  the  past  four 
years  and  should  climb 
higher  with  the  re- 
bounding economy.  But 
while  natural-gas  pro- 
duction in  the  U.S.  is  ex- 
pected to  rise  slightly,  to 
20  trillion  cubic  feet  in 
2004,  that  will  still  fall 
about  16%  short  of  de- 
mand, according  to  the 
U.S.  Energy  Dept.  Natural  gas  now  sells 
for  nearly  $7  per  million  BTUs,  more  than 
twice  its  level  for  much  of  the  1990s. 

Such  prices  should  prompt  a  flurry  of 
exploration  in  the  coming  war.  benefiting 
-  companies  that  own  drilling  rigs.  The 
Dumber  of  U.S.  rigs  in  operation  is  up 
29%  since  2002,  and  the  prices  lo  hire 
them  are  beginning  to  climb.  Rodriguez 
lias  a  big  position  in  Snyder  ( Tevl-based 
P&tterSOn-UT]  Energy  Inc.,  a  big  owner  of 


land  rigs.  Reuters  Research  says  analysts 
it  polls  expect  the  company's  revenues  to 
climb  28%  in  2004,  to  $1  billion  and  prof- 
its could  more  than  double,  to  $1.56  a 
share.  Rodriguez  also  likes  Dallas-based 
ENSCO  International,  a  major  operator  of 
rigs  that  drill  in  shallow  waters,  where 
much  of  the  nation's  natural  gas  lies.  An- 
alysts expect  its  earnings  to  jump  50%  in 
2004,  to  $1.08  a  share. 

More  diversified  plays  on  energy  serv- 
ices also  figure  to  be 
good  bets  in  the  coming 
year.  AG.  Edwards  & 
Sons  Inc.  analyst  C.K. 
Poe  Fratt  likes  Baker 
Hughes  Inc.  The  Hous- 
ton-based giant  makes 
drill  bits,  pumps,  and 
other  tools  for  extracting 
oil  and  gas.  Since  Chair- 
man and  Chief  Executive 
Michael  E.  Wiley  joined 
three  years  ago,  profits 
have  been  rising  steadily. 
Fratt  expects  Baker 
Hughes's  revenues  to 
climb  7%,  to  $5.7  billion 
in  2004  and  profits  to 
jump  39%,  to  $1.38  a 
share. 

Slow  growth  in  U.S. 
natural-gas  production 
is  spurring  demand  for 
liquefied  natural  gas 
from  abroad.  Charles 
Ober,  manager  of  the  $1 
billion  T.  Rowe  Price 
New  Era  Fund,  has  been  buying  BG 
Group  PLC,  the  British  company  for- 
merly known  as  British  Gas.  BG,  whose 
shares  trade  on  the  New  York  Stock  Ex- 
change, is  a  large  player  in  the  growing 
liquetied-natural-gas  market.  The  com- 
pany plans  major  investments  in  >lnps. 
liquefaction  facilities,  and  natural-gas 
wells  in  places  such  as  Trinidad.  Egypt, 
and  Indonesia.  Gas  produced  there 
could  make  its  way  to  (nuts  such  a-  BG's 
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facility  in  Lake  Charles,  La.  Ober  says 
those  investments  should  keep  the 
company's  earnings  growing  at  better 
than  a  10%  rate  over  the  next  five  years. 

The  real  thrill  in  oil-and-gas  investing 
is  finding  a  small  producer  that  promises 
big  growth.  Richard  Giesen,  a  portfolio 
manager  at  the  $1.2  billion  Armada 
Small  Cap  Value  fund,  bought  into  the 
November  initial  public  offering  of 
Whiting  Petroleum  Corp.,  a  Denver- 
based  outfit  spun  off  from  Wisconsin 
utility  Alliant  Energy.  Giesen  figures  that 
Whiting  should  be  able  to  increase  its  oil- 
and-gas  production  at  better  than  12%  a 
year,  considerably  faster  than  the  indus- 
try average.  Meanwhile,  it  keeps  costs 
low  by  bringing  new  technology  to  ma- 
ture fields. 

Investors  looking  to  play  the  natu- 
ral-gas boom  shouldn't  discount  big  oil 
companies.  Robert  W  Baird  &  Co.  ana- 
lyst George  Gaspar  points  out  that 
ChevronTexaco  Corp.,  for  one,  is  mak- 
ing a  big  bet  on  gas.  He  says  the  com- 
pany has  become  a  lot  more  profitable 
since  its  big  merger  in  2001.  That 
should  allow  it  to  invest  more  in  new 
projects,  such  as  its  huge  Greater  Gor- 
gon area  gas  fields  in  Australia. 
ChevronTexaco  trades  at  15  times  the 
$5.20  a  share  that  Gaspar  expects  it  to 
earn  in  2004,  based  on  its  current  price 
of  around  $80  a  share;  rival  Exxon 
Mobil  Corp.  trades  at  19  times  his  esti- 
mated earnings. 

During  the  1970s  boom,  drillers  were 
disappointed  if  they  struck  natural  gas 
instead  of  oil.  This  time  around,  gas  is 
what  everybody  wants.  ■ 


GAS STOCKS 
ARE  HEATING  UP 


COMPANY/SYMBOL 


PRICE* 


P-E" 
RATIO 


Patterson-UTI  PTEN        $31.94      21 
Should  benefit  from  more  land  drilling 

Ensco  International  ESV  27.42      26 

Positioned  for  an  upsurge  in  offshore  drilling 

Baker  Hughes  BHI  30.98      24 

New  CEO  is  boosting  profits 

BG  Group  BRG  24.91       16 

British  outfit  is  a  growing  player  in 
liquefied  gas 

ChevronTexaco  CVX         80.25      16 

After  its  big  merger,  the  company  is  shooting 
for  growth 

"Dec  12 
"Based  on  forecast  earnings  lor  fiscal  2004 
Data::  Bloomberg  Financial  Markets.  I/B/E/S 


You  could  strike  gold 
in  metals,  mining,  even 
steel-if  you  act  quickly 


BY  MICHAEL  ARNDT 


FEW  COMPANIES  ARE  AS 
humdrum  as  nickel  miner 
Inco  Ltd.  Yet  its  shares 
zoomed  66%  in  2003  as 
stainless-steel  producers 
in  China  and  other  hot 
economies  gobbled  up  the 
metal  faster  than  Inco  and  its  peers  could 
dig  it  out  of  the  ground. 

Missed  that  one?  Don't  worry.  With 
some  well-timed  buys,  you  can  make 
money  in  the  mundane.  Mining  stocks 
could  climb  further  as  the  global  eco- 
nomic expansion  picks  up  momentum. 
Industrial  gas  producers  are  just  starting 
to  rally.  If  you're  willing  to  take  more  of  a 
gamble,  commodity  chemicals  are  show- 
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a  good  play. 

About  the  only  basic  materials  secto  j 
that  analysts  are  shying  away  from  i »  ° 
paper  and  forest  products.  Overcapacit '   ,s 
in  paper  production  and  an    expecte 
slowdown  in  housing  starts  are  leadin     ' 
investors  to  put  the  whole  group  o;     .ei 
hold.  "Frankly,  I  think  most  of  my  com  J 
panies  are  fairly  valued  today,"  says  pa     1( 
per  and  forest  products  analyst  Stevei." 
P.    Chercover   of  Denver-based    D.A 
Davidson  &  Co. 

No  basic-materials  sector  did  better  u  | 
2003— or  has  more  fans  for  2004— thai 
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er  Phelps  Dodge  Corp.,  for  instance, 
bled  in  price  in  the  past  year,  while 
se  of  Freeport-McMoRan  Copper  & 
d  Inc.  leaped  166%.  Nonetheless, 
■>al  demand  for  nickel,  copper,  gold, 
other  metals  is  strengthening, 
le      inventories 


lain  lean.  Crit 
>mas,  director  of 
wth  equity  in- 
:ment  for  Arma- 
Funds,  which 
is  315,000 

res  of  Freeport, 
I  the  stock  could 
lost  double  to 
)     a     share     in 

"  )4.  He's  also  a 
I  on  Phelps  and 
o.  "They've  got  a 

1  ole  lot  of  upside 
"  says  Thomas. 
d  contrast  to  the 
lere,  the  chemi- 
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NITTY-GRITTY  PLAYS 


COMPANY/SYMBOL 


Air  Products  & 
Chemicals  APD 

Demand  for  industrial  gases  is  supporting 
price  hikes 

Dow  Chemical  DOW        39.86         21 

The  commodity  chemical  market  is 
slowly  turning  up 

Freeport  McMoRan        44.73        23 
Copper  &  Gold  FCX 

The  company  mines  two  of  the  hottest 
metals  today 


13 


Inco  N  35.19 

The  world's  No.  2  nickel  miner  can 
barely  keep  up  with  surging  demand 


International  35.20       NA 

Steel  Group  ISG 

The  low-cost  steelmaker  went  public 
amid  strengthening  prices 


makers  are  having  a  tough  time  raising 
prices.  Moreover,  companies  are  getting 
walloped  by  higher  energy  and  raw  ma- 
terial costs. 

Some  pros  are  betting  that  Dow 
Chemical  Co.,  the  nation's  No.  1  chemical 
producer,  is  a  good  turnaround  play. 
Dow  lost  money  in  2001  and  2002  as 
sales  shrank.  In  fact,  it  couldn't  even  cov- 
er its  dividend  payout  from  its  cash  flow. 
But  now  the  company  appears  to  be  re- 
covering. It  has  slashed  costs— by  laying 
off  4,000  workers  in  2003,  among  other 
moves— and,  unlike  most  of  its  rivals,  has 
had  some  success  in  jacking  up  prices. 
Analyst  William  D.  Young  of  Credit 
Suisse  First  Boston  predicts  Dov/s 
shares  will  reach  $55  within  a  year,  from 
just  under  $40  today.  The  price-earnings 
ratio,  at  21,  is  high,  not  unusual  for  eco- 
nomically sensitive  companies  at  the 
start  of  an  upturn. 

The  segment  of  the  chemical  industry 
that's  already  getting  some  traction  is  in- 
dustrial gases.  The  share  price  for  Praxair 
Inc.  gained  29%  in  2003;  Air  Products  & 
Chemicals  Inc.  moved  up  10%.  Analyst 
Donald  D.  Carson  at  Merrill  Lynch  &  Co 
still  recommends  buying  both  based  on 
their  ability  to  hike  prices  to  customers 
who  use  these  gases  in  various  manufac- 
turing processes. 

Another  gritty  sector  to  check  out  is 
steel.  Over  the  last  decade,  the  industry  in 
the  U.S.  has  been  so  decimated  by  im- 
ports that  there  are  relatively  few  players 
left.  In  fact,  one  newcomer,  International 
Steel  Group  Inc.  was 
formed  from  the  as- 
sets of  three  bankrupt 
steelmakers.  With 
lower  labor  costs  and 
more  operating  effi- 
ciencies, this  produc- 
er is  starting  to  look 
like  it  has  a  bright  fu- 
ture. The  company 
went  public  Dec.  12  at 
$28  a  share  and 
closed  over  $35. 

Whatever  you  do, 
don't  get  attached  to 
these  stocks.  "These 
are  cyclical  plays," 
says  Maira  F.  Thomp- 
son, a  portfolio  man- 
ager at  Clark  Capital 
Management  Group 
Inc.  "You  have  to  take 
advantage  of  them 
while  you  can."  So  be 
ready  to  sell  at  the 
sign  of  a  softening 
economy.  ■ 


PRICE* 


P-E" 
RATIO 


$51.86       21 


Bargains  at 
either  end 
ofthe 
spectrum 

BY  ROBERT  BERNER 


THE  BEST  SHOPPING  AD- 
vice  for  retail-stock  in- 
vestors: Stay  away  from 
the  crowded  middle  and 
focus  on  luxury-good 
merchants  or  value-price 
stores.  The  strongest 
chains  in  these  fast-growing  sectors  stand 
to  gain  the  most  from  the  economic  re- 
covery, and  they're  squeezing  the  likes  of 
Sears  Roebuck,  May  Department  Stores, 
Federated  Department  Stores,  J.C.  Pen- 
ney, and  Kohl's.  The  middle-tier  retailers 
"are  suffering  a  sales  slowdown,"  says 
Merrill  Lynch  &  Co.  analyst  Daniel  Barry. 
On  the  high  end,  Neiman  Marcus  is  a 
standout.  Unlike  Saks  Inc.,  which  operates 
department  stores  such  as  Carson  Pirie 
Scott  as  well  as  the  swankier  Saks  Fifth  A\  - 
enue,  and  Nordstrom,  which  sells  both  de- 
signer and  moderately  priced  apparel, 
Neiman  Marcus  concentrates  solely  on  the 
upper  end,  says  Salomon  Smith  Barney  an- 
alyst Deborah  Weinswig.  At  $52,  its  stock 
is  trading  at  17  times  forecast  earnings  for 
2004,  making  it  a  better  value  than  Saks, 
with  a  p-e  of  21,  and  Nordstrom,  at  IS  For 
the  same  pure-play  reasons,  1  auren  ( "o<  >k> 
Levitan,  retail  analyst  at  S( !  ( lowen  Securi- 
ties Corp.,  recommends  Tiffany  &  Co.,  the 
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upscale  jeweler  that  benefits  from  its  dis- 
tinctive brand  image. 

On  the  value  front,  many  analysts  ad- 
vise going  a  step  below  the  giant  dis- 
counters such  as  Wal-Mart  Stores  Inc. 
and  Target  Corp.  to  the  smaller  "dollar" 
stores  found  in  strip  malls  and  down- 
town areas.  Indeed,  Merrill  Lynch's 
Barry  forecasts  that  the  four  leading 
chains— Dollar  General,  Family  Dollar 
Stores,  99  Cents  Only,  and  Dollar 
Tree— will  post  the  fastest  growth  of  any 
major  retail  sector  over  the  next  five 
years,  averaging  18%  annually.  That 
compares  to  a  14.5%  average  rate  for 
mass  discounters  Wal-Mart  Stores  and 
Target,  and  a  12%  rate  for  warehouse 
clubs  Costco  and  BJ's  Wholesale  Club. 

The  dollar  chains  thrive  because 
their  locations  are  convenient,  and  they 
sell  a  wide  range  of  household  items 
and  apparel  at  very  low  prices.  The  four 
are  trading  at  an  average  of  24  times 
forward  earnings,  but  Barry  sees  the 
multiple  climbing  higher  as  institution- 
al investors  embrace  these  retailers. 

If  you  had  to  pick  just  one,  Patrick  Mc- 
Keever,  an  analyst  at  SunTrust  Robinson 
Humphrey,  recommends  Dollar  Tree. 
The  2,500-store  chain  has  a  new  cash 
register  system  that  has  improved  effi- 
ciency and  boosted  margins.  On  top  of 
everyday  necessities,  such  as  towels,  it 
carries  a  larger  selection  of  discretionary 
merchandise,  such  as  toys.  "Their  model 
has  the  most  leverage  in  an  accelerating 
economy,"  McKeever  says.  A  good  strat- 
egy for  investors  is  to  look  for  bargains  in 
both  the  upscales  and  the  downscales.  II 


AIM  HIGH  OR  GO  LOW 


COMPANY/SYMBOL 


PRICE* 


P-E" 
RATIO 


Dollar  General  DG  $20.38      19 

Among  strongest  players  in  the  fastest- 
growth  area  of  retail 

Dollar  Tree  DLTR  29.28       16 

Efforts  to  be  more  efficient  should  boost 
operating  profit  margins 

Family  Dollar  FDO  34.59       21 

Core  player  in  the  value  sector  with  good 
growth  prospects 

Neiman  Marcus  NMCvA        52.15        17 

Upscale  department  store  should  benefit 
from  strong  demand  for  designer  goods 

Tiffany  &  Co.  TIF  43.25       26 

High-end  jeweler  is  well  positioned  for 
continuing  surge  in  luxury  spending 

*  Dec.  12  *"  Based  on  forecast'  I  .i  |  \  ,i\h  sending  1/05. 
except  Family  Dollar  (FY  ending  8/04)  and  Neiman  Marcus 
(FY  ending  7/04)    Data:  Bloomberg  Financial  Markets.  I/B/E/S 


The  weather  clears 
for  travel  and 
leisure  companies 

BY  CHRISTOPHER  PALMERI 


THEY'RE  ORDERING 
room  service  at  the 
Ritz-Carlton  Atlanta, 
queuing  up  at  the  first- 
class-ticket  counters  in 
Chicago's  O'Hare  Inter- 
national Airport,  and 
sending  in  reservation  forms  for  that 
big  trade  show  in  Las  Vegas.  They  are 
the  world's  business  travelers— and  af- 
ter a  three-year  hiatus,  the  road  war- 
riors are  venturing  forth  again,  breath- 
ing new  life  into  the  beleaguered  travel 
business. 

While  they  stayed  home,  a  lot 
changed.  Travel  operators  cut  their  costs 
and  trimmed  their  capacity.  Major  air- 
lines have  parked  rows  and  rows  of 
planes  in  the  desert.  And  the  number  of 
hotels  under  construction  has  fallen  to 
half  of  the  1998  high.  So  companies 
should  make  a  lot  more  money  in  2004 
as  those  full-fare  business  customers 
start  whipping  out  their  corporate  credit 
cards  again. 

Hotel  chains  have  already  begun  to 
see  their  room  rates  and  occupancy  lev- 
els creep  up.  Joseph  Greff,  a  leisure-in- 
dustry analyst  at  brokerage  firm  Fulcrum 
Global    Partners,  likes   Hilton    Hotels 


Corp.  Like  many  travel  stocks] 
has  already  bounced  off  its  lo 
but  Greff  sees  still  more  ga 
ahead.  Hilton  gets  about  60% 
its  revenue  from  hotels  such 
New  York's  Waldorf-Astoria  a 
the   Palmer   House  in   Chicaj 
With  those  destinations   seei 
more  business  travelers,  he  figu:  I 
Hilton  should  earn  50$  a  share  I 
2004,  up  from  37$  in  2003. 

Canadian  operators  hit  by  t 
SARS  scare  in  2003  could  bour 
back  even  more  strongly.  Greff  t 
pects  a  sharp  earnings  increase 
Fairmont  Hotels  &  Resorts  Inl 
whose  Bermuda  resorts  were  al 
hammered  by  Hurricane  Fabia 
Created  by  the  1999,  merger 
Fairmont  Hotels  and  the  old  Canadi 
Pacific  Hotels  &  Resorts  chain, 
Toronto-based  company  now  manag 
81  luxury  hotels.  Greff  figures  that 
earnings  should  more  than  double 


TRAVEL  TURNAROUND 


COMPANY/SYMBOL 


PRICE* 


Continental  CAL  $15.82 

Competitive  costs  have  put  it 
back  in  the  black 


26 


Delta  DAL  11.75        NA 

Should  be  able  to  win  wage  concessions 
from  pilots 


Dollar  Thrifty  DTG  24.81 

Buying  back  shares  and  franchisees 
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Fairmont  Hotels  FHR        26.99         28 

Recovering  from  a  hurricane  and  SARS 

Hilton  HLT  16.24         35 

Well-positioned  with  big  hotels  in  major  cities 


Ruby  Tuesday  R I  28.30 

Restaurants  with  earnings  growth  at 
a  low  price 

•Dec.  12  "Based  on  forecast  earnings  lor  fiscal  2004 
Data:  Bloomberg  Financial  Markets.  I/B/E/S 
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WE'RE    ALREADY 


FIGURING    OUT 


HOW    HIS 


GREAT-GRANDKIDS 


WILL   COMMUNICATE 


!\s  Japan's  leading  mobile  communications  provider,  we're  generations  ahead  of  the  competition.  Our  major  breakthroughs 
nclude  the  world's  first  W-CDMA  third-generation  videophone  service  and  i-mode  mobile  Internet  platform  for  consumers,  plus  a 
^evolutionary  new  wnstwatch-style  phone.  What's  our  secret?  A  belief  in  the  power  of  an  idea,  and  the  R&D  talent  to  get  it  done 
roday,  we're  teaming  up  with  partner  companies  to  move  advanced  mobile  technology  out  of  the  realm  of  science  fiction  —  and 
nto  the  palm  of  your  hand.   To  see  how  we're  delivering  tomorrow's  communications  today,   visit  www.nttdocomo.com 
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2004,  to  $1.05  a  share.  He  recently  lifted 
his  price  target  to  $32  a  share,  about 
18%  higher  than  where  it  traded  in  mid- 
December. 

Gaining  altitude 

IRLINES  SHOULD  SEE 
earnings  take  off. 
Deutsche  Bank  Securi- 
ties analyst  Susan  M. 
Donofrio  is  recom- 
mending Continental 
Airlines  Inc.  She  be- 
lieves the  Houston-based  company's 
continued  focus  on  cost  controls  is 
showing  results.  The  carrier  turned 
profitable  in  the  third  quarter  of  2003 
and  could  earn  $1.20  a  share  in  2004. 
Donofrio  also  likes  Delta  Air  Lines  Inc., 
which  has  boosted  its  revenues  faster 
than  its  peers.  She  expects  the  company 
to  win  wage  concessions  from  its  pilots 
next  year.  Delta  will  still  lose  about  $2.40 
a  share  in  2004,  by  her  estimate,  but 
that' s  considerably  better  than  2003's  es- 
timated $8.70  loss.  The  company's  re- 
cent launch  of  the  low-cost  Song  airline 
should  also  make  it  more  competitive. 

Hotels  and  airlines  aren't  the  only 
ways  to  play  the  travel  rebound.  Derek 
Rollingson,  manager  of  the  $90  million 
ICON  Leisure  &  Consumer  Staples 
Fund,  thinks  he  has  found  value  in 
restaurant  stocks.  One  of  his  top  hold- 
ings is  Ruby  Tuesday  Inc.,  a  600-unit 
chain  of  casual-dining  restaurants 
based  in  Maryville,  Tenn.  To  attract 
health-conscious  diners,  the  company 
began  cooking  in  low-fat  canola  oil  and 
serving  more  than  30  low-carb  dishes. 
Rollingson  figures  that  Ruby  Tuesday's 
earnings  will  grow  15%  a  year  for  the 
next  five  years.  But  with  the  stock  at 
around  $28,  it  trades  at  a  third  less  than 
his  estimate  of  its  value. 

Car-rental  stocks  should  benefit  from 
the  upturn  in  airline  traffic.  Daniel 
Dykens,  portfolio  manager  at  Clipper 
Capital  Management  in  Boston,  is  a  big 
fan  of  Dollar  Thrifty  Automotive  Group 
Inc.  The  Tulsa-based  chain  managed  to 
stay  profitable  while  rivals  went  bank- 
rupt, thanks  to  its  focus  on  leisure  trav- 
elers who  rent  for  longer  periods  and  a 
dominant  position  in  the  Orlando,  Fla., 
market.  The  company  lately  has  been 
using  excess  cash  to  buy  back  shares 
and  independent  franchises.  Dykens 
says  its  earnings  could  nearly  double  in 
2004,  to  $2.20  a  share. 

It  has  been  a  tough  few  years  for  the 
travel-and-leisure  industry.  But  2004 
looks  much  more  hospitable.  ■ 


A  world  of  opportunity 
overseas-but  keep 
an  eye  on  the  greenbacl 
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BY  FREDERIK  BALFOUR 


FOREIGN  STOCKS  HAVE 
delighted  American  in- 
vestors in  2003,  and  in- 
vestment pros  say  there's 
more  good  news  to  come. 
Top  companies  from  Paris 
to  Tokyo  are  increasingly 
bullish  about  earnings  as  regional 
economies  pick  up  momentum,  a  big 
change  from  the  uncertain  forecasts  of  a 
year  ago.  "The  U.S.  economy  has  per- 
formed quite  well  of  late,  but  the  really 
big  surprise  has  been  the  performance  of 
other  economies,"  says  Stuart 
Schweitzer,  global  markets  strategist 
with  J.R  Morgan  Fleming  Asset  Man- 
agement in  New  York. 

So  where  are  the  best  buys?  Many 
stockpickers  say  to  start  in  the  Pacific 
Rim.  Despite  stellar  gains— from  57%  in 
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India  to  89%  in  Thailand— equities   reH 

most  Asian  bourses  still  look  ches  ^ 

compared    with    similar    U.S.    stock  R  ^ 

Price-earnings  ratios  based  on  200^ 

profit  estimates  average  about  12  tim< 

earnings  in  Asia,  compared  with  18 

the  U.S.  And  speculation  is  rife  that  ChJ 

na  may  raise  the  value  of  its  currency 

against  the  greenback,  which  woi 

provide  a  nice  fillip  to  returns  on  loc^ 

stocks  in  dollar  terms. 

Beijing  denies  it  has  any  plans 

change  its  currency's  peg  to  the  dollal 

but  to  make  the  most  of  any  policy  shir 

experts  say  investors  should  have  som 

exposure  to  pure  China  plays.  A  recer 

flurry  of  initial  public  offerings  in  Ne\^ 

York  and  Hong  Kong  has  made  it  easie 

for  Americans  to  wade  into  Chinese  ec 

uities.  Consider  China  Life  Insurant 
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,  whose  Dec.  11  IPO  raised  a  cool  $3 
ion,  this  year's  biggest  public  offering, 
the  No.  1  company  in  one  of  China's 
st  promising  sectors. 

|ading  partners 

NOTHER  WAY  TO  CASH 
in    on    China's    torrid 
growth— with  less  risk- 
is  by  betting  on  the  trend 
toward     tighter     Asian 
economic      integration. 
The   Pacific   Rim's   for- 
onger  tethered  entirely  to 
•  American  and  European  economies. 
i*  I"  example,  China  is  now  the  top  export 
iflitination  for  both  South  Korea  and  Tai- 
toc  n.  And  Japan  imports  more  from  China 
-0  in  it  does  from  any  other  country.  In- 
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Investors  piled  into 
Asian  stocks  in  2003, 
and  Ajay  Kapur,  head  of 
Asia-Pacific  Regional 
Strategy  Research  at 
Citigroup  Smith  Barney 
in  Hong  Kong,  believes 
the  region  will  continue 
to  outperform  the  rest 
of  the  world.  He 
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tra-Asi.m  trade  has  grown  so  much  thai  it 
BOW  accounts  lor  47%  of  the  region's  ex- 
ports. This  means  Asia  is  less  susceptible 
to  slowdowns  in  the  U.S.  and  Europe. 
"Asia  is  now  Asia's  biggest  market,"  says 
Geoff  Lewis,  strategist  at  JF  Asset  Man- 
agement in  I  long  Kong. 

In  fact,  the  Chinese  are  developing  a 
reputation  in  Asia  as  major  importers.  Chi- 
na's demand  for  goods  such  as  Japanese 
auto  parts,  South  Korean  machinery, 
and  Taiwanese  memory  chips  was  ex- 
pected to  top  $260  billion  in  2003. 
Much  of  that  is  earmarked  for  equip- 
ping factories  and  assembling  parts 
for  re-export.  But  it's  also  in  response 
to  burgeoning  domestic  consumption. 
To  get  a  piece  of  the  action,  Paul  J. 
Hechmer,  who  manages  the  $30  mil- 
lion Nuveen  NWQ  International  Value 
Fund  for  Chicago-based  Nuveen  In- 
vestments Inc.,  advises  snapping  up 
shares  of  Matsushita  Electric  Indus- 
trial Co.  The  Osaka-based  consumer- 
electronics  giant  makes  and  sells  DVD 
players  and  flat-panel  plasma  TVs  in 
China.  He  also  likes  Japanese  cosmet- 
ic maker  Shiseido  Co.,  which  sells 
high-end  toiletries  to  China's  expand- 
ing middle  class.  At  the  same  time, 
chip  foundries  Taiwan  Semiconductor 
Manufacturing  Co.  and  United  Micro- 
electronics Corp.  are  favorites  of  JF's 
Lewis.  Both  are  boosting  shipments  of 
chips  used  in  PCs  to  China. 

One  advantage  of  investing  in 
these  Asian  plays  is  that  they  profit 
from  China's  growth  without  the 
corporate-governance  risks  endemic 
at  most  mainland  companies.  In  par- 
ticular, partially  state-owned  Chi- 
nese companies  are  plagued  by  poor  bal- 
ance-sheet transparency  and  a  lack  of 
independent  directors.  "China  is  an  in- 
credible growth  story,"  says  J.P.  Morgan 
Fleming's  Schweitzer,  "but  one  best 
played  through  [other  Asian]  beneficiar- 
ies of  China's  growth  in  the  region." 


Many  Asian  blue  chips  have  teamed  up 

with  Chinese  companies  to  combine  out 

side  management  skills  with  cheap  local 
labor.  The  strategy  has  worked  for  Japan- 
ese juggernauts  Honda  Motor  Co.  and 
Toyota  Motor  Corp.,  which  are  benefiting 
from  China's  growing  appetite  for  both 
imported  cars  and  locally  produced  mod- 
els. Or,  if  investing  in  Japanese  exporters 
seems  an  iffy  proposition  owing  to  the 


SEEKING  INTERNATIONAL 
RETURNS 


COMPANY/ 
SYMBOL 


PRICE* 


P-E 
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Deutsche  Telekom  DT  $17.45  10 

Dominant  German  phone  company  has  slashed  debt 
and  focused  on  broadband  for  growth 

France  Telecom  FTE  26.47  12 

French  phone  giant  has  cut  expenses  and  debt  while 
growing  rapidly  in  wireless  and  Internet  usage 

Infosys  INFY  87.00  45 

Indian  IT  outsourcing  company  will  benefit  from 
firmer  pricing 

Kookmin  Bank  KB  37.10  9 

Credit-card-delmquency  problems  at  this  Korean 
lender  are  now  under  control 

Matsushita  Electric  MC  13.84  34 

Japanese  consumer  electronics  giant  is  expanding 
in  China 

Toyota  Motor  TM  ■  65.84  13 

World's  No.  2  auto  maker  is  selling  more  cars  in 
China 

"Dec  12         ••Based  on  forecast  fiscal  20O4  earnings 
Data  Bloomberg  Financial  Markets.  I/B/E/S 
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recently  spoke  with  Asia  Correspondent 
Frederik  Balfour  in  Hong  Kong: 

Why  will  Asian  stocks  outperform? 

Valuations  are  just  1.7  times  price  to  book, 
and  we  see  22%  growth  in  earnings  per 
share  next  year  regionwide.  Asia's  p-e  ratio  of 
12  times  2004  earnings  is  about  a  30% 
discount  on  the  U.S.,  but  returns  are  similar. 

What  are  the  risks  ahead? 

A  rise  in  U.S.  interest  rates  earlier  than 
anticipated.  Or  China's  growth  slows- 


yen's  12%  rise  against  the  dollar  in  2003, 
consider  Chunghwa  Telecom  Co.  Tai- 
wan's largest  phone  company  is  mulling 
its  first  investment  on  the  mainland, 
which  could  jump-start  growth  that  it 
can't  get  in  its  saturated  home  market. 
In  the  latest  bout  of  dollar  weakness,  the 


though  we  don't  expect  this  to  happen  in  the 
first  half.  There  is  also  a  risk  of  what  happens 
with  so  many  elections  in  the  region  in  2004. 
They  are  scheduled  in  Taiwan,  the 
Philippines,  India,  and  Indonesia. 

Will  a  weaker  dollar  help  or  hurt? 

It's  wonderful  for  Asian  equities.  Asia,  except 
Japan  likes  a  weakening  dollar;  it  means 
European  and  Japanese  currencies  are 
strengthening.  This  forces  Europe  and  Japan 
to  boost  their  economies  and  spur  demand 
for  more  Asian  imports. 
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biggest  headache  for  American  investors 
has  been  how  to  read  the  European  mar- 
kets. There,  the  question  is  how  much 
more  the  euro  will  rally  after  strength- 
ening 16%  in  2003.  While  the  euro's 
surge  is  a  big  negative  for  European  ex- 
ports to  the  U.S.,  hopes  that  the  Conti- 
nent is  finally  recovering  are  buoying  in- 
vestor sentiment.  Stocks  in  the  euro  zone 
are  trading  at  attractive  valuations,  with 
average  p-e  multiples  of  14,  notes  Kevin 
Gardiner,  head  of  European  equity  strat- 
egy at  HSBC  Holdings  PLC  in  London. 
He  suggests  focusing  on  stocks  that  de- 
rive most  of  their  revenue  from  home 
markets,  because  exporters'  profits  are 
starting  to  be  hit  by  the  weak  dollar. 

Among  likely  winners:  France  Tele- 
com, which  has  restructured  its  balance 
sheet  by  slashing  a  hefty  debt  load.  Ger- 
many's Deutsche  Bank  is  also  attractive  to 
many  investors  because  it  could  benefit 
from  a  revival  in  merger-and-acquisition 
activity  on  the  Continent.  Christian  Stock- 
er,  an  equity  analyst  at  Munich-based 
bank  HVB  Group,  likes  the  prospects  for 
auto-maker  BMW.  Strong  sales  of  the  new 
5  Series  model  will  drive  profit  gains  in 
2004  as  high  as  19%,  he  says. 

Off  the  beaten  track 

LOOKING  FOR  SOME- 
thing  off  the  beaten  track? 
Try  Kookmin  Bank.  Kang 
Shin  Woo,  chief  invest- 
ment officer  at  PCA  In- 
vestment Trust  Manage- 
ment Co.  in  Seoul, 
recommends  shares  of  the  South  Korean 
lender,  which  are  poised  for  a  rebound 
now  that  a  wave  of  consumer  credit-card 
defaults  that  bedeviled  it  has  crested  and 
South  Korea's  economy  is  on  an  uptick. 
Another  promising  diversification 
play  is  Indian  outsourcing  king  Infosys 
Technologies  Ltd.,  which  profits  hand- 
somely from  contracts  with  clients  in  the 
U.S.  and  Europe.  "It's  clearly  a  class  act, 
with  the  highest  margins  in  the  Indian 
outsourcing  it  sector,"  says  Ajay  Kapur, 
Hong  Kong  head  of  Asia-Pacific  Region- 
al Strategy  Research  at  Smith  Barney. 

Tempting  as  foreign  stocks  may  be, 
experts  say  all  bets  are  off  if  the  dollar 
rebounds  sharply  or  Wall  Street  tanks. 
But  the  prospect  for  higher  returns 
abroad  may  well  be  worth  taking  that 
risk.  So  consider  putting  international 
diversification  on  your  list  of  New 
Year's  resolutions.  II 

-With  Moon  Ihlwan  in  Seoul,  Brian 

Bremner  in  Tokyo,  David  Fairlamb  in 

Frankfurt,  and  Kerry  Capell  in  London 
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If  you're  missing 
dividend  stocks,  you're 
missing  out 


BY  MARA  DER  HOVANESIAN 
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IT'S  WALL  STREET'S  BEST-KEPT 
secret.  America  Inc.  is  falling 
over  itself  to  hand  out  scads  of 
cash  to  shareholders— $155  bil- 
lion in  dividends  in  2003— but 
investors  are  reacting  as  suspi- 
ciously as  they  might  to  some- 
one trying  to  give  away  $10  bills  in 
Times  Square.  The  result:  Despite  the 
powerful  runup  in  the  major  market  in- 
dexes, dividend-paying  stocks  are  still  a 
terrific  buy,  especially  given  that,  tax- 
wise,  the  spurned  dividends  are  now  as 
valuable  as  capital  gains. 


Clearly,  investors  are  thinking  abc 
dividend  stocks  the  wrong  way.  They 
treating  them  as  if  they  were  the  bori 
country  cousins  of  go-go  growth  stoc. 
They'd  do  better  by  regarding  them 
bonds  that  pay  out  increasing  amour 
of  income  over  time— as  well  as  healt 
capital  gains  over  the  long  haul.  Soui 
far-fetched?  Well,  58  stocks  have  paid 
creasing  dividends  for  25  years  or  mo: 
Once  the  public  catches  on,  says  Wair 
E.  Spitz,  who  manages  $5  billion 
American  Express  Financial  Advisors, 
suspect  there  will  be  a  permanent  sh: 
by  investors  looking  to  equities,  rath 
than  bonds,  for  income." 

Still  not  convinced?  Just  run  the  nu 
bers:  $10,000  invested  in  the  Standard 
Poor's  500-stock  index  in  1982  wo 
have  started  yielding  more  each  ye 
than  the  Lehman  Brothers  Aggrega 
bond  index  after  just  a  decade.  That's  b 
cause  dividends  tend  to  rise  over  tim 
while  the  interest  paid  by  bonds  remai; 
fixed.  Over  20  years  the  stock  portfoli 
would  have  paid  out  dividends  totalin 
$18,166,  beating  the  $17,836  earned  b  . 
the  bond  portfolio.  What's  more,  the  va 
ue  of  the  stock  portfolio  would  hav 
grown  more  than  sixfold,  to  $62,558- 1 
despite  the  1987  crash  and  the  2000-0 
bear  market. 

Investors  may  not  have  yet  discoverei , 
the  allure  of  dividend-paying  stocks,  bu  I 
companies   certainly   think   they   wi 
eventually.  In  2003,  no  less  than  24 
companies  in  the  S&P  500  increased 
their  dividends  through  Dec.  12.  Revers 
ing  a  20-year  trend,  a  record  21  compa 
nies  initiated  their  first-ever  dividends- 1 
including     Microsoft     Corp.,     whicl 
announced  a  dividend  in  March  anc' 
then  promptly  doubled  it,  to  16<):  a  share 
in  September. 

It's  not  too  late  to  jump  on  the  band 
wagon.  The  relative  underperformance 
of  dividend  stocks  in  2003  means  there 
are  still  plenty  of  bargains  to  be  found, 
For  example,  banking  giant  Citigroup 
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Inc.  increased  its  payout  twice,  to  a  total 
of  $1.40  for  the  year— a  yield  of  nearly  3% 
at  its  mid-December  price.  Picking  likely 
candidates  isn't  brain  surgery. 

Cream  of  the  crop 

DON  TAYLOR,  WHO  MAN- 
ages  $2.1  billion  for 
Franklin  Resources  Inc., 
has  honed  the  technique. 
His  Franklin  Rising  Divi- 
dends Fund  focuses  on 
companies  that  raise  div- 
idends systematically  year  after  year  and 
have  at  least  doubled  them  over  the  past 
decade.  "I  want  the  business  to  generate 
high  returns  on  investment  capital  and 
generate  cash,  and  what  they  can't  invest 
intelligently,  I  want  them  to  give  back  to 
me,"  he  says.  That  boils  down  to  a  couple 


DIVIDEND  KINGS 

These  companies,  rated  as  four-and  five-star 
investments  by  Standard  &  Poor's,  have  increased 
dividends  for  at  least  25  consecutive  years 

DIVIDEND        2003  INCREASE 
COMPANY/SYMBOL                                    YIELD'            IN  DIVIDEND* 

Johnson  Controls  JCI 

1.6% 

25% 

Clorox  CLX 

2.2 

23 

Johnson  &  Johnson  JNJ 

1.9 

17 

Automatic  Data  Processing  ADP 

1.4 

16 

Anheuser-Busch  BUD 

1.6 

13 

Procter  &  Gamble  PG 

1.8 

11 

Coca-Cola  K0 

1.7 

10 

U.S.  Bancorp  USB 

2.9 

5 

NucorNUE 

1.5 

5 

Gannett  GCI 

1.1 

4 

*As  of  Dec,  12 

Data:  Standard  &  Poor's 
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of  hundred  stocks.  Taylor  then  picks  about 
50  for  his  fund.  His  top  picks  read  like  an 
honor  roll  of  America  Inc.:  General  Elec- 
tric Co.,  which  yields  2.6%  at  current 
prices;  giant  insurer  American  Interna- 
tional Group  Inc.  (1.4%);  and  drugmaker 
Pfizer  (1.9%). 

Real  estate  investment  trusts  pay  out  al- 
most all  their  earnings  in  huge  divi- 
dends—it's the  law.  Since  those  dividends 
are  not  taxed  at  the  corporate  level,  in- 
vestors are  not  disadvantaged  by  double 
taxation,  and  the  new  law  does  not  apply. 
Even  so,  some  are  worth  a  look  (page  168). 

The  most  generous  dividend-payers 
are  to  be  found  mainly  among  Old  Econ- 
omy companies  and  slower-growth  sec- 
tors, such  as  utilities,  industrials,  and  fi- 
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nancials.  Franklin  Resources'  Taylor  is 
enthusiastic  about  the  prospects  for 
Washington  Mutual  Inc.,  even  though  it 
warned  the  Street  on  Dec.  9  of  lower 
earnings.  He  sees  prospects  for  growth  in 
retail  banking  and  ample  room  for  cost- 
cutting  in  its  mortgage  business.  Since 
the  last  quarter  of  1995,  the  Seattle  bank 
has  increased  dividends  every  quarter. 
And  with  a  yield  of  4%,  it's  one  of  the 
highest-paying  stocks  in  his  portfolio. 
Another  pick  is  insurer  Old  Republic  In- 
ternational Corp.,  which  has  paid  divi- 
dends continuously  since  1942.  It  just  de- 
clared a  $1- per-share  special  dividend  on 
Dec.  4  on  top  of  a  quarterly  dividend  of 
17<t,  for  a  total  yield  of  1.8%. 

For  his  money,  American  Express' 
Spitz  favors  property  and  casualty  com- 
panies—such as  the  soon-to-merge  Trav- 
eler's Property  Casualty  and  St.  Paul,  and 
Ace  Limited— over  banks. 
"We're  pretty  bullish  on  the 
economy,  and  banks  are  im- 
portant beneficiaries,  but  in- 
surance companies  are  cheap- 
er," he  explains.  While  electric 
and  natural-gas  utilities  will 
do  well  in  2004,  Spitz  says  the 
biggest  bang  will  come  from 
oil  companies,  such  as 
ChevronTexaco  Corp.  and 
Marathon  Oil  Corp.,  that  will 
benefit  from  rising  prices  and 
falling  supply.  One  of  Spitz's 
funds  is  the  AXP  Diversified 
Equity  Income  Fund,  which 
invests  80%  of  its  assets  in  div- 
idend stocks.  It  was  up  31%  in 
2003,  as  of  Dec.  12,  thanks  to 
such  stocks  as  Citigroup, 
Caterpillar,  and  Ingersoll- 
Rand.  The  fund  has  gained  9% 
a  year  since  1993. 

Once  the  bailiwick  of  the 
most  conservative  investors, 
dividend  stocks  have  had  their  share  of 
blow-ups  in  recent  years.  Heavy  debt 
plagues  both  the  utility  and  telecom  sec- 
tors: California's  Pacific  Gas  &  Electric 
Co. ,  WorldCom,  and  others  are  still  work- 
ing their  way  out  of  bankruptcy. 

But  investors  can  still  find  plenty  of 
winners.  Tom  Huber,  manager  of  the 
$660  million  T.  Rowe  Price  Dividend 
Growth  fund,  says  a  "bulge  of  bigger  div- 
idend increases"  is  still  in  the  pipeline  for 
early  2004.  He  anticipates  that  dividends 
in  his  fund  will  grow  by  8%  next  year. 
"The  stars  are  aligned  for  traditional  div- 
idend-paying stocks  and  higher-quality 
companies,"  he  says.  That's  good  news 
for  dividend-stock  mavens— and  a  heads- 
up  for  hesitant  investors.  II 


PENG  CHEN 


Peng  Chen,  Director  of 
Research  for  Ibbotson 
Associates  in  Chicago, 
spoke  with  Finance 
Editor  Mara  Der 
Hovanesian  about 
dividends  and  their 
impact  on  returns. 

Why  should  investors  consider  buying 
dividend  stocks? 

To  pay  a  dividend,  companies  must 
have  the  earnings  to  support  it. 
Typically,  these  are  established 
companies,  with  longer  earnings  track 
records,  that  can  make  payments  to 
investors  even  in  bear  markets.  And  they 
tend  to  perform  better  than  others  that 
may  not  pay  anything  at  all  in  down 
markets. 

Why  have  dividend  stocks  performed 
poorly  this  year? 

The  market  rebounded,  and  the  stocks  that 
performed  best  this  year  were  those  that 
got  beat  up  badly  in  the  past  two  years.  But 
even  after  this  runup,  they  are  still  lagging 
behind  many  other  stocks  or  their  own 
previous  highs.  And  remember,  this  is  just 
a  one-year,  short-run  performanoe. 
Dividend  investors  are  typically  invested  for 
the  long  term. 

Why  is  this  such  a  pivotal  year  for 
dividend  investors? 

In  the  past  20  years,  companies  have  been 
paying  less  in  dividends  for  a  couple  of 
reasons.  The  tax  law  favored  capital  gains 
rather  than  income.  Dividend  payments 
were  taxed  as  regular  income— in  other 
words,  at  a  higher  rate  for  individual 
investors.  So  investors  preferred 
companies  that  were  reinvesting  in  the 
business  or  using  more  share  buybacks  to 
distribute  earnings.  There  is  certainly 
evidence  that  this  is  reversing.  Reducing 
the  dividend  tax  levels  the  playing  field. 

You  have  said  that  investors  can  find 
solace  in  these  stocks  in  these 
scandal-ridden  times.  Why? 

With  all  the  bad  accounting  practices  and 
corporate  fraud,  investors  are  looking  more 
toward  security  and  comfort  with  the 
companies  they  invest  in.  Dividends  have 
long  been  a  signal  to  the  investing 
community  that  the  company  is  doing  well 
and  that  it  can  support  payments  with  real 
earnings. 


I 


maium 


Make  every  e 


Only  PeopleSoft  Financial  Management  delivers  real-time  visibility  and  control  to  meet  today's 
compliance  challenges. 

PeopleSoft  Financial  Management  makes  every  employee  financially  accountable.  Role-based  portals  allow 
every  employee  visibility  into  their  own  financial  world  within  the  global  enterprise.  With  embedded  cost 
controls,  business  analytics,  and  real-time  alerts,  every  employee  is  empowered  to  make  the  right  decisions. 
And  your  CFO  can  be  confident  of  achieving  the  results  he  is  counting  on.  Learn  more  by  visiting  us  at 
www.peoplesoft.com/realtime  or  call  1-888-773-8277. 
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IDER  HORIZONS  BONDS 


How  to  pick  bonds 
that  won't  wither 
if  interest  rates  go  up 

BY  TODDI GUTNER 
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midyear  to  shield 
raising  short-term  interest  rates  from  ® 
current,  historic  low  rate  of  1%.  The  i 
no  way  this  can  be  a  positive  for  bone 
vestors.  After  all,  when  interest  rates 
the  prices  of  outstanding  bonds  fall;;' 
one-percentage-point   rise   in    inte 
rates  will  knock  about  8%  off  the  valu 
a  10-year  U.S.  Treasury  bond 

Still,  you  shouldn't  avoid  bonds  ent 
ly.  Fixed-income  securities  provide 
come  and  offer  diversification,  offsetfcialaiiii 
some  of  the  volatility  of  the  stock  mar 
To  minimize  the  damage  from  the  ris 
rates,  you'll  need  to  adopt  defen 
strategies  that  include  reducing  y 
bond  holdings  10%  to  15%,  or  choos 
securities  with  shorter  maturities  of  ( 
to  two  years.  A  two-year  U.S.  Treas 
note  yields  about  1.8%— more  than  d 
ble  a  three-  or  six-month  Treasury  bi 
with  minimal  risk  to  your  princij 
Longer-term     government     securil 
could  be   dangerous   in  2004,  wa  e] 
James   W.    Paulsen,    chief  investiw 
strategist  at  Wells  Capital  Manageme  g 
"because  there  is  no  yield  buffer  agai  m 
rising  rates" 

Still,  some  bond  sectors  can  withsta 
moderately  higher  rates: 

iWEAl 

HIGH-YIELD  BONDS 

HIGH-YIELD  OR  junk  bonds  perform  w|,t 
in  a  recovery,  as  better  business  con  ^ " 
tions  bolster  balance  sheets.  That  mea  A" 
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many  companies'  credit  ratings  impro1 
and  fewer  issuers  default.  Indeed,  the  c 
fault  rate  has  dropped  from  nearly  10%  'm 
all  junk  bonds  in  August,  2002,  to  ji^, 
over  5%  now.  That  figure  should  contin  j  / 
to  slide  as  the  economy  expands.  ^ , 

Of  course,  the  junk-bond  market  h  j. 
been  betting  on  recovery  for  a  while,  lo 
ging  more  than  20%  total  returns  (yie 
plus  bond-price  appreciation)  in  the  pa 
year.  While  the  high-yield  market  is 
likely  to  see  a  double-digit  repeat  in  20< 
the  yield— now  around  8.1%— is  still  hi| 
relative  to  investment-grade  bonds.  Thl 
means  junk-bond  investors  could  take] 
little  erosion  of  their  principal  and  s 
come  out  ahead. 

The  high-yield  market  encompass 
nearly  as  many  sectors  as  the  stock  m 
ket.  Margaret  D.  Patel,  portfolio  manai 
er  at  Pioneer  High-Yield  Fund,  which  I 
rated  A  by  BusinessWeek's  Mutual  Fun! 
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jh-yield  8.1% 

roved  economy  means  rising  credit  quality 
falling  default  rates 

rnational  5.0 

<  up  as  much  as  3.3  percentage  points  over 
asuries— plus  currency  gains 

micipals  3.5 

jers'  financial  health  is  getting  better,  and 
free  income  is  always  in  style 
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ncipal  adjusts  to  keep  pace  with  inflation, 
jM  bane  of  bond  investors         Data  SkV  -Dec  12 
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1  leboaxd,  says  she's  finding  good  op- 
unities  in  bonds  from  semiconduc- 
:ompanies  and  issuers  in  economi- 
sensitive  industries  such  as 
nicals,  nonferrous  metals,  and  paper 
packaging. 

du  can  seek  those  bonds,  but  high- 
1  is  an  illiquid  market  better  left  to  the 
.  Most  individual  investors  would  be 
er  served  in  a  bond  fund.  Besides  Pa- 
fund,  other  top-rated  funds  include 
"alo  High  Yield  and  Neuberger 
"nan  High  Income. 
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ERNATIONAL  BONDS 

I  WEAKENING  DOLLAR  means  U.S. 
:stors  can  earn  handsome  returns 
n  foreign  currency  exposure  in  un- 
ged  international  bonds.  "We're  in- 

I  '  ing  in  the  currencies  of  developed 

a.  'ntries  that  benefit  from  world  growth 
also  have  yield  advantage  over  the 
,,"  says  Dan  Fuss,  co-manager  of  the 
mis  Sayles  Bond  Fund.  Specifically, 

1  s  likes  government  bonds  from  Aus- 
ia,  Canada,  Norway,  and  Sweden,  all 
/hich  allow  investors  to  pick  up  yields 

\  1.7  to  3.3  percentage  points  over  U.S. 

'    usuries.  That  means  returns  of  3.0%  to 


1 


6.3%  — before  any  currency  appreciation. 

Although  emerging-market  debt  has 

had  a  terrific  run  die  last  two  yean,  there  is 

still  some  benefit  to  owning  these  bonds, 
says  Joe  Balestrino,  portfolio  manager  of 
the  Federated  Strategic  Income  Fund.  For 
example,  10-year  Brazilian  U.S.-dollar-de- 
nominated  debt  yields  8.5%,  more  than 
four  percentage  points  over  Treasuries. 


MUNICIPAL  BONDS 

TAX-EXEMPT  MUNICIPAL  bonds  pro- 
vide a  better  haven  than  Treasuries 
when  rates  rise.  Because  munis  didn't 
rally  as  much  as  Treasury  bonds  in  the 
recent  bull  market,  they  aren't  as  likely 
to  fall  as  far  when  rates  rise,  says  Mary 
Miller,  assistant  director  for  fixed-in- 
come at  T.  Rowe  Price.  Munis  also  tend 
to  be  less  volatile  than  Treasuries  be- 
cause the  market  is  dominated  by  indi- 
viduals, who  buy  and  hold,  rather  than 
by  institutional  investors,  who  constant- 
ly trade  bonds. 

The  strengthening  economy  also  bol- 
sters munis  because  it  improves  issuers' 
financial  health.  Indeed,  tax  revenues  are 
running  ahead  of  budget  in  many  states. 
"The  worst  is  behind  us,  and  many  states 
have  turned  the  corner  by  cutting  spend- 
ing, raising  taxes,  and  budgeting  more 
conservatively,"  says  Miller. 

The  best  case  for  munis  is,  as  always, 
the  tax-free  income.  Assuming  a  combined 
38%  state-and-federal  tax  rate,  a  current 
3.5%  yield  on  a  10-year,  AAA  bond  is  the 
equivalent  of  a  5.6%  taxable  yield. 


TIPS 

INFLATION  IS  ONE  of  the  major  drivers 
of  rising  interest  rates,  and  there's  no 
better  protection  than  Treasury  Inflation 
Protected  Securities  (TIPS).  The  notes 
pay  a  1.8%  coupon,  and  then  adjust  the 
principal  twice  a  year  for  inflation  as 
measured  by  the  consumer  price  index. 
To  know  whether  TIPS  make  sense, 
though,  you  have  to  compare  the  yield 
with  that  of  fixed-rate  Treasury 
bonds.  For  instance,  10-year  TIPS 
yield  1.9%,  compared  with  4.2% 
for  10-year  Treasuries.  So  why  is 
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terV  Subtract  the  TIPS  yield  from 
the  Treasury's,  and  you  get  about 
2.3%.  What  that  means  is  if  the 
annualized  inflation  is  higher  than 
2.3%  (today's  rate  is  1.8%)  over  the 
life  of  the  bond,  TIPS  will  outper- 
form the  Treasury.  That's  a  good 
bet  The  long-term  average  infla- 
tion rate  is  around  3%.  ■ 
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Kathleen  C.  Gaffney 

has  co-managed  the 

$1.9  billion  Loomis 

Sayles  bond  fund 

since  1997  and  the 

$326  million  Strategic 

Income  fund  since 

1996.  She  works  with 

veteran  fund  manager  Dan  Fuss.  Gaffney 

spoke  recently  with  Associate  Editor  Toddi 

Gutner. 

What  do  you  expect  from  the  Federal 
Reserve? 

The  big  question  is  not  whether  the  Fed 
will  raise  interest  rates,  but  when  and  by 
how  much.  We  expect  the  Fed  to  raise  rates 
75  basis  points  by  the  end  of  2004.  It's 
likely  to  raise  rates  later  rather  than  sooner 
because  the  Fed  needs  to  make  sure  not 
only  that  the  U.S.  is  on  its  feet  but  that  the 
rest  of  the  world  is,  too.  A  lot  of  strength  is 
coming  from  Asia  right  now.  It's  a  little  too 
hot.  If  Asia  slows,  the  Fed  won't  want  to 
tighten  [right  away]. 

What  bonds  do  you  like? 

The  best  opportunities  are  in  the 
government  bonds  of  Canada  in  the  three- 
to-five-year  range,  as  well  as  the  long- 
term  bonds  fhat  pay  [returns]  in 
Australian  and  New  Zealand  dollars.  We 
can  pick  up  anywhere  from  0.7  to  3.3 
percentage  points.  As  money  flows  into 
these  markets,  it's  bullish  for  the  currency 
as  well.  We  also  tend  to  like  high-yield 
bonds. 

So  you  don't  think  the  junk-bond 
market  is  overheated? 

True,  the  high-yield  market  has  had  quite  a 
run  over  the  past  year,  but  we  still  see  value 
there.  We  think  you  should  be  able  to  earn 
your  coupon  this  year,  despite  rising  rates. 
Last  year's  story  was  fallen  angels.  This 
year,  given  the  improving  economy,  we'll 
see  a  number  of  rising  angels  such  as  J.C. 
Penney,  Qwest  Communications,  and 
[global  power  company]  AES.  Rather  than 
targeting  industries,  we're  more  company 
specific. 

What  sectors  are  you  avoiding? 

Very  high-quality  U.S.  corporate  bonds 
[rated  A  and  above]  moved  quite  a  bit  last 
year.  That  makes  the  yield  advantage 
relative  to  Treasuries  almost  nonexistent, 
and  therefore  they're  very  sensitive  to 
changes  in  interest  rates. 
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Although  the  top  sectors 
may  shift,  funds  have  a 
lot  more  growing  to  do 


BY  LAUREN  YOUNG 


FUND 


IT  WAS  A  BITTERSWEET  YEAR 
for  mutual  funds.  A  wide-reach- 
ing trading  scandal  tainted  the 
industry,  ensnaring  some  of  the 
nation's  most  venerable  fund 
families.  But  happily,  that  didn't 
dampen  performance.  The  aver- 
age U.S.  diversified  equity  fund  earned  a 
total  return  of  29.7%,  vs.  24.1%  for  the 
Standard  &  Poor's  500-stock  index 
through  Dec.  12.  Inflows  have  remained 
strong,  too,  with  funds  raking  in  more 
than  $63  billion  since  the  scandal  broke 
in  September.  Christopher  N.  Brown,  a  fi- 
nancial adviser  at  Commonwealth  Advi- 
sory Group  in  Gaithersburg, 
Md.,  says  none  of  his  clients  is 
complaining  to  him  that  "the 
fund  industry  stinks.  You  get 
fewer  calls  when  things  are  go- 
ing up." 

Fund  managers  are  quick  to 
point  out  it  will  be  tough  to 
match  2003's  stellar  returns. 
"If  s  going  to  be  a  positive  mar- 
ket, but  none  of  us  is  going  to 
send  in  our  application  forms  to 
Mensa,"  says  John  G.  Goode, 
manager  of  the  $4.3  billion 
Smith  Barney  Fundamental  Val- 
ue Fund.  Even  so,  Bill  Miller, 
manager  of  the  $13  billion  Legg 
Mason  Value  Trust  Fund,  which 
is  likely  to  beat  the  S&P  500  for 
the  13  th  year  in  a  row,  with  a  re- 
turn of  35.4%,  remains  bullish. 
"As  we  look  out  over  the  next  12 
months,  it  looks  like  smooth 
sailing  for  equities,"  he  says. 
Some  of  his  favorite  picks  can  be 
found  in  the  fast-growing  Inter- 
net arena,  but  he  also  likes  ad- 
vertising agency  WPP  Group 
and  photo  and  imaging  giant 
Kodak. 

Technology  stocks  lifted  many 
funds  in  2003,  including  Ober- 
weis  Micro-Cap  Fund,  a  small- 


cap  growth  fund  that  focuses  on  compa- 
with  market  capitalizations  below 


nies 


$250  million.  The  fund  posted  an  eye- 
popping  gain  of  105.1%,  making  it  one  of 
the  year's  best  performers  (table).  More 
than  one-third  of  the  $53  million  micro- 
cap  portfolio,  which  is  closed  to  new  in- 
vestors, is  stashed  in  technology  stocks, 
which  benefited  from  an  uptick  in  corpo- 
rate tech  spending.  (Funds  that  specialize 
in  technology  also  soared  in  2003,  gaining 
54.4%.) 

Will  tech's  momentum  continue?  With 
the  economy  in  much  better  shape  than  it 
was   a  year  ago,  James  W.  Oberweis 


thinks  so.  He's  especially  high  oi 
chipmakers.  "The  semiconductor  cy 
coming  into  play— especially  from 
panies  related  to  MP3,  DVDs,  and 
phone  technologies,"  says  Oberweis 
also  oversees  Oberweis  Emei 
Growth  Fund,  up  67.6%.  He  likes  0 
Vision  Technologies  Inc.,  a  maker  of  < 
for  digital  cameras. 

While  networking  and  hard 
names  performed  well  in  2003,  soft 
stocks  lagged.  That's  why  they've  ca 
the  eye  of  bargain  shoppers  such  as  I 
I.  Higgins,  portfolio  manager  of 
$220  million  Dreyfus  Small  Com 
Value  Fund,  also  one  of  the  year's 
performers,  up  78.6%.  Thanks  to 
tively  cheap  valuations  and  good  t 
ings  prospects,  Higgins  says  softwa 
one  of  the  cheapest  areas  in  tech. 
the  bargain  shopper,  Higgins  is  also 
ing  energy  stocks,  which  under 
formed  the  broader  market  in  2003 
thinks  they're  poised  to  rebound  a 
increased  demand  for  natural  gas. 

Growth  managers  like  Oberweis 
value  managers  like  Higgins  tradition 
don't  shine  in  the  same  years.  What  m 
2003  unique  is  that  it  was  a  year  vs. 
both  styles  prospered.  Large-comp 
value  funds  gained  24%,  and  large-cc 
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THE  BEST  EQUITY  FUNDS 


TOTAL  RETURN* 


FUND 


TOTAL  RETUR 


Apex  Mid  Cap  Growth 

ProFunds  Semiconductor  UltraSector  Inv. 

Reynolds 

ProFunds  Internet  UltraSector  Inv. 

Oberweis  Micro-Cap 

Eaton  Vance  Greater  India  A 

iShares  Goldman  Sachs  Networking  Index 

RS  Internet  Age 

Jacob  Internet 

iShares  MSCI  Brazil  Index 

RS  Information  Age 

ProFunds  Ultra  Small-Cap  Inv. 

ProFunds  UltraOTC  ProFund  Inv. 

Firsthand  Global  Technology 

Rydex  Dynamic  Velocity  100 

Turner  New  Enterprise 

Scudder  Gold  &  Precious  Metals  S 

CGM  Realty 

Winslow  Green  Growth 

Royce  Technology  Value 


145.83% 
137.29 
115.36 
114.83 
105.11 
99.26 
99.18 
96.94 
96.25 
94.03 
93.91 
93.45 
89.53 
88.43 
87.44 
87.31  . 
87.25 
85.55 
84.55 
83.83 


Fifth  Third  Technology  Inv.  A  82.c 

AllianceBernstein  Greater  China  '97  Adv.  82.1 

Fidelity  Advisor  Leveraged  Co.  Stock  A  81.7 

Bridgeway  Ultra-Small  Company  81.7 

Columbia  Technology  Z  81.2 

Amerindo  Technology  D  80.3 

Dreyfus  Small  Company  Value  78.6 
iShares  Goldman  Sachs  Semiconductor  Index    78.4 

Oppenheimer  Intl.  Small  Company  A  78.2 

Turner  Technology  77.91 

Alpine  U.S.  Real  Estate  Equity  Y  77.4! 

Wireless  76.9! 

Federated  Kaufmann  Small  Cap  A  76.5 

Pacific  Advisors  Small  Cap  A  76.16 

Eaton  Vance  Asian  Small  Companies  A  75.4^ 

U.S.  Global  Inv.  China  Region  Opp.  75.3J 

Kopp  Emerging  Growth  Instl.  75.22p 

Bridgeway  Ultra-Small  Company  Market  74.13 

Hodges  73.77 

Quant  Emerging  Markets  Instl.  73.50, 


■Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes.  Jan.  1  •  Dec  12. 2003 
Data:  Standard  &  Poors 
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pany  growth  funds  rose  24.5%.  And 
while  small-company  value  funds  in- 
creased 39.9%,  small-company  growth 
funds  delivered  the  best  results  among  di- 
versified stock  funds,  up  42.1%. 

Reemerging  markets 

FEW  EXPERTS  EXPECT 
small-company  stocks  to 
rise  at  a  similar  pace  in 
2004.  "The  small-cap  out- 
performance  probably  is  in 
the  seventh  inning,"  says 
Jack  Laporte,  a  veteran 
small-company  stockpicker  and  manager 
of  the  $4.8  billion  T.  Rowe  Price  New 
Horizons  Fund,  up  46.3%.  "Small  caps 
may  continue  to  outperform  over  the  next 
6  to  12  months,  but  not  at  the  same  mag- 
nitude as  they  did  in  the  past  year." 

That' s  why  managers  are  turning  their 
attention  to  mid-caps— typically  compa- 
nies with  market  capitalizations  of  $2  bil- 
lion to  $10  billion.  "The  next  best  thing  to 
small  caps  will  be  mid-caps  in  2004,"  says 
James  R.  Margard,  chief  investment  officer 
at  Rainier  Investment  Management, 
which  offers  several  mutual  funds.  One 
area  he's  watching  is  advertising.  Compa- 
nies such  as  ValueClick  Inc.,  an  e-market- 


ing  concern,  should  take 
off  as  advertising  re- 
bounds, buoyed  by  the 
2004  Olympics  and  the 
Presidential  election, 
Margard  says. 

That  said,  investors 
shouldn't  overlook  large- 
company  stocks.  Blue- 
chip  names  should  bene- 
fit from  a  falling  dollar, 
which  makes  their  siz- 
able foreign  profits  more 
valuable.  In  addition, 
large  companies  have 
shed  jobs  while  increas- 
ing productivity.  Acade- 
mic studies  show  that 
large  caps  tend  to  per- 
form well  in  the  second 
year  of  a  recovery. 

There's  even  more  money  to  be  made 
overseas.  Latin  American  funds  gained 
53.3%,  while  Asia  Pacific  funds  (excluding 
Japan)  rose  48.3%  in  2003.  Looking 
ahead,  "the  pronounced  growth  will  be 
outside  the  U.S.,"  says  Fred  Taylor,  chief 
investment  officer  at  U.S.  Trust.  Experts 
say  some  of  the  best  bargains  are  in 
emerging  markets.  "Many  stocks  are  un- 
dervalued there  relative  to  the  developed 


HOW  THE  BIG  EQ 


FUND 

Vanguard  500  index  Inv. 
Fidelity  Magellan 

Investment  Company  of  America  A 
Washington  Mutual  Investors  A 
Growth  Fund  of  America  A 
Standard  &  Poor's  Depositary  Rcpts. 
Fidelity  Contrafund 
Income  Fund  of  America  A 
Fidelity  Growth  &  Income 
EuroPacific  Growth  A 


NET  ASSETS 
BILLIONS 


ARE 


TOTAL 
RETURN' 


$71.9 
65.0 

55.1 
52.1 
45.4 
37.6 
35.0 
29.6 
29.2 
28.0 


"Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 
Jan  1  -Dec  12. 2003 
Data:  Standard  &  Poor's 


THE  WORST  EQUITY  FUNDS 

FUND                                                     TOTAL  RETURN* 

FUND                                                     TOTAL  RETURN* 

Rydex  Dynamic  Venture  100 

-60.17% 

ProFunds  Ultra  Telecommunications  Inv. 

-8.35 

ProFunds  Ultrashort  0TC  ProFund  Inv. 

-59.93 

Ameritor  Investment 

-7.89 

Frontier  Equity 

-46.15 

AXA  Rosenberg  US.  LgVMd  Cap  LngVSht  Eq.  Inv.  -7. 52 

ProFunds  UltraBear  ProFund  Inv. 

-39.75 

Potomac  Warwick  Inv. 

-6.59 

Rydex  Dynamic  Tempest  500 

-39.71 

Caldwell  &  Orkin  Market  0pp. 

-6.31 

Potomac  0TC  Short  Inv. 

-36.62 

Van  Wagoner  Technology** 

-6.06 

Potomac  Small-Cap/Short  Inv. 

-35.71 

AXA  Rosenberg  Value  Long/Short  Eq.  Inv. 

-5.89 

ProFunds  Short  0TC  Inv. 

-35.00 

AXA  Rosenberg  Global  Long/Short  Eq.  Inv. 

-4.24 

Rydex  Arktos  Inv. 

-34.60 

Van  Wagoner  Mid-Cap  Growth** 

-3.80 

ProFunds  Short  Small  Cap  Inv. 

-33.64 

Boston  Partners  Long/Short  Equity  Inv. 

-3.12 

Comstock  Capital  Value  R 

-28.48 

Gabelli  Mathers 

-1.94 

Leuthold  Grizzly  Short 

-27.33 

Inland  Real  Estate  Income  &  Growth  A 

-1.24 

Potomac  Dow  30  Short  Inv. 

-22.39 

Franklin  U.S.  Long-Short 

-0.81 

Potomac  U.S.  Short  Inv. 

-22.20 

Phoenix-Capital  West  Market  Neutral  A 

0.27 

ProFunds  Bear  ProFund  Inv. 

-21.76 

CAMC0  Investors 

0.31 

Rydex  URSA 

-21.21 

ING  Classic  Principal  Protection  1 A . 

0.37 

Comstock  Strategy  A 

-17.85 

Howard  Capital  Appreciation 

0.68 

Perkins  Opportunity 

-8.98 

ING  Classic  Principal  Protection  II A 

0.79 

Prudent  Bear 

-8.59 

Midas  Special  Equities 

0.93 

Van  Wagoner  Post  Venture**                     -8.54            ING  Classic  Principal  Protection  IV  A 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  Dec.  12, 2003    ""Fund  in  liquidation 
Data:  Standard  &  Poor's 

1.02 

world,"  says  Rudolph-Riad  Younes, 
manager  of  the  Julius  Baer  Internatii 
Equity  Fund,  which  gained  29.5%. 
than  20%  of  the  fund  is  invested  in 
kets  such  as  the  Czech  Republic,  Pola 
Hungary,  and  Turkey. 

Perhaps  the  biggest  global  growth 
tential  is  in  Asia— namely  China  and 
dia,  where  education  levels  are  high 
consumption  is  growing.  "You've 
higher  growth  everywhere  | 
Asia  than  you  do  almost 
where  else  in  the  world," 
David  Linehan,  manager  of 
$76  million  Excelsior  Pacific 
Fund,  up  34.6%.  As  a  result, 
focusing  on  select  retailers, 
makers,  and  other  Asian  com 
nies  poised  to  benefit  as  e 
sumers  open  their  wallets. 

The  three-year  winning  str< 
for  bond  funds  seems  to  have 
tered  out.  Traditional  categor" 
such  as  intermediate  and  lot 
term  government  funds  del 
ered  tepid  results.  There  w< 
some  bright  spots,  though, 
eluding  high-yield  (up  21.4 
and  convertibles  (up  23%),  be 
of  which  are  closely  tied  to  t 
equity  markets. 

The  good  news  is  that  the  pi 
ty  for  both  sectors  isn't  over  y 
although  returns  might  not  be 
robust.  Convertible  bonds  sho 
continue  to  climb  as  the  econo 
rebounds  and  companies  look  f 
financing.  "If  you  have  a  coml 
nation  of  higher  stock  prices  at 
higher  interest  rates,  convertibl 
are  really  the  cheapest  access 
capital  for  corporations,"  sa 
Nick  P.  Calamos,  co-manager 


I 
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ere  do  we  grow  from  here? 

When  we  cross  into  new  areas  of  expertise. 


When  our  operating  companies  continue  to  link  product  innovation 
with  the  strength  of  the  world's  best-known  brands  like  Marlboro, 
Maxwell  House,  Nabisco,  Post  and  hundreds  more. 
When  markets  span  continents... 
And  financial  performance  has  continually  stretched  outward, 
/ith  a  heritage  that  includes  35  dividend  increases  in  the  past  33  years. 
We  grow  into  the  comp. 

The  parent  company  of  Kraft  Foods,  Philip  Morris  International 


rw  Group,  Inc  2003 


Altria 


Kraft  Foods 

Philip  Morris  International 

Philip  Morris  USA 


UTUAL  FUNDS 


several  Calamos  funds.  "They  are  cheap- 
er than  debt,  cheaper  than  equities." 

Corporate  bonds  are  also  one  of  the 
better  bets  because  U.S.  companies  have 
healthy  balance  sheets,  and  credit  risk  is 
minimal,  says  Kevin  Grant,  who  manages 
several  bond  funds  at  Fidelity  Invest- 
ments. Grant  is  not  especially  worried 
about  rising  rates  because  today's  bond 
prices  already  reflect  a  somewhat  higher 
interest-rate  environment. 

Overall,   investors   shouldn't   expect 


bond  funds  to  regain  their  momentum 
anytime  soon,  especially  as  interest  rates 
rise.  "There  are  fewer  opportunities,  and 
yields  are  generally  lower,"  says  Kenneth 
J.  Taubes,  director  of  fixed  income  at  Pio- 
neer Investment  Management  Inc.  But 
don't  overlook  the  fixed-income  market 
completely,  especially  for  diversification. 
Even  a  small  dose  of  carefully  selected 
bond  funds  can  go  a  long  way  in  helping 
investors  ride  out  any  bumps  in  the  equi- 
ty markets.  ■ 


BOND  FUNDS:  STILL  IN  THE  BLACK 


CATEGORY                                    TOTAL  RETURN" 

Emerging  Markets  Bond 

28.38% 

Convertibles 

23.04 

High  Yield 

21.42 

Multisector 

15.91 

International  Bond 

12.00 

Long  (General) 

7.45 

Muni.  High  Yield 

5.24 

Intermediate  (General) 

4.78 

Muni.  National  Long 

4.34 

Muni.  New  York  Long 

4.29 

Muni.  Single-State  Long 

4.20 

Muni.  Single-State  Intermediate 

3.67 

Muni.  National  Intermediate 

3.63 

CATEGORY 

TOTAL  RETURN* 

Muni.  New  York  Intermediate 

3.57% 

Muni.  California  Long 

3.52 

Short  (General) 

3.32 

Muni.  California  Intermediate 

3.02 

Long  Government 

2.15 

Intermediate  Government 

1.95 

Muni.  Short 

1.74 

Ultrashort 

1.69 

Short  Government 

1.35 

Taxable  Bond  Funds 

8.04 

All  Bond  Funds 

6.06 

Nontaxable  Bond  Average 

3.75 

"Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan.  1-Dec.  12, 2003 
Data:  Standard  &  Poor's 


DOUBLE  DIGITS  FOR  EQUITY  FUNDS 


CATEGORY  TOTAL  RETURN 

Technology  54.41% 

Latin  America  53.34 

Diversified  Emerging  Mkts.  50.33 

Precious  Metals  49.36 

Pacific/Asia  ex-Japan  48.30 

Small-cap  Growth  42.11 

Small-cap  Blend  40.42 

Small-cap  Value  39.92 

Real  Estate  35.29 

Europe  35.01 

Diversified  Pacific/Asia  34.80 

Mid-cap  Blend  33.69 

Mid-cap  Growth  32.84 

Communications  32.29 

Foreign  32.12 

Mid-cap  Value  32.08 

All  Cap  31.94 


CATEGORY 
Japan 
Financial 
World 
Health 

Large-cap  Growth 
International  Hybrid 
Natural  Resources 
Large-cap  Value 
Large-cap  Blend 
Miscellaneous 
Utilities 
Domestic  Hybrid 


TOTAL  RETURN* 
31.70% 
30.03 
29.37 
27.58 
24.49 
24.31 
24.10 
23.95 
22.15 
20.13 
17.70 
16.85 


International  Equity  Funds  34.58 

All  Equity  Funds  29.92 

U.S.  Diversified  Funds  29.73 

S&P500  24.10 


•Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan.  1-Dec.  12. 2003 
Data:  Standard  &  Poor's 


James  W.  Oberweis, 

who  oversees  three 

portfolios  at  Oberweis 

Funds,  is  always 

looking  for  "the  next 

best  thing."  Oberweis 

focuses  on  emerging 

growth  companies 

that  are  increasing  revenues  and  earning 

by  at  least  30%  each  year,  while  selling  a 

price-earnings  ratios  of  less  than  half  of 

their  annual  growth  rate.  His  Oberweis 

Micro-Cap  Fund,  which  invests  in 

companies  with  market  capitalizations  ol 

$100  million  to  $250  million,  was  the  No. 

diversified  equity  fund  in  2003,  gaining 

105.1%  through  Dec.  12.  Oberweis,  29, 

chose  stockpicking  over  working  at  the 

family's  dairy  farm  in  North  Aurora,  III. 

What's  appealing  about  micro-caps? 

We  identify  small  growth  stocks  in  the  ear 
stages  of  an  earnings  acceleration.  We 
don't  know  which  companies  in  our 
portfolio  will  be  the  next  Microsoft.  But 
we've  done  this  a  long  time,  and  investors 
who  buy  a  diversified  portfolio  that  fits  ou 
criteria  will  hit  a  few  very  big  winners. 

What  sectors  look  the  most  appealing 

We  tend  to  be  drawn  to  areas  with  a  lot  of 
change— including  technology,  health  care 
retail.  Health  care  is  probably  our  favorite 
mainly  because  stocks  are  so  cheap. 
Specialty  generic  pharmaceutical 
companies  are  especially  interesting.  First 
a  heck  of  a  lot  of  drugs  are  coming  off 
patent  in  the  next  few  years,  and  generic 
drug  manufacturers  have  an  opportunity  t( 
pick  up  significant  market  share.  In 
addition,  companies  are  now  able  to 
effectively  license  drug  delivery 
technologies  to  create  a  hybrid  between 
generic  and  branded  drugs.  Then  there's 
the  aging  of  the  baby  boomers,  which  is 
shaping  the  future  of  health  care. 


How  do  you  ride  those  trends? 

One  really  interesting  place  to  be  is  in 
pharmacy  benefits.  Companies  like 
Caremark  Rx  Inc.  and  AdvancePCS,  which 
have  announced  a  merger,  administer 
benefits  for  a  wide  variety  of  corporations. 
There's  a  lot  of  growth  potential. 

Are  you  shying  away  from  anything? 

There  are  a  number  of  successful  retail 
concepts.  The  problem  is  valuations  are 
pretty  high.  We  are  light  on  retail  names. 


GAME  PLAN 


ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.   Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives   us   a  balanced   lineup   of  performers,   including   a  New  Jersey 


utility,    a   Northeast   generating   company   and   other   energy   related 


businesses.   And   as   our   overall   earnings   record   suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 
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HORIZONS  HOUSING 


Real  estate  is 
finally  getting  a 
reality  check 


BY  PETER  COY 


ANK 
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HOUSING  HAS  BEEN  A 
great  investment  for 
several  years— espe- 
cially compared  with 
stocks.  According  to 
Federal  Reserve  data, 
in  1999  the  value  of 
residential  real  estate  owned  by  Ameri- 
can households  and  nonprofits  was  33% 
less  than  the  stocks  and  mutual  funds 
that  they  owned.  Then  home  prices 
jumped,  and  stocks  crashed.  By  the  end 
of  2002,  their  real  estate  was  worth  50% 
more  than  their  stocks  and  funds. 

But  plunging  into  a  bigger  house  with 
a  bigger  mortgage  will  be  a  trickier  move 
in  2004.  Home  prices  are  already  high  in 
many  parts  of  the  country  and  interest 
rates  are  rising,  so  price  increases  will 
likely  be  more  modest.  "Houses  won't 
sell  the  first  day  they're  listed,"  says  Mike 
Sklarz,  chief  valuation  officer  for  Fideli- 
ty National  Financial  Inc.,  a  real  estate 
services  company  in  Jacksonville, 
Fla.  "The  hysteria  isn't  going  to  be  as 
prevalent." 

In  particular,  price  hikes  at  the  high 
end  seem  to  be  cooling  off.  According  to 
Sklarz's  data,  prices  of  homes  with 
4,000  to  10,000  square  feet  of  floor 
space— all  but  the  very  biggest  houses- 
rose  only  4%  in  2003  in  52  counties  na- 
tionwide after  a  15%  gain  in  2002.  "The 
bloom  is  off  the  real  estate  rose,"  argues 
John  Rutledge,  chairman  of  Rutledge 
Capital  LLC,  a  private  equity  investor  in 
Greenwich,  Conn. 

However,  it's  still  possible  to  invest 
in  high-end  real  estate  by  paying  close 
attention  to  local  conditions.  Home 
prices  have  run  ahead  of  incomes 
in  some  metro  areas,  reducing  the  possi- 
ble upside  from  residential  investment. 
In  other  areas,  though,  prices  have 
lagged,  making  homes  still  relatively 
cheap. 

To  identify  areas  where  high-end 
housing  might  be  a  good  investment, 


AFFORDABLE  LUXURY? 


Introducing  the  BusinessWeek  Luxury  Housing 
Affordability  Index 


LUXURY 
HOUSE  PRICES* 

AFFORDABILITY 
INDEX 

Atlanta 

$335 

207 

Boston 

760 

111 

Chicago 

450 

154 

Detroit 

315 

204 

Los  Angeles 

755 

79 

New  York 

610 

187 

Philadelphia 

363 

174 

Phoenix 

340 

174 

Riverside-San  Bernardino 

400 

129 

Washington,  D.C. 

620 

136 

HOW  WE  CREATED  THE  INDEX  The  usual  affordability 
index  tells  whether  a  midmarket  house  is  within  the 
budget  of  a  middle-income  family.  Business-Week's 
index,  based  on  house-price  data  from  Fidelity  National 
Financial  Inc.,  looks  at  the  top  10%  of  hoOse  prices  and 
incomes.  An  index  value  of  100  means  that  given  pre- 
vailing mortgage  rates,  a  family  earning  just  enough  to 
be  in  the  top  10%  of  incomes  in  a  metro  area  should  be 
able  to  afford  a  house  that  is  just  in  the  top  10%  of  prices. 
The  higher  the  index,  the  more  affordable  the  market. 

"Third  quarter  2003,  in  thousands  of  dollars 

Data:  fidelity  National  Financial  Inc..  Housing  &  Ui  ban  Development  Dept 


BusinessWeek,  in  cooperation  witr 
delity  National  Financial,  has  creal 
city-by-city  Luxury  Housing  Affords 
ty  Index.  It  compares  the  prices  of  r 
end  homes  with  the  incomes  of  th( 
10%  of  households  in  the  local  mar 
taking  into  account  current  mortj 
rates.  A  lower  index  means  that  hou 
prices  are  high  relative  to  incoi 
while  a  higher  index  means  that 
end  homes  are  more  affordable  for  li| 
buyers. 

The  new  BusinessWeek  index  s 
that  luxury  homes  in  Boston  and 
Angeles  may  not  have  much  rooi 
appreciation     because 
stretch  potential  buyers'  p 
etbooks  to  the  limit.  By  c 
parison,  high-end  home 
Atlanta,         Phoenix, 
Philadelphia  are  still  high! 
fordable.  New  York,  which 
pears  expensive  when  con 
ered  in  terms  of  median  pr 
and  incomes,  is  more  reasl 
ably  priced  for  well-to-do 
ers  shopping  for  luxury  ho 
Of  course,  local   high 
markets  are  also  affected  by 
tional  trends.  On  the  mil 
side,  interest  rates  are  up 
their    low,    and    are    al: 
certainly  going  to  go  higi 
The  National  Association 
Realtors  is  predicting  that 
year  fixed  mortgage  rates 
rise  to  an  average  6.4% 
2004,  from  5.8%  in  2003. 
nothing    else    changed 
would  slice  nearly  5%  off  h 
much  someone  can  afford 
pay  for  a  house. 

On  the  plus  side,  prices  ^ 
most  markets  will  be  support  I 
by  a  rebound  in  the  natioi l 
economy  and  continued  tigl 
ness    in   the   supply 
homes,   even   with   a   recef, 
surge  in  housing  starts.  Dav 
A.  Lereah,  chief  economist 
the  National  Association  of  R 
altors,  predicts  that  despite  t 
rise  in  rates,  the  median  exis 
ing-home     price     will     i 
4.7%— nearly    half  the    9 
gain  of  2003— while  the  mec 
an  new-home  price  will  ri 
5.1%,  up  from  3.6%. 

The  days  when  your  hou: 
was  a  growth  stock  with  a  ro< 
are  over,  especially  for  ti 
priciest  homes.  But  there  ai 
still  opportunities,  if  you  kno' 
where  to  look  for  them 
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IANKS  TO  MISSISSIPPI,  VEHICLES  THAT  ARE  AHEAD  OF  THEIR  TIME 
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>eed  is  nothing  new  to  Nissan.  So  when  they  decided  to  build  a  state-of-the-art  plant  in  Canton,  Mississippi,  they  wanted 
done,  well,  really,  really  fast.  That's  when  Mississippi  put  the  pedal  to  the  metal.  Preparation  and  site  work  for  the  2.5  million 
uare-foot  plant  was  completed  in  just  five  months  (more  than  a  year  faster  than  average).  A  water  and  wastewater  system  was 
ished  in  12  months.  A  new  freeway  interchange  in  14  months.  In  fact,  Mississippi  helped  Nissan  go  from  groundbreaking 
remonies  to  groundbreaking  vehicles,  like  the  all-new  Nissan  Quest  minivan,  in  just  25  months.  Proving  what  Nissan  had  known 
»m  the  start:  when  it  comes  to  business,  Mississippi  is  built  for  speed.  To  learn  more,  visit  us  at  mississippiandnissan.com. 


►  -asaemblnd  Nissans  consisl  o(  domostic  and  globally  sourced  parts.  Nissan  and  Nissan  model  names  ar- 
rays wear  your  seal  bell,  and  please  don't  drink  and  drive.  C  2003  Nissan  North  Anient  ■ 
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NISSAN 


The  art  market  is 
strikingly  robust-and 
likely  to  stay  that  way 


BY  THANE  PETERSON 


IN  THE  ART  WORLD,  MIAMI 
hoteliers  Mera  and  Donald  Rubell 
are  known  as  mega-collectors. 
They  have  bought  so  much  con- 
temporary art  that  they  opened  a 
40,000-square-foot  museum  in 
Miami  to  show  off  parts  of  their 
collection.  Yet  at  this  fall's  flagship  auc- 
tions in  New  York,  Donald  Rubell  found 
himself  mainly  an  observer.  "There  were 
many  things  I  wanted  to  bid  on,  but  before 
I  could  raise  my  hand  the  price  was  al- 
ready in  the  stratosphere,"  he  recalls. 

A  lot  of  veteran  collectors  experienced 
similar  sticker  shock.  The  price  slump 
many  had  expected  after  the  invasion  of 
Iraq  barely  materialized.  Artprice.com,  a 
French  company  that  tracks  worldwide 
auction  results,  figures  art  prices  fell  by 
3.1%  from  Jan.  1  through  Sept.  30.  But 
confidence  roared  back  in  November, 
when  the  New  York  auctions  at  Sotheby's, 
Christie's  International,  and  Phillips,  de 
Pury  &  Luxembourg  generated  combined 
sales  of  $482.3  million— 61%  more  than 

19n    I    RiiclnaccWaol/    I    hor-omhor    OQ     OHOQ 


at  comparable  auctions  last  spring  and 
19%  above  2002's  autumn  auctions.  One 
sign  of  renewed  confidence  was  that  sev- 
eral seminal  paintings  by  renowned 
artists  sold  well  above  the  dealers'  pre- 
auction  estimates.  Modigliani's  Reclining 
Nude  (on  Her  Left  Side)  went  for  $26.8 
million,  and  Fernand  Leger's  Woman  in 
Red  and  Green  fetched  $22.4  million. 

If  war  or  another  terrorist  attack 
doesn't  intervene  to  undermine  confi- 
dence, many  collectors  expect  a  strong 
2004-  "The  market  is  going  to  remain 
hot,"  predicts  Boston  money  manager 
Scott  M.  Black,  a  major  collector.  "Inter- 
est rates  are  low,  stocks  are  doing  well, 
and  the  federal  government  [is  fueling 
the  economy]  with  big  deficits!" 

All  that  should  help  coax  jittery  sellers 
to  put  more  good  works  on  the  market. 
Artprice  says  the  total  number  of  works 
sold  by  auctioneers  through  July  15  of  this 
year  plunged  39%  in  Germany  vs.  the 
same  period  in  2000, 45%  in  Britain,  and 
50%  in  the  U.S.  Gripes  Michael  Findlay, 


co-director  of  New  York's  Acquavel  * 
gallery:  "We've  had  a  lot  harder  time  fira  tferj 
ing  good  works  than  selling  them." 

As  usual,  how  a  collector  should  a]  place 
proach  the  market  depends  on  person  ft 
taste,  budget,  and  appetite  for  risk.  Son  Bl 
markets  are  buoyant  but  far  from  ove  "i 
heated.  For  instance,  the  average  price  <  \ 
classic  American  paintings  at  a  Sotheby  to 
Holdings  Inc.  auction  on  Dec.  3  ws  i1 


GOING.  GOING,  GONE: 

Clockwise  from  left, 
Modigliani's  Nude  went  for 
$26.8  million,  Leger's 
Woman  for  $22.4  million, 
and  Prince's  Untitled 
(Cowboy)  tor  $460,500 

!  $230,000,  only   15%   more 

H(    than  in  1W9,  notes  New  York 
University  business  professor 
Miehael  Moses.  Many  went 
for  under  $40,000,  including 
a  beautiful  1925  street  scene 
by  Paulette  van  Roekens  for 
$36,000.  Careful  collectors 
whose  tastes  run  to  Italian 
Old  Masters,  Cubist  art,  or 
French   and  American   Im- 
pressionism also  can  find  rel- 
ative bargains;  Artprice  says 
prices  have  weakened  in  all 
those  areas.  Black  laid  out 
1,000  for  a  Monet,  $556,000  for  a 
,  and  $652,000  for  an  early  1920s 
st-inspired  bronze  by  Jacques  Lip- 
at  auction  this  year. 
Dwever,  the  red-hot  contemporary 
et  favored  by  many  businesspeople 
etting    treacherous.    For    example, 
ard    Prince's   photograph    Untitled 
\fbqy)  sold  at  auction  on  Nov.  13  for 
),500,  four  times  as  much  as  expect- 
iome  big  collectors,  such  as  Michael 
per,  chairman  of  a  large  Zurich  fami- 
ublishing  company,  are  swallowing 
.  and  paying  top  dollar.  He  bought 
lv  a  dozen  paintings  this  fall  at  "day 
5,"  when  auction  houses  sell  less  ex- 
ive  pieces,  including  a  work  by  the 
/oung  American  artist  Verne  Dawson, 
A'hich  he  paid  a  record  $47,800.  Eli 
id  of  Los  Angeles  made  some  30  ma- 
purchases  this  year.  They  include 
e  installations  and  a  painting  by  the 
roversia]  39-year-old  British  artist 
den   Hirst  and  a  $2.1  million  Roy 
itenstein  painted  bronze, 
ike  the  Rubells,  many  veteran  con- 
porary  arl  collectors  are  focusing  on 
ng  artists  whose  prices  haven't  yet 
ed.  In  a  hoi  market,  "you  have  to  trust 
i  eye,"  says  Kent  Logan,  a  collector 
ed  in  Vail,  Colo.  The  Rubells,  who  buy 
with  their  adult  children  Jason  and 
IjJnifer,  have  been  haunting  artists'  stu- 
-  and  small  galleries 
places     like     New 
k's  Chinatown.  One 
st  they  like  is  Nate 
vinan,     24,     whose 
iges    explore    pop 
.ure  and  Who  shows 
New     Yolk's     Mac 
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HOLDING  OFF 

The  Rubells. 
with  a  Jeff 
Koons  piece, 
are  suffering 
sticker  shock 
this  year 


carone  Inc.  gallery.  Logan,  a  retired  Si 
i  Hies  executive,  has  a  long  record  ol  nlen 
dfying  artists  before  their  prices  really  ac- 
celerate, lie  recommends  two  New  York 
artists  whose  works  sell  for  under 
$25,000:  Jason  Middlebrook,  37,  whose 
paintings  make  references  to  well-known 
post-1960s  painters  and  who  shows  at  the 
Meltzer  Gallery;  and  Pieter  Schoolwerth, 
33,  who  paints  densely  populated  scenes 
of  urban  and  suburban  life. 

AFFORDABLE  ART 

SMALL  COLLECTORS  don't  have  to  be 
priced  out  of  the  market.  A  good  approach 
is  to  emulate  Microsoft  Corp.  curator 
Michael  Klein,  a  former  New  York  dealer 
who  buys  the  art  the  software  giant  hangs 
in  its  facilities.  He  often  pays  under  $1,000 
by  "buying  art  other  people  aren't  looking 
at."  Check  out  emerging  artists  at  the  Web 
sites  of  out-of-the-way  galleries  such  as  the 
Finesilver  Gallery  in  San  Antonio  (finesD- 


ver.com  j  and  the  Wendy  Cooper  Gallery  in 
Madison,  Wis.  (wendycoopetKallery.com J. 
One  of  Klein's  favorites,  for  instance,  is 
linesilver's  Jesse  Amado,  52,  whose  edgy 
metal  sculptures  based  on  movie  dialogue 
and  subtitles  sell  for  $2,000  and  up. 

Many  collectors  see  value  in  photos. 
too,  even  though  prices  have  soared. 
Joshua  Holdeman,  New  York-based  di- 
rector of  Phillips,  de  Pury  &  Luxem- 
bourg's Photographs  Dept.,  says  you  can 
still  find  prints  by  a  big-name  photogra- 
pher such  as  Garry  Winogrand  for  as  lit- 
tle as  $2,000.  San  Francisco  real  estate 
investor  Paul  Sack,  a  major  photo  collec- 
tor, nabbed  54  prime  19th  century  carbon 
print  images  at  a  Christie's  auction  for 
about  $600.  Sack  cautions  that  the  price 
of  similar  prints  can  vary  widely  from 
one  dealer  to  the  next.  Comparison  shop- 
ping is  wise,  he  says,  "and  I  always  bar- 
gain." That's  good  advice  no  matter  what 
you  collect.  II 
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From  soybeans  to 
nickel,  itlooks  like 
another  banner  year 


BY  JOSEPH  WEBER 


THE  CONTINUING  SLIDE 
of  the  U.S.  dollar,  surging 
demand  by  China's  busy 
manufacturers,  and  a 
global  economic  recovery 
are  likely  to  make  2004 
another  high-flying  year 
for  most  commodities.  Precious  metals 
such  as  platinum  have  been  hitting  highs 
not  seen  in  over  two  decades.  Base  miner- 
als—notably nickel  and  copper— are  in 
such  strong  demand  they're  reaching  lev- 
els last  seen  in  the  mid-1990s.  "We're  see- 
ing a  huge  upsurge  in  demand  for  all  the 
industrial  commodities,"  says  Kenneth  J. 
McCarthy,  chief  economist  at  vFinance  In- 
vestments Inc.  in  Boca  Raton,  Fla. 

How  high  the  prices  rise  depends  in 
part  on  how  low  the 
U.S.  dollar  goes.  Since 
most  commodities  are 
priced  in  dollars,  a  sink- 
ing greenback  actually 
makes  them  cheaper  for 
buyers  using  other  cur- 
rencies, and  stimulates 
demand.  Prognosticators 
expect  the  greenback  to 
keep  sliding— albeit  more 
slowly  than  it  has  in  the 
past  year.  Because  the 
dollar  lost  14.5%  against 
the  euro  in  2003,  odds 


are  this  year's  drop  will  be  more  modest— 
maybe  just  5%  to  10%,  analysts  say. 

Strong  demand  for  commodities  also 
reflects  a  strengthening  manufacturing 
sector.  China's  factories,  in  particular,  are 
pulling  in  vast  quantities  of  base  metals 
and  oil,  needed  to  produce  everything 
from  consumer  electronics  to  toys  and 
steel.  The  Chinese  economy,  roaring 
along  at  a  gross  domestic  product  growth 
rate  of  8%  or  better,  "could  even  slow  a 
little  bit,  and  they  would  still  post  very 
strong  growth  in  commodities,"  says 
Douglas  Porter,  senior  economist  with 
BMO  Nesbitt  Burns  Inc.,  a  Toronto  in- 
vestment bank.  And  Beijing  has  stepped 
up  imports  of  beef  and  soybeans  as  part 
of  a  policy  to  increase  the  protein  content 


COMMODITIES  TO  WATCH  IN  '04 
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of  the  Chinese  diet,  helping  Amel 
producers.  Soybean  futures  contract] 
up  from  $5.15  a  bushel  in  July  to 
now,  and  some  market  watchers 
they  will  top  $9  a  bushel  by  summeij 

Digging  deeper 

OMMODITY  PRODUC 
can  barely  keep  pace, 
ers,  such  as  nickel  pro 
er  Inco  Ltd.  of  Cai 
have  been  strapped 
capital  and  have 
stepped  up  their  pro 
tion  efforts  enough  in  recent  years,' v 
prices  were  low.  Inco's  next  big  m 
won't  even  come  on  line  until  2006. 1 
wise,  strikes  at  copper  mines  in  Chile 
kept  supplies  in  check.  In  the  face  of  h 
demand,  copper  futures  have  jumpe) 
98<t  a  pound  from  just  76<t  in  early  s 
mer,  and  they  could  reach  $1.10  by  Mi 
says  David  Meger  of  Alaron  Trading 
Platinum  is  also  surging  on  robus 
mand.  Analysts  attribute  part  of  that 
petite  to  China's  newly  affluent,  who 
the  pure  white  metal  in  jewelry.  Yet  a 
same  time,  production  is  constrainei 
fact,  Anglo  American  PLC's  Anglo 
inum  Group  announced  on  Dec. 
would  slow  the  planned  expansion  o 
South  African  mines:  The  rand's  s! 
gain  against  the  dollar— up  25%  in 
past  year— is  raising  production  costs] 
Eventually,  most  commodity  produi 
will  boost  output,  and  greater  supp! 
will  trim  prices.  But  few  analysts  e: 
the  downward  pressure  to  grow  an; 
soon.  Even  oil  prices,  which  tradition 
retreat  when  they  top  $30  a  barrel,  co 
find  new  highs  before  they  roll  backw; 
With  U.S.  policymakers  tolerating 
even  encouraging  a  weaker  dollar  and 
U.S.  economy  surging  despite  stiff  ene: 
price  hikes,  OPEC  no  longer  regards 
as  a  ceiling  and  could  let  oil  run  to 
high  as  $40  a  barrel  by  summer,  if 
sooner.  "We've  proven  that  the  U.S.  eo 
omy  can  thrive  with 
prices  at  $31  a  barn 
says  Philip  J.  Fl 
vice-president  of  Al 
Futures  &  Optioi 
"The  moves  in  oil 
going  to  test 
boundaries." 

With  growth 
the  order  of  the  d 
from  both  Washingtt 
and  Beijing,  commoc 
ties  prices  may  be  ju 
beginning  their  dr 
matic  run.  ■ 
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SOME  THINGS  WORK  BETTER  WHEN 
YOU  PUT  THEM  TOGETHER. 
RETIREMENT  PLANS,  FOR  INSTANCE. 
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FIDELITY 
)RKPLACE 
1  SERVICES 

HR/Payroll 
Defined  Benefit 
Defined  Contribution 
Health  and  Welfare 
Stock  Plans 

Defined  contribution.  Defined  benefit.  They  work  separately,  but  combined, 
they're  even  more  rewarding.  One  provider  for  total  retirement  management 
means  one  point  of  contact  for  you,  one  source  of  data  for  your  company 
and  one  comprehensive  view  of  retirement  benefits  for  your  participants.  Find 
out  more  at  www.fidelity.com/workplace  or  call  Joe  Dattilo  at  877-902-0330. 

(DMPREHENSIVE   HR/BENEFITS   OUTSOURCING 

Fidelity  ^  3  Investments 

Special  Advertising  Section 


Samsung  unleashes  the 
future  of  technology 

Samsung  Electronics,  the  company  at  the  forefront  of  the  digital 
convergence  revolution,  is  devoted  to  delivering  cutting  edge 
technologies  that  will  enrich  the  global  community.  Advanced  chip 
technologies,  ground-breaking  displays  and  a  host  of  next 
generation  innovations  are  a  priority  for  Samsung  Electronics. 

Samsung  is  a  committed  investor  in  R&D  with  a  keen  eye  on  cost 
effectiveness  and  high  performance.  It  is  Samsung's  key 
component  technology  that  is  making  possible  the  development  of 
breathtaking  new  technologies. 


Making  it  Mobile 

Advances  in  technology  are  opening  up  a 
new  world  of  possibilities  beyond  the  PC 
and  are  unleashing  the  potential  of 
mobile  connectivity.  The  result  will  be  a 
new  age  of  mobile  and  consumer 
electronics  appliances  in  the  form  of 
multifunctional  gadgets  which  deliver 
anytime,  anywhere  operation. 

Samsung  has  invested  heavily  in  next 
generation  design  to  facilitate  the 
introduction  of  advanced  mobile 
applications.  Manufacturing  technologies 
have  enabled  the  company  to  offer  a 
unique  portfolio  of  advanced 
semiconductor  devices  which  fully  satisfy 
the  key  characteristics  of  the  mobile 
environment:  low-power  consumption, 
small  size,  maximum  capacity  and  high 
performance. 


watch  their  favourite  movies  on  their 
handheld  computer,  to  effectively  browse 
the  web  on  their  PDA  or  to  edit  their 
office  documents  on  the  road. 

A  complete  'System-on-Chip',  the  mobile 
application  processor  will  reduce  overall 
system  costs  and  eliminate  the  need  to 
configure  additional  components.  The 
integrated  features  include  a  camera 
interface,  TFT  &  STN  LCD  display 
support,  SD/MMC/SDIO,  USB  host  and 
device,  and  touch  screen  interface.  It  also 
supports  major  operating  systems 
including  Microsoft  Windows  CE,  Palm 
OS,  Symbian  and  Linux. 

Samsung's  technological  advances  will 
provide  significant  benefits  for  the 
consumer  through  a  variety  of  different, 
dynamic  and  exciting  products. 


Mobile  Computing 


Samsung  has  developed  the  world's 
fastest  mobile  application  processor(AP) 
with  a  core  speed  of  533  MHz.  This  will 
be  a  key  component  in  the  development 
of  new  functions  and  multimedia  content 
for  mobile  handheld  devices. 


The  Samsung  mobile  AP  delivers  the 
power,    flexibility    and    memory 
potential  which  will  allow  users  to 


lie  lea. 


NAND  Flash  memory 

Samsung  views  NAND  Flash  memory  ^i 
pioneering  technology  for  the  digita 
environment  — especially  for  mobile 
devices.  NAND  Flash  memory  makes 
more  cost  efficient  to  manage  and  utilize 
the  increasing  volume  of  data  generated  Gicabi 
from  the  multimedia  and  multitasking 
features  of  the  next  generation  mobilepiD 
devices.  As  the  capacity  of  NAND  Flash 
memory  increases,  carrying  a  memory 
card  with  gigabytes  of  data  becomes  a 
reality.  With  Samsung's  flash  memory 
technology,  your  entire  digital  photo 
collection  or  hours  of  high-quality  video 
can  be  carried  around  in  your  pocket. 

The  demand  and  application  diversity  of 

flash  memory  are  already  growing  fast  as 

digital  cameras,  MP3  players  and  other 

portable  electronic  devices  become 

more  popular  and  sophisticated.  With 

Samsung's  cutting   edge  flash 

£         memory  technology,  even  a  digital 

m 


reorder  without-a  tape  or  an  ultra-low 
)wer  consumption  laptop  without  a 
fyf  jinning  storage  disk  may  become  a 


iill 


ality  soon. 


le  leading  semiconductor  giant  has 
jveloped  the  world's  first  70  nanometer, 
Bigabit  NAND  Flash  memory  in  2003. 
lis  represents  the  fourth  generation  of 
AND  flash  memory,  which  has  doubled 


in  capacity  every  12  months. 

It  is  now  a  viable  choice  for  solid-state 
data  storage,  replacing  magnetic  tapes 
and  low-density  hard  disk  drives.  NAND 
flash  will  be  extremely  significant  for 
mobile  applications,  such  as  notebook 
PCs,  tablet  PCs,  mobile  handsets,  MP3 
players  and  PDAs,  where  the  emphasis 
is  on  saving  space,  weight  and  power. 
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Mobile  AP 


TFT-LCD 
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Flat  Panel  Forefront 

Samsung  is  also  one  of  the  leading 
TFT-LCD  manufacturers.  Flat  Panel 
Displays  for  advanced  digital  gadgets, 
computer  monitors,  and  TVs  are  in  high 
demand  and  are  providing  video  features 
which  deliver  images  that  are  more 
lifelike  than  ever. 

Samsung's  TFT  LCD  offering  represents 
the  broadest  range  of  sizes  and  markets 
—  from  the  miniature  screens  in  Samsung's 
advanced  mobile  phones  to  the  massive 
54"  screen  for  flat  panel  TVs.  The  company 
is  especially  strong  in  large-size  panels 
used  to  manufacture  monitors  and  TVs. 
Samsung  has  particularly  dominated  TFT 
LCD  TV  innovation  —especially  in  the 
last  two  years  during  which  time  the 
company  has  broken  all  size  records  by 
pioneering  40,  46  and  54  inch  displays 
ahead  of  the  competition. 

A  legacy  of  innovation 

Samsung's  past  10  years  of  memory 
leadership  translates  into  a  well-built  product 
portfolio,  flexible  operation  and,  above  all 
else,  the  technology  to  see  this  through. 

The  new  digital  world  of  convergence  will 
be  driven  by  increasing  speed  and  adhering 
to  the  highest  standards  and  the  efficiency 
that  can  only  be  achieved  through  the 
development  of  new  value-rich,  high-quality, 
and  standardized  semiconductor  products. 

Samsung's  outstanding  key  component 
portfolio  — from  memory  to  mobile 
application  processors  and  TFT  LCD 
panels  —sets  the  foundation  for  future 
innovation  and  positions  Samsung  to 
meet  the  challenges  of  convergence  and 
mobility  in  tomorrow's  digital  marketplace. 


NAND  Flash  memory 
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There's  still  plenty  of 
time  to  pan  for  profits 
in  mining  stocKs 

BY  MARA  DER  HOVANESIAN 


:  t 


FOR  THE  PAST  THREE 
years,  no  investment  has 
brightened  up  a  portfolio 
like  gold.  The  yellow  metal 
fetched  nearly  $416  an 
ounce  in  December,  its 
highest  price  since  1996. 
The  stocks  of  the  companies  that  mine  it 
are  doing  even  better.  The  Amex  Gold 
BUGS  Index  was  up  66%  in  2003 
through  Dec.  12,  after  a  124%  full-year 
gain  in  2002  and  a  60%  rise  in  2001— a 
cumulative  gain  of  491%. 

Is  it  too  late  to  take  a  shine  to  gold? 
True,  after  the  capture  of  Iraq's  ousted 
president,  Saddam  Hussein,  gold— the  ul- 
timate pessimists'  investment— took  a 
slight  hit.  But  the  long-term  factors  driv- 
ing gold  stocks  and  gold  itself  are  still  in 
place,  say  fans.  "We're  in  the  early  stages 
of  a  major  bull  market  for  gold  that  will 
go  further  than  anyone  thinks  possible," 
says  Richard  Russell,  editor  and  publish- 
er of  Dow  Theory  Letters,  an  investment 
letter  based  in  La  Jolla,  Calif.  "We  are  in 
what  I  call  the  accumulation  phase, 
where  intelligent,  knowledgeable  in- 
vestors are  buying." 

The  reason  is  simple:  Many  mining 
outfits  are  flush  because  they've  ratcheted 
down  their  costs  so  much  that  almost  all 
of  the  gains  from  the  metal's  run-up  are 
going  straight  to  the  bottom  line.  For  the 
major  producers,  the  break-even  point 
averages  around  $300,  according  to 
Amaury  deBarros  Conti,  senior  gold  eq- 
uity trader  for  San  Antonio's  U.S.  Global 
Investors  Inc.  This  makes  gold  stocks  a 
levered  play  on  the  metal's  price:  Some 
experts  reckon  a  1%  rise  in  the  price  of 
gold  now  sends  gold  stocks  up  3%.  Most 
companies  also  have  cut  back  sharply  on 
hedges— a  promise  to  sell  future  produc- 
tion at  a  set  price— as  the  price  of  gold  has 
risen.  Gold  prices  spurted  on  Dec.  2, 
when  Barrick  Gold  Corp.  said  it  would  re- 
verse a  two-decade-old  strategy  of  hedg- 
ing aggressively. 


COMPANVSYMBOL 


PRICE*     P-E  RATIO 


Wheaton  River  Minerals  WHT      $2.8 

Growing  fast  through  acquisitions  and  expected  to 
double  gold  production  in  two  years 


Coeur  D'Alene  Mines  CDE  5.0  53 

A  gold  mine  that  also  produced  a  record  10.7  million  oz. 
of  silver  in  the  first  nine  months  of  2003 

Hecla  Mining  HL  7.0  27.9 

After  restructuring,  it  has  one  of  the  strongest  balance 
sheets  among  mid-cap  miners 

Newmont  Mining  NEM  47.0         34 

Has  beaten  analysts'  expectations  since  its  2002  merger 
with  Canada's  Franco  Nevada 

•Dec.  12  ""Based  on  forecast  earnings  for  fiscal  2004 
Data:  US  Global  Investors,  Bloomberg  Financial  Markets 


Couple  that  with  the  big-picture  wor- 
ries that  favor  the  metal  itself:  The  U.S.  is 
piling  up  trade  deficits  and  domestic  debt 
by  the  trillions.  Inflation  looks  likely  to  rise 
in  the  next  year  or  two,  and  the  weakening 
dollar  is  near  an  all-time  low  against  the 
euro.  "Gold  is  real  money,"  says  Russell, 
who  advocates  owning  gold  coins,  such  as 
one-ounce  South  African  Krugerrands, 
over    stocks.    Bernie    Schaeffer,    chief 


I 


executive  of  Cincinnati's  Schaeffer'; 
vestment  Research  Inc.,  adds  tha 
vestors  may  lose  interest  in  the  stock 
ket  if  the  2003  rally  is  dashed  bj 
another  downturn.  Throw  in  the 
tense  international  situation,  and  it's 
heaven.  "The  party  isn't  over,"  says  I 
effer,  who  advocates  putting  20% 
stock  portfolio  into  gold-mining  st 
such   as  blue-chip   Newmont  Mir 
"You're  talking  about  a  relatively  sc 
asset  like  gold,  denominated  in  an  a 
cash,  that  is  being  pumped  up  by  the 
with  some  abandon." 

The  buoyancy  of  bullion  has  pus 
many   mining   stocks   to1 
highs.  Wheaton  River  Mine 
Ltd.  of  Vancouver,  B.C.,  repo 
record  net  earnings  of  $14.7 
lion  in  the  third  quarter,  up  f 
$1  million  in  2002.  A  pe 
stock  a  year  ago,  it  now  tra] 
near  $3  a  share.  Denver-ba 
Newmont  was  up  60%  for  I 
year,  to  $46  a  share,  as  of  I 
12.    Schaeffer   says    the    st 
"could  make  a  run  towards 
old  [1987]  highs"  of  $81 

New  entrants  are  showing 
on     money     managers 
screens.  Coeur  d'Alene  Mi 
Corp.,  the  world's  largest  si 
miner,  is  an  emerging  produ 
of  gold.  Schaeffer  says  the  $4 
stock,  which  has  tripled  si 
September,  2001,  could  hit  $2 
share  when  and  if  gold  ri 
above  $500  an  ounce.  Loa( 
with  debt,  the  company  has 
risks.  "It  may  be  a  specula 
play  now,"  concedes  U.S.  Glol 
Investors'    Conti,    whose 
Global   Investors  Gold   Sh 
fund    was    up    73%    in    2 
through  Dec.  15.  "But  in  t 
years,  if  11  grow  into  one  of  1 
must-own  names  among  m 
cap  gold  stocks." 

Yet  skeptics  are  still  plentif 
Some  say  the  next  six  months 
a  year  could  be  especially  rou{ 
Carl  M.  Birkelbach,  of  Birk 
bach  Investment  Securities  Ii 
in  Chicago,  doesn't  expect  gc 
to  get  much  higher  over  this  period, 
think  we're  going  to  have  trouble  getti 
over  the  $416  threshold,"  he  says. 
1989, 1990, 1993,  and  1996,  gold  trad 
around  the  same  price  for  a  month 
two  and  then  fell  like  lead.  But  ev* 
Birkelbach  thinks  gold  could  resume 
rise  by  the  end  of  2004.  If  he's  right,  i 
vestors  may  find  they  have  another  go! 
en  opportunity.  ■ 
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They  both  work  at  the 

same  company, 

Have  the 

same  six-figure  salaries. 
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So  why  is  one  looking  forward  to 


le  looking  forward  to  i 

early 

etirement 


while  the  other  looks  forward  to 

the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Network  Representative,  offering  expert  guidance 
in  retirement  planning,  financial  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK 


i 


|  Innovative  solutions  for  retirement,  estate,  insurance,  and  personal  finance.    Are  yOU  there  y* 


05-2010  *>  2003  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee.  Wl 


www.  nmfn.  com 


wmmtL 


k 


V 

T 


i 


I 


\ 


Z^^™™^™'^"*™**™™.^ 


CaStS  i<j 


have  slic 
screens. 


l*EKKi3?fiiT 


ill 


numbers  can  be 
istics.  And  here 


y  turn  out  to  be  wrong.  Instead, 
-try  averages.  The  tables  on  page  130 
:  wavs  using-  Ma.cciT*  t™i„, „__  .1 


-cj   — — ~^»*.    Ttuut  KJi  5HJWUI 

\i  it  won't  matter  unless  it 


/ 


128  I  BusinessWeek  I  D 


ecember  29.  2003 


I 


MINING  THE  NUMBERS 


COREBOARD 


How  to  scour  the 
Scoreboard  to  find  the 
best  buys  in  stocks 


BY  ROBERT  J. ROSENBERG 


THERE  ARE  THOUSANDS 
of  stocks  out  there,  but  you 
need  to  own  only  a  few— fi- 
nancial economists  say  20 
is  enough  for  a  well-diver- 
sified portfolio— to  make  a 
lot  of  money  without  tak- 
ing on  a  lot  of  risk.  But  which  handful  of 
stocks  will  deliver  the  goods? 

No  one  can  say  for  sure,  but 
we  can  say  with  confidence  that 
among  the  900  companies  in 
BusinessWeek's  Investment  Out- 
look Scoreboard,  there  are  plen- 
ty of  winners.  This  time  last 
year,  we  screened  the  database 
for  such  criteria  as  highest  ex- 
pected profit  growth  and  fattest 
dividends.  In  all,  we  came  up 
with  six  lists  of  10  stocks  each. 
In  the  first  11  months  of  2003, 
the  60  gained  nearly  50%  on 
average,  which  left  the  Dow 
Jones  industrial  average  and 
Standard  &  Poor's  500-stock  in- 
dex in  the  dust  and  even  edged 
out  the  high-flying  NASDAQ 
Composite  index. 

In  our  Scoreboard  are  the 
900  largest  U.S.  publicly  held 
companies  when  measured  by 
revenue  and  market  capitaliza- 
tion. They're  grouped  into  10 
sectors,  and  those  are  further 
broken  into  industries.  For 
each  company— and  for  each 
sector— the  Scoreboard  deliv- 
ers a  wealth  of  information. 
Some  comes  from  current  mar- 
ket data,  such  as  price-earn- 
ings ratios  and  dividend  yields. 
Other  information,  such  as  re- 
turn on  equity  and  the  price- 
to-book-value  ratio,  relies  on 
corporate  financial  reports. 
And  we  have  plenty  of  data  on 
earnings,  both  historical  and— 
more  important— what  Wall 
Street  expects  for  2004  and  be- 


yond. (Earnings  estimates  come  from 
Thomson  Financial/First  Call.  The  other 
data  are  compiled  by  Standard  &  Poor's 
Compustat.  S&P,  like  BusinessWeek,  is  a 
unit  of  The  McGraw-Hill  Companies.) 

Last  year,  we  designed  screens  looking 
for  growth  in  the  high-tech  sector,  rooting 
for  undervalued  stocks,  and  identifying 


good  dividend  stocks.  We're  stiddrj 
the  same  game  plan,  while  tweakinj 
criteria  and  adding  a  small  and  mic 
screen.  We  also  looked  at  big  caps  thd 
outperforming  their  peers. 

Our  "high-tech  earners  for  2d 
screen  consists  of  companies  where  < 
ings  are  expected  to  leap  next  year, 
that  stands  out  is  Corning  Inc.,  thd 
glassware  maker.  Why?  LCD,  or  lil 
crystal  display.  Corning  is  the  lea| 
maker  of  this  high-tech  material, 
goes  into  the  displays  of  notebook  i 
puters,  cell  phones,  and  the  wide^ 
range  of  personal  digital  devices. 
Corning  is  aiming  at  the  huge  TV  ma 
where  a  mere  1%  of  sets  sold  are  LCI 

We  also  look  at  the  tech  compa| 
with  the  best  long-term  expectatil 
This  year's  list  turned  up  names  sucl 
gamemaker  Electronic  Arts  Inc.,  wlj 
growth  is  linked  to  new  game  boxes  i 
hardware  producers  such  as  Sony  C{ 


HEAD  OF  THE  PACK  Companies  whose 
return  on  equity  and  projected  earnings  growth 
beat  industry  averages 


BIG  CAPS  WITH  BIG  YIELDS  Minimum 
market  capitalization  of  $5  billion.  Utilities  a 
REITs  are  excluded 


COMPANY/SYMBOL 

RETURN 

ON 
EQUITY 

CHANGE  IN 
EARNINGS 
2003-04 

COMPANY/SYMBOL 

YIELD 

NEXTEL  COMMUNICATIONS  NXTL 

45.3% 

50% 

USTUST 

1    MHBHHBHHHHBHn&HHMHMHnMNHMi 

5.6% 

UNITEDHEALTH  GROUP  UNH 

35.8 

24 

ALTRIA  GROUP  MO 

5.2 

FOREST  LABORATORIES  FRX 

26.0 

25 

SBC  COMMUNICATIONS  SBC 

»     4.9 

UNITED  PARCEL  SERVICE  UPS 

25.8 

15 

AT&TT 

4.8 

APOLLO  GROUP  APOL 

24.1 

28 

VERIZON  COMMUNICATIONS  VZ 

4.7 

INTERNATIONAL  GAME  TECH.  IGT 

22.2 

20 

GENERAL  MOTORS  GM 

4.7 

FORTUNE  BRANDS FO 

22.0 

14 

KEYCORP  KEY 

4.4 

WAL-MART  STORES  WMT 

20.5 

14 

BRISTOL-MYERS  SQUIBB  BMY 

4.3 

AMERICAN  EXPRESS  AXP 

19.6 

13 

CONAGRA  FOODS CAG 

4.2 

CATERPILLAR  CAT 

16.8 

32 

BANK  OF  AMERICA  BAC 

4.2 

with  an  S&P  equity  ranking  of  at  least  A- 


Companies  with  both  low 
price-to-book  and  low  price-earnings  ratios 


COMPANY/SYMBOL 


PRICE  AS  A 
PERCENT  OF 
BOOK  VALUE 


S&P 
EQUITY 
RANKING 


PRICE  AS  A 
PERCENT  OF 


P-E 


COMPANY/SYMBOL 


BOOK  VALUE     RATIO 


DILLARD"S  DOS 

64 

A- 

TECO  ENERGY  TE 

97 

A- 

DUKE  ENERGY  DUK 

103 

A- 

LAFARGE  NORTH  AMERICA  LAF 

110 

A- 

CINCINNATI  FINANCIAL  CINF 

113 

A- 

BEAR  STEARNS  BSC 

114 

A 

PROTECTIVE  LIFE  PL 

115 

A 

OLD  REPUBLIC  INTL.  ORI  125 

NISOURCENI  128 

PINNACLE  WEST  CAPITAL  PNW      128 


DYNEGY  DYN 

LANDAMERICA  FINANCIAL  GRP.  LFG 

DURA  AUTOMOTIVE  SYS.  DRRA 

VALERO  ENERGY  VLO 

NASH  FINCH  NAFC 

ODYSSEY  RE  HOLDINGS  ORH 

STEWART  INFORMATION  SVCS.  STC 

DEVON  ENERGY  DVN 

TOYS 'R' US  TOY 

IKON  OFFICE  SOLUTIONS  I KN 


3.6 

4.1 


112 
114 
113 


11.3 


11.3 


Data:  Thomson  Financial/First  Call,  Standard  &  Poor's  Compustat     Prices  as  of  Nov.  28  All  other  data,  Dec.  3 
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and  Nintendo  Co.  as  well  as  gamers'  near- 
insatiable  appetites  for  new  products. 
Less  well-known  is  Iron  Mountain  Inc.— 
the  leader  in  the  rapidly  growing  field  of 
document  storage  and  management.  An- 
alysts are  expecting  a  major  profit  boom 
for  Iron  Mountain— about  22.5%  a  year. 

More  hot  spots 

ON  THE  SAME  LIST  ARE 
two  biotech  outfits,  Am- 
gen  Inc.  and  Genentech 
Inc.  Amgen,  with  $5  bil- 
lion in  sales,  has  been  a 
sweet  stock,  returning 
average  annual  growth 
of  23%  over  the  past  five  years.  Now,  ana- 
lysts are  looking  for  21%  earnings-per- 
share  growth  in  the  next  three  to  five 
years,  based  on  sales  of  Epogen  and  Neu- 
pogen,  which  assist  in  cancer  treatment. 
What  also  has  them  bullish  is  the  expect- 
ed Food  &  Drug  Administration  approval 
of  Cinacalcet,  a  new  thyroid  drug.  Ana- 
lysts have  even  higher  hopes  for  Genen- 
tech: 25%  annual  growth.  Recent  FDA  ap- 
provals for  its  asthma  drug  Xolair,  as  well 
as  Raptiva,  a  psoriasis  treatment,  ought  to 
fuel  the  increases. 

Growth  is  fine,  but  don't  forget  about 
yield.  Thanks  to  a  new  tax  law  that  takes 
the  maximum  tax  on  dividends  down  to 
15%,  these  payouts  are  more  valuable 
than  ever.  Once  again,  tobacco  stocks 
such  as  Altria  Group  Inc.  (parent  to 
Philip  Morris  Cos.)  and  UST  Inc.  domi- 
nate. Merrill  Lynch  &  Co.  tobacco  ana- 
lyst Martin  Feldman  is  bullish  on  Altria, 
where,  he  says,  the  threat  of  tobacco  liti- 
gation is  shrinking  and  profits  are  grow- 
ing. Another  high  payer  is  ConAgra 


SMALL  AND  MID-CAPS  TO  WATCH  These 
companies'  profits  are  forecast  to  skyrocket 
next  year 

COMPANY/SYMBOL 

PRICE  CHANGE 
DEC.  31,  2002 
NOV.  28.  2003 

CHANGE  IN 

EARNINGS 

2003-04 

ROBERT  HALF  INTL.  RHI 

(i                      - 

38% 

900% 

RALCORP  RAH 

20 

756 

KELLY  SERVICES  KELYA 

15 

454 

TEMPLE-INLAND  TIN 

26 

424 

BOISE  CASCADE  BCC 

17 

364 

KINDRED  HEALTHCARE  MNC 

)    184 

357 

GEORGIA  GULF  GGC 

23 

346 

QUANTA  SERVICES  PWR 

119 

313 

RELIANT  RESOURCES  RRI 

105 

300 

KENNAMETAL  KMT 

11 

294 

ves 


g  leart 


Foods  Inc.,  which  yields  4.2%.  And 
there's  a  kicker:  ConAgra  has  an- 
nounced a  $1  billion  stock  buyback, 
nearly  7%  of  its  shares. 

We  also  like  cheap  stocks,  and  we  look 
for  them  in  two  ways.  We  screen  for  the 
lowest  price-earnings  ratios  and  again  for 
those  with  the  lowest  price-book  ratios. 
One  low  p-e  stock  is  title  insurer  Stewart 
Information  Sciences  Corp.  That  should 
be  a  better  business,  since  if  s  tied  to 
home  sales  and  mortgage  refinancings. 
The  low  p-e  tells  you  that  the  market  is 
projecting  the  end  of  the  real  estate  boom. 
If  the  crowd  is  wrong,  Stewart  is  cheap. 
Lafarge  North  America  Inc.,  on  our  low  p- 
b  list,  makes  buildings  materials.  The 
worry  is  that  construction  will  tank.  But  if 
the  rebound  and  job  growth  pick  up,  La- 
farge offers  good  value.  Utilities,  plagued 
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HIGH-TECH  LONG-TERM  GROWTH  Tech 
companies  expected  to  show  higher-than- 
average  earnings  growth  for  the  long  haul 

HIGH-TECH  EARNERS  FOR  2004  Technology 
analysts  think  these  companies'  earnings  should 
jump  next  year 

COMPANY/SYMBOL 

PRICE  CHANGE 
DEC.  31,  2002- 
NOV.  28.2003 

LONG-TERM 
EARNINGS 
GROWTH" 

COMPANY/SYMBOL 

PRICE  CHANGE 
DEC.  31.  2002 
NOV.  28,  2003 

CHANGE  IN 

EARNINGS     j 
2003-04     j 

YAHOO! YHOO 

163% 

33.0% 

JABIL  CIRCUIT  JBL 

54% 

348% 

GILEAD  SCIENCES  GILD 

73 

30.0 

FAIRCHILD  SEMICONDUCTOR  INTL.  FCS      143 

262 

MAXIM  INTEGRATED  PRODS.  MXIM     58 

25.0 

CORNING  GLW 

247 

140 

GENENTECH  DNA 

154 

25.0 

SIEBEL  SYSTEMS  SEBL 

78 

133 

JABIL  CIRCUIT  JBL 

54 

22.5 

COMPUWARE  CPWR 

19 

133 

,  IRON  MOUNTAIN  IRM 

11 

22.5 

VISHAY INTERTECHN0L0GY  SH 

88 

122 

INTUIT  INTu 

7 

22.5 

AGILYSYS  AGYS 

23 

122 

AMGEN  AMGN 

19 

21.0 

ELECTRONIC  DATA  SYSTEMS  DS 

17 

121 

LINEAR  TECHNOLOGY  LLTC 

68 

20.0 

APPLE  COMPUTER  AAPL 

46 

111 

ELECTRONIC  ARTS  ERTS                     78 

•Annualized  3  to  5  years 

Data:  Thomson  Financial/First  Call.  Standard  &  Poor's  Compustat 

20.0 

Prices  as  of  Nov. 

MOTOROLA  MOT 

'.8.  All  other  data.  Dec  3 

62 

105 

by  the  overcapacity  in  that  indi 
dominate  our  low  price-to 
stock  list.  But  electricity  is  "a  vo 
commodity,"  notes  Richard  Hu 
managing  director  in  the 
power  group  at  Fitch  Ratings,  a  < 
it  ratings  agency.  A  frigid  wintei 
lowed  by  a  scorching  summer,  c 
send  prices  soaring 

Small  and  mid-cap  stocks  wei 
pecially  strong  in  2003,  and 
screen  suggests  that  many  still 
the  wind  at  their  backs.  Two  cor 
nies  with  bright  outlooks  are  Ro  NSUMER 
Half  International  Inc.  and  I 
Services  Inc.,  both  of  which  sU 
temporary    workers    to    bush  w 
They're  benefiting  from  the  tren 
companies  turning  to  temps  ra 
than  hiring  permanent  workers 
alysts  are  calling  for  Robert  H 
profits  to  spike  900%  in  2004,  w 
Kelh/s  are  expected  to  jump  454%. 

Another  mid-cap  that  should  geLi 
boost  from  the  strengthening  econorr  » 
Temple-Inland  Inc.,  a  producer  of  c  im 
tainer  board,  the  main  ingredient  in  <  **rti« 
rugated  boxes.  This  business  tracks   l,K,Wi 
manufacturing,  says  Mark  Wilde,  j  m[m 
follows  paper  and  forest-products  sto    . 
for  Deutsche  Bank  Securities  Inc.  "VV 

Ml 

Street  is  expecting  a  424%  rise  in  its  ea  mm 
ings  next  year.  An  added  sweetener,  s  ^m 
Wilde,  is  the  fact  that  Temple-Ink  mm,, 
owns  banks  in  Texas  and  California. r  fc: 
bet  here,  says  Wilde,  is  that  the  compi  mite 
will  spin  off  the  banks  to  shareholders  *&** 
sell  them  outright  to  pay  down  debt.    lcttal' 
Finally,  take  a  look  at  our  "head  of  J**1 
pack"  list.  It  features  large-cap  compan  J' ' 
with  earnings  and  return  on  equity  lllswc 
pected  to  outpace  both  their  peers  and '  HoustH 
overall  Scoreboard  com]"5111* 
nies.  Two  names  are  fan  *"fe 
iar:  American  Express  ( mii 
and  United  Parcel 
Inc.  AmEx. 
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acquisition  rumors,  shoil 
continue  to  prosper  on  t  k 
improving  outlook  for  cc 
sumer  finance  and  0 
pickup  in  travel.  UPS  is  ( J- 
pected  to  rack  up  profits 
ground  shipments  contin 
to  surge. 

No  matter  what  yo  it 
investing  style,  our  lis 
will  help  identify  opport 
nities.  Of  course,  don't  bi 
from  a  list  alone;  you  net 
to  do  further  research.  B 
in  this  Scoreboard,  the. 
are  winners  enough 
build  a  solid  portfolio. 
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re  are  the  numbers  to  help  you  size  up  900  companies 


VNY  SIOCK  SYMBOL  (FY) 


2003     EARNINGS  PRICE  AS 
RECENT     PRICE     GROWTH  RETURN      %0F  PRICE- 
MARKET    SHARE    CHANGE  1998-2002     ON         BOOK      P-E  SALES 
VALUE      PRICE         %             %        EQUITY     VALUE    RATIO  RATIO 


PRICE 

P-E 

CASH 

TO 

FLOW 

GROWTH 

YIELD 

RATIO 

RATE 

% 

EARNINGS  PER  SHARE 

ESTIMATES  FROM  ANALYSTS 

LONG  TERM 
2003       2004     GROWTH     S&P 
2002     ANALYST     CON-        RATE      EQUITY 
ACTUAL       EST.       SENSUS         %       RANKING 


INDUSTRY  AVERAGE 


12141.7    130      40 


9.1       15.4      373      30      1.6      15.6      2.6       1.29        4.30      5.72     6.48      12.0 
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1 4SUMER  DISCRETIONARY 

51  )R  AVERAGE                                               7767.7 

42 

46 

15.7 

21.2 

363 

26 

1.3 

15.8 

1.7 

0.82 

1.89 

2.39 

2.79 

13.8 

1 
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bo 

a  h 

b 
it 

i 

10 
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cL 
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■If 

M 
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4JSTRY  GROUP  AVERAGE 
IvUTO  COMPONENTS 

4982.2 

31 

30 

6.4 

7.1 

214 

15 

0.5 

6.9 

1.6 

1.32 

1.38 

2.07 

2.55 

10.9 

4  STRY  AVERAGE 

24557 

30 

28 

10.4 

5.7 

166 

13 

0.3 

5.1 

1.5 

1.28 

1.49 

2.07 

2.61 

10.2 

1  lean  Axle  &  Mfg.  Holdings  AXL 

2083.1 

40 

69 

139.5 

22.1 

235 

11 

0.6 

5.8 

1.1 

0.00 

338 

3.65 

3.94 

10.0 

NR 

■Meritor  ARM  (9) 

1361.1 

20 

19 

-5.8b 

15.6 

151 

10 

0.2 

3.8 

1.0 

2.01 

2.22 

2.06* 

2.34 

10.0 

NR 

■iv  ALV 

3162.0 

33 

60 

0.0 

9.9 

141 

14 

0.6 

6.4 

1.2 

1.79 

1.84 

2.32 

2.73 

12.0 

NR 

t  Warner  BWA 

2166.7 

79 

57 

8.7 

14.1 

184 

13 

0.7 

7.6 

1.0 

1.27 

5.58 

6.34 

7.08 

12.0 

B+ 

■  is  &  Aikman  CKC 

298.5 

4 

-20 

NM 

-12.4 

73 

NM 

0.1 

4.9 

NM 

0.00 

-1.15 

-0.26 

0.15 

NA 

C 

•er  Tire  &  Rubber  CTB 

1475.6 

20 

30 

-1.7 

7.0 

149 

21 

0.4 

5.7 

1.9 

2.10 

1.51 

1.04 

1.46 

10.0 

B+ 

■  DCN 

2403.1 

16 

38 

-39.4 

9.5 

130 

14 

0.2 

4.1 

1.3 

1.48 

0.39 

1.21 

1.61 

10.0 

B- 

IhlDPH 

4919.4 

9 

9 

NM 

-1.4 

393 

NM 

0.2 

4.6 

1.4 

3.19 

0.61 

0.61 

0.88 

10.0 

NR 

■  Automotive  Systems  DRRA 

189.3 

10 

3 

0.9 

7.8 

68 

9 

0.1 

2.0 

0.6 

0.00 

2.48 

1.70 

2.05 

10.0 

NR 

1  year  Tire  &  Rubber  GT 

1183.3 

7 

-1 

NM 

NM 

276 

NM 

0.1 

NA 

NM 

0.00 

-6.62 

-1.28 

-0.03 

5.0 

B- 

■son  Controls  JCI  (9) 

9866.6 

109 

37 

12.1 

15.9 

236 

15 

0.4 

8.0 

1.3 

1.64 

6.35 

7.20* 

8.21 

12.0 

A+ 

■lea 

3986.7 

59 

78 

28.9 

18.0 

196 

11 

0.3 

5.9 

1.0 

1.35 

4.65 

5.51 

6.08 

11.0 

B+ 

J  r  Automotive  TWR 

256.0 

5 

1 

-39.3 

-17.4 

60 

NM 

0.1 

3.1 

4.5 

0.00 

0.26 

0.07 

0.25 

15.0 

C 

V  on 

1028.4 

8 

13 

NM 

-14.0 

38 

NM 

0.1 

3.9 

NM 

3.06 

-0.68 

-1.14 

-0.23 

6.0 

NR 

(1  AUTOMOBILES 

4 ISTRY  AVERAGE 

10877.5 

33 

35 

-1.7 

9.9 

326 

19 

0.8 

11.8 

1.7 

1.43 

1.14 

2.07 

2.42 

12.5 

R)  wood  Enterprises  FLE  (4) 

393.2 

10 

30 

NM 

-47.2 

272 

NM 

0.2 

NM 

NA 

0.00 

-1.97 

0.28 

0.70 

NA 

C 

■•Motor  F 

24169.8 

13 

42 

-69.6 

17.6 

295 

17 

0.2 

1.5 

2.5 

3.03 

0.16 

1.05 

1.22 

5.0 

B 

4  >ral  Motors  GM 

23988.5 

43 

16 

-6.5 

35.6 

223 

6 

0.1 

1.3 

1.4 

4.68 

3.35 

5.27 

5.11 

6.0 

B 

H-'y-DavidsonHDI 

14291.1 

47 

2 

28.7 

26.6 

522 

20 

3.0 

15.5 

1.1 

0.68 

1.90 

2.48 

2.74 

17.5 

A+ 

k 

Naco  Coach  MNC 

676.7 

23 

41 

17.6 

8.5 

248 

29 

0.6 

20.7 

2.5 

0.00 

1.51 

0.62 

1.36 

15.0 

B 

i  Industries  THO  (7)      « 

1745.3 

61 

77 

21.3 

18.5 

397 

22 

1.1 

19.7 

1.2 

0.20 

1.87 

2.74* 

3.40 

19.0 

A- 

CONSUMER  DURABLES  &  APPAREL 


USTRY  GROUP  AVERAGE 
HOUSEHOLD  DURABLES 
USTRY  AVERAGE 
•rican  Greetings  AM  (2) 


3749.6       59        51        21.3       20.2        312        17       0.9       10.3        1.2 

3582.6  72        61        21.8        22.8        331        16       0.8       10.0         1.1 

1403.7  a        34        -7.8  9.3         127         16        0.7  8.5         1.3 


1.15         3.96       4.85      5.44       12.8 

1.13         5.08        6.33        7.07        13.2 
0.00  1.63         1.64        1.88       10.0         C 


NOTES:  *  *v  tual,  not  estimated  data.  NA=not  available.  NM=not  meaningful.  NR^not  ranked,  (a)  Four-year  compound  growth  rate,  (b)  Final  year  ol  growth  rate  calculation  is  2002  (c)  Pro  forma  data, 
compiled  by  Compustat  from  sources  such  as  statistical  services,  registration  statements,  and  company  reports  that  Compustat  believes  to  be  reliable  but  are  not  guaranteed  by  Comotstat  or  BusinessWeek 
.s  or  completeness.  This  material  is  not  an  offer  to  buy  or  sell  any  security.  Additional  data:  Thomson  Financial/First  Call. 


he 
Glossary 

quick  guide  to 
nat  is  included  in 
ese  tables 


MARKET  VALUE:  Share  price  on 
Nov.  28. 2003.  multiplied  by  the 
latest  available  common  shares 
outstanding. 

RECENT  SHARE  PRICE:  Price  for  a 
single  share  of  a  company's  most 
widely  traded  issue  of  common 
stock  as  of  the  close  of  trading  Nov. 
28.2003. 

PRICE  CHANGE:  Percentage 
change  in  the  company's  most 
widely  traded  common-stock  issue 
since  Dec.  31. 2001. 
EARNINGS  GROWTH:  Compound 
annual  growth  rate,  calculated 
using  the  1998  and  2002  restated 
irnings  per  share  (unless 
noted  otherwise). 
RETURN  ON  EQUITY:  The  latest 
e  net  income  available  lor 
iders  divided  by  total  equity. 


PRICE  AS  PERCENTAGE  OF  BOOK 
VALUE:  Share  price  on  Nov.  28, 
2003,  as  a  percentage  of  the  latest 
available  book  value  per  share, 
which  is  the  sum  of  common  stock 
at  nominal  balance-sheet  value, 
capital  surplus,  and  retained 
earnings  as  shown  in  company 
accounts  divided  by  the  number  of 
shares  outstanding. 
P-E  RATH):  Price-earnings  ratio 
based  on  the  latest  available  12 
months  earnings  and  Nov.  28, 
2003,  stock  price. 
PRICE-SALES  RATIO:  Based  on  the 
latest  available  12  months  sales 
and  the  Nov  28, 2003.  stock  price. 
PRICE-CASH  FLOW  RATIO:  The 
Nov.  28, 2003  stock  price  divided 
by  the  latest  available  12  months 
cash  flow.  Cash  flow  is  equal  to 


income  from  continuing  operations 
before  extraordinary  items  plus 
depreciation  and  amortization. 
PRICE-EARNINGS  TO  GROWTH 
RATE:  The  price-earnings  ratio 
based  on  the  2003  earnings 
estimate  and  Nov.  28. 2003.  stock 
price,  divided  by  the  long-term 
earnings  growth  rate. 
DIVIDEND  YIELD:  Indicated  annual 
dividend  as  a  percent  of  the  Nov 
28. 2003.  stock  price. 
EARNINGS  PER  SHARE:  Diluted 
earnings  per  share-net  income 
(including  proceeds  trom  certain 
convertible  securities,  warrants, 
and  options  that  are  common- 
stock  equivalents,  but  excluding 
extraordinary  profits  or  losses) 
divided  by  number  of  common  and 
common  equivalent  shares. 


EARNINGS  PER  SHARE 
ESTIMATES:  Analysts'  consensus 
estimates  for  2003  and  2004 
compiled  by  Thomson  Financial/ 
First  Call 

LONG-TERM  EARNINGS  GROWTH: 
The  median  estimate  by  analysts 
of  the  annual  growth  rate  of 
earnings  compiled  by  Thomson 
Financial/First  Call.  For  most 
companies,  this  is  for  the  next 
3-5  years. 

SAP  EQUITY  RANKING: 
A  measure  of  a  company's 
historical  growth  of  earnings  ana 
dividends,  using  Standard  &  Poor's 
computerized  scoring  system 
based  on  the  most  recent  10  years 
of  earnings  per  share  and 
dividends. 
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54  million  Americans  have  disabilities. Two-thirds  of  those  of  working  age  do  not  have  jobs. 
It  is  a  mistake  to  ignore  these  talented  individuals  who  prove  their  capacity  to  overcome 
challenges  each  and  every  day. 

Our  goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life  —  including  the 
workplace. The  following  leaders  of  our  CEO  Council  help  us  fulfill  this  mission. They  realize 
that  hiring  people  with  disabilities  is  not  just  a  good  thing  to  do,  it's  good  business. 


Millennium  Circle 

Aetna.  Inc.,  John  W.  Rowe,  M.D. 
BusinessWeek. William  P  Kupper,  Jr 
Sprint.  Gary  D.  Forsee 

Trustees'  Circle 

Alcoa.  Inc..  Alain  JR  Belda 

Altria  Group.  Inc..  Louis  C.  Camilien 

Bristol-Myers  Squibb  Company. 

Peter  R.  Dolan 
IBM  Corporation.  Samuel  J.  Palmisano 
The  McGraw-Hill  Companies, 

Harold  McGraw  III 
Metropolitan  Life  Insurance  Company. 

Robert  H.  Benmosche 
United  Parcel  Service.  Michael  L.  Eskew 
Verizon  Communications.  Ivan  G.  Seidenberg 

Chairman's  Circle 

American  Express  Company. 

Kenneth  I  Chenault 
Bridge  Street  Capital  Management. 

Jeffrey  P  Reich 
Deloitte  Touche  Tohmatsu. 

James  E.  Copeland.Jr. 
Dorsar  Investment  Company. 

Stephen  L.  Feinberg 
Foote  Cone  &  Belding.  Brendan  Ryan 
The  JCPenney  Company,  Inc. .Allen  Questrom 
Johnson  &  Johnson. William  C.Weldon 
Merrill  Lynch  &  Co..  Inc.,  E.  Stanley  O'Neal 
Potomac  Electric  Power  Company. 

John  M.  Derrick.  Jr. 
Pfizer  Inc..  Henry  McKinnell.Jr 

Vice  Chairman's  Circle 

Charles  River  Ventures.  Richard  M.  Burnes,  Jr. 
Citigroup.  Inc..  Sanford  I. Weill 
DaimlerChrysler  Corporation, 

Jurgen  E  Schrempp 
Eastman  Kodak  Company.  Daniel  A.  Carp 
Gannett  Broadcasting,  Craig  A.  Dubow 
H.J  Heinz  Company.  William  R.Johnson 
Household  International. William  F.AIdinger 
Microsoft  Corporation.  Steve  Ballmer 


New  England  Patriots,  Jonathan  Kraft 
Northrop  Grumman  Corporation, 

Ronald  D.  Sugar 
Powers  Pyles  Sutter  &  Verville.  PC. 

Robert  J.  Saner  II.  Esq. 

President's  Circle 

ABC.  Inc.,  Alex  Wallau 

Allstate  Insurance  Company,  Edward  M.  Liddy 
Calpine  Corporation.  Peter  Cartwright 
Clarion  Management  Resources.  Carole  Rogin 
CNA,  Stephen  W.  Lilienthal 
GlaxoSmithKline.  PLC,  Jean-Pierre  Gamier 
Hartford  Life,  Inc. .Thomas  M.  Marra 
Hewlett-Packard  Company,  Carleton  S.  Fiorina 
Kemper  Insurance  Companies,  David  B.  Mathis 
Marriott  International,  Inc.J.W.  Marriott.  Jr. 
National  Structured  Settlements  Trade 

Association.  Steven  Boger 
Owl  Hollow  Enterprises.  Philip  E.  Beekman 
Pillsbury  Winthrop  LLP.  Donald  A.  Carr.  Esq. 
Prudential  Fmancial.Arthur  F.  Ryan 
Rockwell  Automation.  Don  H.  Davis.  Jr. 
SMS  Data  Products  Group.  Inc., 

Albert  F.  Rosecan 
Sony  Corporation  of  America, 

Sir  Howard  Stringer 
Sybase,  John  S.  Chen 
T  Rowe  Price.  George  A.  Roche 
ULLICO,  Inc.Terrence  O'Sullivan 
Vivendi  Universal.  Jean-Rene  Fourtou 
Wal-Mart  Stores.  Inc..  Lee  Scott,  Jr. 
Wilmer.  Cutler  &  Pickering 
Worthington  Industries.  Inc..  John  P.  McConnell 
Xerox  Corporation.  Anne  M.  Mulcahy 

Leadership  Circle 

Alex  Lee,  Inc.,  Boyd  L  George 
American  Airlines,  Gerard  J.Arpey 
Anheuser-Busch  Companies.  Inc., 

August  A.  Busch  III 
Bridgestone/Firestone.  Inc..  John  Lampe 
ChevronTexaco  Corporation,  David  J.  O'Reilly 
The  CIT  Group.  Inc..  Albert  R.  Gamper.Jr. 
Comcast  Corporation,  Ralph  J  Roberts 


Ernst  &  Young  LLP,  James  S.Turley 
Fisher  Scientific  International.  Inc., 

Paul  M  Montrone 
Ford  Motor  Company.  William  Clay  Ford.  Jr. 
General  Electric  Company.  Jeffrey  R.  Immelt 
The  Gillette  Company.  James  Kilts 
The  Goodyear  Tire  &  Rubber  Company. 

Samir  G.  Gibara 
Graybar  Electric  Company.  Inc.. 

Robert  A.  Reynolds 
Hasbro.  Inc.,  Alan  G.  Hassenfeld 
Hilton  Hotels  Corporation, 

Stephen  F.  Bollenbach 
Howrey.  Simon,  Arnold  &  White,  LLP, 

Robert  F.  Ruyak 
Huntsman  Corporation,  Jon  M.  Huntsman 
Illinois  Tool  Works.  Inc. .W.James  Farrell 
The  Jordan  Company.  John  W.  Jordan  III 
Keebler  Snacks  Division.  Paul  L.  Lustig 
KeySpan  Corporation,  Robert  B.  Catell 
Kmart  Corporation,  Julian  C.  Day 
Lockheed  Martin  Corporation, 

Vance  D.  Coffman 
Marsh  &  McLennan  Companies,  Inc., 

Jeffrey  W.  Greenberg 
The  May  Department  Stores  Company. 

Gene  Kahn 
McCormick  &  Schmick's.  Saed  Mohseni 
Michael  T.  Rose  Companies.  Michael  T.  Rose 
Motorola,  Inc..  Christopher  B.  Galvin 
Northeast  Utilities.  Michael  G.  Morris 
Olin  Corporation.  Joseph  D.  Rupp 
Panasonic/Matsushita  Electric  Corporation 

of  America.  Hideaki  Itawani 
Pitney  Bowes.  Inc..  Michael  J.  Critelli 
PPG  Industries.  Inc..  Raymond  W.  LeBoeuf 
Raytheon  Company,  Daniel  P.  Burnham 
Rockwell  Collins,  Clayton  M.Jones 
Sears.  Roebuck  and  Co..  Alan  J.  Lacy 
Slade  Gorton  &  Co.  Ltd..  Michael  Gorton 
State  Farm  Insurance  Companies. 

Edward  B.  Rust.Jr 
Steelcase  Inc..  James  P  Hackett 
The  Thomson  Corporation. 

Richard  J.  Harrington 
Towers  Perrin.  MarkV.  Mactas 
W.R.  Grace  &  Co..  Paul  J.  Norns 


N.O.D.  and  BusinessWeek  salute  the  members  of  the  CEO  Council  for  believing  in  the  idea  that  it's  ability,  not  disability, 
that  counts.  Please  send  questions,  comments  or  tax-deductible  contributions  to  the  National  Organization  on  Disability, 
910  16th  Street  NW,  Washington.  DC  20006,  or  call  us  at  (202)  293-5960.TDD  (202)  293-5968,  FAX  (202)  293-7999. 


NATIONAL  ORGANIZATION  ON 

©USABILITY 


N  O.D  is  a  SOIci  3)  organization  This  u  a  donated  public  service  id 


EARNINGS  PER  SHARE 

ESTIMATES  FROM  ANALYSTS 


MARKET 
VALUE 


COMPANY  STOCK  SYMBOL  (FY) 

Beazer  Homes  USA  BZH  (9) 

Black  &  Decker  BDK 

Blyth  BTH  (1) 

Centex  CTX  (3) 

Fortune  Brands  FO 

Furniture  Brands  International  FBN 

Harman  International  Industries  HAR  (6) 

Horton(D.R.)DHI  (9) 

Hovnanian  Enterprises  HOV  (10) 

KBHomeKBH(ll) 

La-Z-Boy  LZB  (4) 

Leggett  &  Piatt  LEG 

Lennar  LEN  (11) 

M.D.C.  Holdings  MDC 

Maytag  MYG 

Mohawk  Industries  MHK 

Newell  Rubbermaid  NWL 

NVR  NVR 

Pulte  Homes  PHM 

Ryland  Group  RYL 

Snap-on  SNA 

Standard  Pacific  SPF 

Stanley  Works  SWK 

Toll  Brothers  TOL  (10) 

WCI  Communities  WC I 

Whirlpool  WHR 

(B)  LEISURE  EQUIPMENT  &  PRODUCTS 
INDUSTRY  AVERAGE  4849.8 
Brunswick  BC  2728.5 
Eastman  Kodak  EK  6980.9 
Hasbro  HAS  3828.7 
Mattel  MAT  8846.9 
Polaris  Industries  PI  I  1864.0 

(C)  TEXTILES,  APPAREL  &  LUXURY  GOODS 


RECENT 
SHARE 
PRICE 


2003 

PRICE 

CHANGE 

% 


EARNINGS 
GROWTH 
1998-2002 

% 


RETURN 

ON 
EQUITY 


PRICE  AS 
%OF 
BOOK 
VALUE 


P-E 
RATIO 


PRICE- 
SALES 
RATIO 


PRICE- 
CASH 
FLOW 
RATIO 


P-E 

TO 

GROWTH 

RATE 


YIELD 
% 


2002 
ACTUAL 


2003 

ANALYST 

EST. 


2004 
CON- 
SENSUS 


LONG-TERM 

GROWTH 

RATE 

% 


p.i 


1420.3 

107 

76   . 

30.7 

17.4 

143 

8 

0.4 

7.6 

0.6 

0.37 

10.74 

12.78* 

14.47 

15.0 

3605.5 

46 

8 

NM 

39.2 

525 

14 

0.8 

8.9 

1.1 

1.81 

2.84 

3.93 

4.30 

11.0 

1375.1 

30 

12 

6.3 

15.0 

244 

17 

1.0 

11.9 

1.2 

1.00 

1.93 

2.12 

2.38 

12.0 

6563.2 

109 

118 

23.8 

23.8 

225 

10 

0.7 

8.0 

0.6 

0.15 

8.83 

11.36 

12.30 

15.0 

9965.8 

68 

47 

19.9 

22.0 

398 

19 

1.8 

14.1 

1.5 

1.76 

3.41 

3.75 

4.28 

12.0 

1467.5 

26 

10 

3.3 

10.7 

155 

15 

0.6 

9.7 

1.0 

1.90 

2.11 

1.68 

2.15 

15.0 

4476.7 

68 

129 

77.3 

16.8 

651 

40 

1.9 

NA 

2.0 

0.07 

0.85 

1.55* 

2.06 

22.0 

6793.6 

44 

152 

31.7 

20.6 

224 

11 

0.8 

10.2 

0.7 

0.64 

2.87 

4.10* 

4.60 

15.0 

2763.7 

92 

191 

39.5 

30.3 

379 

14 

0.9 

11.9 

0.7 

0.00 

4.30 

7.75 

9.00 

17.5 

2667.9 

69 

61 

33.1 

24.9 

187 

8 

0.5 

7.1 

0.7 

0.44 

7.15 

8.58 

9.14 

12.0 

1078.8 

20 

-16 

7.7 

11.8 

184 

16 

0.5 

10.8 

1.4 

1.98 

1.67 

1.19 

1.54 

12.0 

3904.0 

20 

-9 

-1.6 

9.6 

192 

20 

0.9 

10.8 

1.4 

2.75 

1.17 

0.98 

1.23 

14.5 

7713.9 

98 

90 

34.8 

23.2 

258 

11 

0.9 

10.3 

0.7 

1.02 

7.72 

8.95 

9.54 

15.0 

2029.3 

69 

99 

28.3 

21.5 

216 

10 

0.7 

8.5 

0.8 

0.72 

5.48 

6.87 

7.52 

12.5 

2076.9 

26 

-7 

-5.4 

84.8 

1772 

21 

0.4 

7.9 

1.2 

2.72 

2.44 

2.16 

2.35 

10. 0 

4787.8 

72 

27 

23.6 

13.3 

219 

17 

1.0 

12.1 

1.1 

0.00 

4.39 

4.51 

5.17 

15.0 

6275.5 

23 

-25 

-9.2 

11.2 

270 

24 

0.8 

11.8 

1.2 

3.67 

1.16 

1.60 

1.62 

11.5 

3477.8 

491 

50 

66.4 

65.7 

615 

12 

1.0 

9.2 

0.7 

0.00 

36.05 

45.84 

51.22 

15.0 

5928.4 

96 

100 

33.0 

17.2 

188 

11 

0.7 

NA 

0.8 

0.17 

7.20 

9.69 

11.15 

12.0 

2260.2 

92 

176 

48.4 

28.8 

292 

11 

0.7 

8.7 

0.8 

0.09 

6.64 

8.72 

9.64 

12.5 

1748.5 

30 

7 

NM 

10.2 

188 

19 

0.8 

11.6 

1.6 

3.33 

1.76 

1.58 

2.00 

12.0 

1628.0 

50 

102 

24.2 

19.7 

181 

9 

0.7 

9.0 

0.7 

0.64 

3.67 

5.75 

6.18 

13.0 

2651.3 

33 

-5 

8.6 

11.3 

328 

31 

1.0 

14.8 

1.5 

3.18 

2.10 

2.15 

2.52 

10.0 

3025.5 

41 

105 

27.5 

18.3 

235 

13 

1.2 

12.2 

0.8 

0.00 

2.91 

3.38 

4.03 

15.0 

879.2 

20 

98 

3.7a 

13.0 

126 

10 

0.7 

8.7 

0.7 

0.00 

2.41 

2.38 

2.59 

12.5 

4761.9 

68 

31 

-1.4 

27.0 

424 

16 

0.4 

6.4 

1.6 

1.99 

3.78 

5.84 

6.14 

7.5 

INDUSTRY  AVERAGE 
Brown  Shoe  BWS  (1) 
Jones  Apparel  Group  JNY 
Kellwood  KWD  (1) 
Liz  Claiborne  LIZ 
Nike  NKE  (5) 

Phillips-Van  Heusen  PVH  (1) 
Polo  Ralph  Lauren  RL  (3) 
Reebok  International  RBK 
Russell  RML 
Timberland  TBL 
VFVFC 


3659.3 
628.5 

4350.5 
1014.4 
3815.5 

17647.7 
533.9 

2946.5 
2377.1 
597.3 

1908.0 

4432.4 


37 
30 
24 
22 
20 
86 

37 
35 
35 
38 
35 
67 
18 
30 
40 
18 
54 
41 


HOTELS  RESTAURANTS  &  LEISURE 


INDUSTRY  GROUP  AVERAGE  7651.5  31 

Boyd  Gaming  BYD  1053.9  16 

Brinker  International  EAT  (6)  3148.2  33 

Carnival  CCL  (11)  28618.2  35 

CBRL  Group  CBRL  (7)  1974.8  41 

CKE  Restaurants  CKR(l)  403.1  7 

Darden  Restaurants  DRI  (5)  3414.3  21 

Harrah's  Entertainment  HET  5271.5  48 

Hilton  Hotels  HLT  6206.8  16 

International  Game  Technology  IGT  (9)  11931.7  35 

Jack  in  the  Box  JBX  (9)  751.1  21 

Mandalay  Resort  Group  MBG  (1)  2641.0  43 

Marriott  International  MAR  10597.5  46 

McDonald's  MCD  32527.0  26 

MGM  Mirage  MGG  5559.8  37 

Outback  Steakhouse  OSI  3348.1  45 

Park  Place  Entertainment  PPE  3167.3  10 

Royal  Caribbean  Cruises  RCL  5891.5  30 

Starbucks  SBUX  (9)  12665.1  32 

Starwood  Hotels  &  Resorts  Worldwide  HOT   6966.2  34 

Wendy's  International  WEN  4404.1  39 

YUM!  Brands  YUM  10140.1  34 


33 

51 

-30 

91 

6 

47 

33 
47 
-3 
47 
18 
51 
52 
36 
37 
10 
52 
14 


38 

16 
1 
41 
37 
63 
1 
21 
29 
83 
21 
40 
39 
59 
14 
30 
25 
81 
58 
45 
43 
42 


1.6       18.8       358       21 


-7.5 

-10.8 

-19.8 

6.1 

40.2 

29.6 

18.0 

14.3 

122.3 

14.1 

15.2 

23.7 

18.1 

51.5 

NM 

17.0 

1.5 

10.1 

13.0 
19.3 

5.4 
16.8 
-25.2 
18.9 
24.6 
-7.0 
24.8b 

0.2 
17.9 

NA 
-9.1 
31.4 

12.1 

5.0 

-1.1 
24.4 

3.6 
19.5 

7.8 


9.4  221 

12.3  239 

12.6  301 

21.8  379 


37.7 

14.6 
14.8 
13.5 
10.6 
17.5 
18.6 

2.6 
13.8 
14.6 

8.6 
26.4 
19.1 

13.5 

7.6 
14.8 

8.7 
13.4 

2.2 
18.3 
18.1 

6.3 
22.2 
15.7 
14.8 
11.6 

8.9 

7.2 
16.2 

3.5 

7.9 
12.9 

2.3 
13.6 
57.4 


651 

242 
183 
173 
160 
252 
418 
173 
232 
239 
120 
476 
239 

314 

247 
276 
211 
236 
207 
272 
308 
287 
707 
160 
297 
291 
279 
212 
328 
101 
137 
608 
160 
269 
1011 


24 
19 
24 
18 
18 

18 
13 
14 
15 
14 
23 
39 
17 
18 
14 
19 
13 


31 

33 
19 
20 
19 
100 
16 
17 
45 
32 
10 
21 
26 
31 
31 
21 
28 
18 
48 
70 
20 
18 


1.1 
0.7 
0.5 
1.3 
1.8 
1.2 

0.9 
0.3 
1.0 
0.4 
0.9 
1.6 
0.4 
1.2 
0.7 
0.5 
1.5 
0.9 

1.6 

0.8 
0.9 
4.8 
0.9 
0.3 
0.7 
1.2 
1.6 
5.6 
0.4 
1.1 
1.2 
2.0 
1.4 
1.3 
0.7 
1.6 
3.1 
1.6 
1.5 
1.2 


10.4 
10.3 

5.8 
12.0 
12.6 

11.4 

11.1 

8.1 
10.5 

NA 
10.4 
17.1 

9.4 
11.5 
13.1 

6.8 
14.8 

9.5 

12.7 

8.4 

9.5 

16.9 

11.3 

NA 

8.0 

8.4 

13.0 

27.2 

NA 

9.2 

17.9 

15.2 

*  9.3 

13.5 

5.6 

8.5 

25.0 

12.5 

11.6 

10.4 


1.7 
1.4 
2.3 
1.9 
1.3 
1.4 

1.2 

1.1 
1.2 
1.1 
1.2 
1.5 
1.2 
1.5 
1.1 
1.1 
1.4 
1.0 

1.7 

1.3 
1.3 
1.5 
1.3 
1.9 
1.0 
1.3 
2.9 
2.2 
1,0 
1.2 
1.6 
2.2 
1.7 
1.3 
2.2 
1.5 
2.4 
3.0 
1.5 
1.4 


1.53 
1.66 
2.05 
0.54 
1.98 
1.44 

1.02 

1.15 
0.93 

1.67 
0.64 

1.19 
0.85 
0.67 
0.75 
0.87 
0.00 
2.52 

0.92 

1.83 
0.00 

1.42 

1.07 
0.00 
0.39 

2.51 
0.49 

1.15 
0.00 

2.33 
0.65 

1.56 
0.00 

1.16 
0.00 

1.72 
0.00 
2.44 
0.62 
0.00 


1.94 

1.14 
2.72 
0.43 

1.03 
4.39 

2.14 
2.52 
2.46 
1.69 
2.16 
2.77 
1.08 
1.76 
2.04 
1.45 
2.36 
3.24 

1.40 

0.73 
1.52 
1.73 
1.64 
0.44 
1.31 
2.86 
0.53 
0.74 
2.07 
1.68 
1.74 
0.77 
1.83 
2.03 
0.51 
1.79 
0.54 
1.20 
1.89 
1.88 


2.18 

1.54 
2.14 
1.09 
1.26 
4.90 

2.44 
2.77 
2.47 
2.65 
2.55 
3.27 
0.96 
1.81 
2.40 
1.35 
3.10 
3.54 

1.47 

0.83 
1.70* 
1.60 
2.09* 
0.18 
1.38 
2.94 
0.38 
1.07* 
1.99* 
2.32 
1.87 
1.43 
1.49 
2.24 
0.49 
1.46 
0.67* 
0.76 
2.03 
2.03 


2.44 
1.97 
2.17 
1.25 
1.40 
5.42 
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3.16 
2.66 
3.41 
2.78 
3.72 
1.11 
2.40 
2.76 
1.48 
3.56 
3.85 
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1.12 
2.11 
1.98 
2.46 
0.41 
1.55 
3.07 
0.47 
1.28 
1.66 
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2.12 
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1.78 
2.51 
0.53 
1.97 
0.84 
0.92 
2.26 
2.23 
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EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 

Asbury  Automotive  Group  ABG 

AutoNation  AN 

AutoZone  AZO  (8) 

Barnes  &  Noble  BKS  (1) 

Bed  Bath  &  Beyond  BBBY  (2) 

Best  Buy  BBY  (2) 

Blockbuster  BBI 

Borders  Group  BGP  (1) 

Building  Materials  Holding  BMHC 

CarMax  KMX  (2) 

Charming  Shoppes  CHRS  (1) 

Circuit  City  Stores  CC  (2) 

CSKAutoCAO(l) 

Dick's  Sporting  Goods  DKS  (1) 

Electronics  Boutique  Holdings  ELBO  (1) 

Foot  Locker  FL  (1) 

GameStop  GME  (1) 

Gap  GPS  (1) 

Group  1  Automotive  GPI 

Hollywood  Entertainment  HLYW 

Home  Depot  HD  (1) 

Jo-Ann  Stores  JAS  (1) 

Limited  Brands  LTD  (1) 

Linens  'N  Things  LIN 

Lithia  Motors  LAD 

Lowe's  LOW  (1) 

Men's  Wearhouse  MW  (1) 

Michaels  Stores  MIK  (1) 

Office  Depot  ODP 

O'Reilly  Automotive  ORLY 

Payless  ShoeSource  PSS  (1) 

PC  Connection  PCCC 

Pep  Boys-Manny,  Moe  &  Jack  PBY  (1) 

Petco  Animal  Supplies  PETC  (1) 

Petsmart  PETM  (1) 

Pier  1  Imports  PIR  (2) 

RadioShack  RSH 

Regis  RGS  (6) 

Rent-A-CenterRCII 

Ross  Stores  ROST  (1) 

Sherwin-Williams  SHW 

Sonic  Automotive  SAH 

Staples  SPLS  (1) 

Stein  Mart  SMRT  (1) 

Talbots  TLB  (1) 

Tiffany  TIF  (1) 

TJX  TJX  (1) 

Toys 'R' Us  TOY  (1) 

Tractor  Supply  TSCO 

United  Auto  Group  UAG 

Williams-Sonoma  WSM  (1) 

ZaleZLC(7) 

CONSUMER  STAPLES 

SECTOR  AVERAGE 


MARKET 
VALUE 


RECENT 
SHARE 
PRICE 


2003 

PRICE 

CHANGE 

% 


EARNINGS 
GROWTH 
1998-2002 


RETURN 

ON 
EQUITY 


PRICE  AS 
%OF 
BOOK 
VALUE 


P-E 

RATIO 


PRICE- 
SALES 
RATIO 


PRICE- 
CASH 
FLOW 
RATIO 


P-E 

TO 

GROWTH 

RATE 


YIELD 
% 


2002 

ACTUAL 


ESTIMATES  FROM  ANALYSTS 

LONG-TERill 
2004     GROWTH 
CON- 
SENSUS 


2003 

ANALYST 
EST. 


17188.6        34 


FOOD  &  STAPLES  RETAILING 


30 


9.2 


27.5 


588 


23 


1.2 


12.1 


2.1 


1.53 


1.55 


1.79 


RATE 
% 


541.6 

17 

99  • 

NA 

10.1 

119 

12 

0.1 

8.1 

0.9 

0.00 

1.21 

1.55 

1.76 

12.5 

4826.7 

18 

40 

24.5 

12.8 

122 

10 

0.3 

8.4 

1.2 

0.00 

1.19 

1.32 

1.43 

11.0 

8485.8 

96 

35 

35.0 

138.5 

2270 

18 

1.6 

13.5 

1.2 

0.00 

4.00 

5.34* 

6.41 

15.0 

2232.8 

33 

84 

2.8 

12.1 

203 

18 

0.4 

7.7 

1.1 

0.00 

1.39 

2.05 

2.19 

15.0 

12507.8 

42 

22 

31.0 

20.4 

761 

38 

3.1 

30.4 

1.6 

0.00 

1.00 

1.26 

1.51 

20.5 

20064.9 

62 

157 

27.5 

22.9 

684 

30 

0.9 

NA 

1.7 

0.65 

1.91 

2.41 

2.79 

15.0 

3086.3 

17 

39 

NM 

5.5 

70 

13 

0.5 

6.3 

0.8 

0.47 

1.04 

1.47 

1.62 

15.0 

1737.1 

22 

40 

3.7 

10.4 

169 

17 

0.5 

8.4 

1.2 

1.42 

1.36 

1.49 

1.61 

12.5 

201.9 

15 

6 

4.3 

5.7 

76 

13 

"0.2 

5.6 

0.8 

1.58 

1.41 

1.49 

1.85 

12.0 

3412.3 

33 

84 

NM 

17.1 

536 

32 

0.8 

27.6 

1.4 

0.00 

0.91 

1.10 

1.31 

22.0 

705.1 

6 

49 

NM 

5.8 

119 

21 

0.3 

6.8 

2.1 

0.00 

0.39 

0.30 

0.37 

10.0 

2727.3 

13 

75 

-35.8 

-5.3 

126 

NM 

0.3 

42.3 

9.4 

0.54 

0.20 

0.12 

0.32 

12.0 

828.0 

18 

66 

-11.6 

11.4 

256 

22 

0.5 

12.2 

1.1 

0.00 

0.63 

1.07 

1.30 

15.0 

1214.2 

53 

174 

-19.7 

22.0 

583 

28 

0.9 

19.2 

1.5 

0.00 

1.87 

1.99 

2.40 

18.0 

598.7 

24 

54 

9.1a 

14.5 

228 

17 

0.4 

9.3 

0.9 

0.00 

1.42 

1.63 

1.95 

17.5 

3142.5 

22 

110 

84.2 

14.7 

249 

18 

0.7 

9.4 

1.2 

1.09 

1.10 

1.36 

1.58 

13.3 

894.4 

16 

65 

NA 

10.2 

165 

18 

0.6 

10.9 

0.9 

0.00 

0.87 

1.04 

1.20 

17.0 

19195.1 

22 

39 

-12.8 

21.0 

436 

22 

1.2 

11.8 

1.4 

0.41 

0.54 

1.06 

1.22 

15.0 

786.4 

35 

45 

25.0 

13.6 

155 

12 

0.2 

9.5 

0.7 

0.00 

2.80 

3.09 

3.31 

16.0 

830.1 

14 

-10 

NM 

63.2 

261 

4 

0.5 

1.7 

0.6 

0.00 

3.91 

1.43 

1.53 

16.5 

84401.0 

37 

53 

21.1 

18.1 

379 

21 

1.3 

16.7 

1.6 

0.76 

1.56 

1.82 

2.04 

13.0 

461.2 

20 

0 

34.7 

12.4 

146 

12 

0.3 

6.1 

1.0 

0.00 

1.94 

1.75 

2.05 

11.0 

9282.3 

18 

29 

-30.9 

14.1 

190 

14 

1.1 

NA 

1.3 

2.23 

0.95 

1.07 

1.18 

12.5 

1300.8 

29 

30 

13.6 

9.8 

185 

19 

0.6 

10.6 

1.2 

0.00 

1.60 

1.69 

1.71 

15.0 

455.6 

25 

58 

12.3 

9.4 

131 

14 

0.2 

10.7 

1.2 

1.13 

1.84 

1.85 

1.99 

11.0 

45823.8 

58 

55 

29.1 

18.1 

465 

26 

1.5 

18.2 

1.4 

0.21 

1.85 

2.33 

2.69 

18.0 

1213.3 

31 

79 

-4.1 

10.1 

238 

24 

0.9 

12.9 

1.5 

0.00 

1.04 

1.38 

1.64 

15.0 

3099.8 

46 

48 

31.2 

14.5 

283 

21 

1.0 

13.3 

0.9 

0.86 

2.09 

2.51 

2.88 

20.0 

4961.5 

16 

7 

12.8 

12.0 

186 

16 

0.4 

NA 

1.5 

0.00 

0.98 

1.03 

1.20 

10.0 

2362.2 

44 

72 

20.9 

12.7 

315 

25 

1.6 

17.4 

1.2 

0.00 

1.53 

1.84 

2.19 

20.0 

876.5 

13 

-25 

5.3 

3.6 

141 

39 

0.3 

7.1 

7.9 

0.00 

1.55 

0.18 

0.66 

9.0 

216.8 

9 

73 

-48.8a 

5.1 

139 

27 

0.2 

12.9 

2.2 

0.00 

0.13 

0.30 

0.36 

13.5 

1073.4 

21 

77 

80.5 

-1.5 

177 

NM 

0.5 

16.0 

2.7 

1.32 

0.82 

0.75 

1.06 

10.0 

1921.3 

33 

43 

NM 

197.2 

5996 

31 

1.2 

17.2 

1.4 

0.00 

0.24 

1.15 

1.45 

21.0 

3447.1 

24 

41 

34.8 

13.4 

432 

33 

1.2 

17.5 

1.3 

0.33 

0.63 

0.93 

1.14 

20.0 

2268.8 

26 

35 

14.1 

19.3 

357 

19 

1.3 

13.2 

1.2 

1.25 

1.36 

1.39 

1.60 

15.0 

5124.8 

31 

66 

52.1 

38  4 

705 

19 

1.1 

13.8 

1.7 

0.80 

1.45 

1.68 

1.83* 

11.0 

1786.9 

41 

58 

25.7 
60.0 

15.6 
23.0 

303 

20 

1.0 

11.1 

1.4 

0.29 

1.63 

1.92* 

2.23 

15.0 

2618.0 

32 

63 

343 

16 

1.2 

4.0 

0.9 

0.00 

1.90 

2.32 

2.66 

15.0 

4163.6 

55 

29 

16.1 

30.8 

603 

20 

1.1 

14.8 

1.3 

0.42 

2.52 

2.85 

3.26 

15.0 

4708.4 

32 

15 

7.0 

22.2 

329 

15 

0.9 

11.0 

1.5 

1.91 

2.04 

2.22 

2.43 

10.0 

918.7 

22 
27 

51 

37.4 

12.6 

134 

11 

0.1 

9.5 

0.6 

1.78 

2.51 

2.21 

2.68 

17.0 

13422.6 

48 

NM 

13.1 

396 

30 

1.0 

18.4 

1.4 

0.00 

0.94 

1.10 

1.30 

17.0 

373.5 

9 

47 

2.7 

-0.6 

176 

NM 

0.3 

15.2 

NM 

0.00 

0.50 

-0.04 

0.35 

15.0 

1855.9 

33 

19 

37.3 

18.5 

310 

17 

1.1 

10.5 

1.1 

1.22 

2.01 

1.90 

2.18 

15.0 

6593.1 

45 

90 

19.6 

14.4 

490 

35 

3.5 

23.1 

1.8 

0.44 

1.28 

1.40 

1.65 

18.0 

11452.1 

23 

16 

12.5 

40.3 

803 

20 

0.9 

14.3 

1.2 

0.62 

1.08 

1.24 

1.42 

15.0 

2507.7 

12 

17 

NM 

5.5 

62 

11 

0.2 

4.6 

1.3 

0.00 

1.09 

0.94 

1.18 

10.0 

1623.4 

44 

132 

26.1 

21.3 

586 

30 

1.2 

20.8 

1.8 

0.00 

0.99 

1.36 

1.65 

17.5 

1023.9 

25 

98 

NA 

8.4 

131 

15 

0.1 

NA 

0.8 

0.40 

1.49 

2.06 

2.35 

15.4 

4203.9 

36 

33 

20.6 

18.4 

574 

32 

1.6 

18.9 

1.5 

0.00 

1.04 

1.30 

1.54 

19.0 

1495.1 

54 

70 

NM 

-7.6 

264 

NM 

0.7 

122.7 

NM 

0.00 

2.95 

-1.26* 

3.86 

13.5 

2.03        10.4 


INDUSTRY  GROUP  AVERAGE 

Albertson's  ABS  (1) 

16188.0 

7809.8 

26 

21 

54 

-4 

8.5 

4.0 

11.8 

11.7 

288 

147 

23 

13 

0.4 

0.2 

11.0 

4.9 

2.1 

1.8 

0.81 

3.57 

0.95 

2.17 

1.12 

1.70 

1.26 

1.74 

11.8 

7.0 

BJ's  Wholesale  Club  BJ  (1) 

1764.7 

25 

39 

17.1 

13.0 

220 

17 

0.3 

NA 

1.8 

0.00 

2.05 

1.42 

1.57 

10.0 

Casey's  General  Stores  CASY  (4) 

870.5 

17 

43 

1.3 

10.1 

201 

20 

0.4 

9.5 

NA 

0.80 

0.80 

0.90 

1.02 

NA 

Costco  Wholesale  COST  (8) 

16386.9 

36 
37 

28 
50 

7.8 
16.9 

11.0 

250 

23 

0.4 

14.7 

2.1 

0.00 

1.48 

1.53* 

1.67 

11.0 

CVS  CVS 

14791.9 

13.4 

260 

20 

.0.6 

13.2 

1.6 

0.71 

1.75 

1.98 

2.17 

12.0 

Duane  Reade  DRD 

333.6 
292.7 

14 

-18 

3.3 

5.1 

98 

19 

0.2 

8.9 

2.0 

0.00 

1.28 

0.57 

0.74 

12.5 

Great  Atlantic  &  Pacific  Tea  GAP  (2) 

8 

-6 

NM 

-30.5 

63 

NM 

0.0 

2.2 

NM 

0.00 

-5.34 

-4.40 

-3.31 

NA 

Kroger  KR  (1) 

14031.8 
916.7 

19 
25 

22 

26.3 

28.2 

335 

12 

0.3 

6.0 

1.6 

0.00 
2.29 

1.56 

1.52 

1.62 

8.0 

Longs  Drug  Stores  LDG  (1) 

18 

-15.7 

3.2 

130 

40 

0.2 

8.6 

2.4 

0.82 

1.02 

1.09 

10.0 

Nash  Finch  NAFC 

242.9 

415.8 

20 
23 

160 
473 

NM 
3.7 

12.3 
11.6 

100 
323 

8 
28 

0.1 

3.4 

0.7 

1.79 

2.52 

2.45 

2.37 

11.6 

Pantry  PTRY  (9) 

0.2 

5.8 

1.4 

0.00 

0.10 

0.82* 

1.28 

20.0 

Pathmark  Stores  PTMK(l) 

218.3 

7 

43 

NA 

4.0 

60 

15 

0.1 

2.2 

4.8 

0.00 

0.46 

0.61 

0.62 

2.5 

Performance  Food  Group  PFGC 

1801.3 

39 

16 

23.3 

10.0 

228 

24 

0.3 

14.9 

1.3 

0.00 

1.42 

1.70 

1.97 

18.0 
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I vta  i  mtw  i  uu  i  luuh  ^lukldumku 

RECENT 
MARKET    SHAMf 
VALUE      PRICE 

2003     EARNINGS 
PRICE 

CHANfif   1998-2002 
%             % 

RETURN 

ON 
EQUITY 

%0F 
VALUE 

RATIO 

RATIO 

FLOW 
RATIO 

PE 
RATE 

YIELD 
% 

EARNINGS  PEI 

tt 

ANY  SJOCK  SYMBOL  (FY) 

2002 

ACTUAl 

2003 
ESI 

"  i3H 

2004      WJWTH 

RATE      1 
%       RANKING 

[;■■'.!', 

6 

151 

NM 

NM 

NM 

1 

IDK  (9) 

780.6 

1/ 

23 

2.9b 

12.1 

158 

13 

0.3 

57 

19 

2.37 

112 

129* 

;wy 

21 

-11 

60 

215 

36 

0.3 

83 

0.00 

120 

201 

2.05 

B* 

i 
ill 

- 

■n 

rt 

5E 

1829.3 

16 

119 

-13.2 

21.2 

545 

27 

02 

NA 

1.4 

0.00 

0.48 

0.77 

0.85 

15.0 

B- 

|SVU(2) 

3459.9 

26 

56 

4.8 

12.2 

164 

13 

0.2 
0.9 

6.2 
21.7 

1.6 

2.1 

2.25 
1.43 

1.91 

2.08 

235 

15.0 

B* 

Y(6) 

23418.4 

36 

22 

21.5 

34.6 

1007 

30 

1.01 

1.18* 

1.37 

A* 

tural  Foods  UN 

750.3 
37726.9 

38 
37 

51 
26 

9.1 
16.7 

11.8 
16.3 

386 

33 

0.5 

223 

1.9 
2.2 

0.00 

0.89 

1.02* 

1.46 

20.0 

B 

WAG  (8) 

524 

32 

1.2 

24.8 

0.47 

0.99 

1.14* 

1.30 

15.0 

A+ 

Stores  WMT  (1) 

243102.2 

56 

10 

16.3 

20.5 

576 

28 

1.0 

19.2 

1.9 

0.65 

1.81 

2.04 

2.32 

14.0 

A+ 

»ds  Market  WFMI  (9) 

3946.0 

66 

25 

23.4 

13.4 

508 

40 

1.3 

19.6 

2.1 

0.91 

1.40 

1.66* 

1.96 

18.6 

B 

e  Stores  WIN  (6) 

1278.9 

9 

-41 

NM 

20.1 

125 

6 

0.1 

3.4 

1.1 

2.21 

1.33 

1.70* 

0.55 

5.0 

B+ 

I 

)OD  BEVERAGE  &  TOBACCO 

iTRY  GROUP  AVERAGE 
VERAGES 

15914.3 

35 

17 

8.0 

24.4 

451 

23 

1.4 

11.6 

2.0 

2.06 

1.84 

2.11 

2.37 

9.3 

RY  AVERAGE 

29755.2 

43 

12 

15.9 

26.7 

543 

19 

2.0 

12.2 

1.7 

1.05 

2.15 

2.40 

2.62 

10.6 

er-Busch  BUD 

42220.9 

52 

7 

14.9 

78.7 

1619 

21 

3.0 

14.5 

1.7 

1.70 

2.20 

2.49 

2.78 
4.69 

12.0 
8.5 

A+ 

Forman  BF.8  (4) 

5563.5 

92 

40 

5.6 

26.6 

599 

24 

2.6 

18.4 

2.5 

1.85 

3.63 

4.31 

A 

kola  KG 

113989.4 

47 

6 

2.8 

32.2 

843 
232 

26 

5.5 

22.0 

2.4 

1.89 

1.60 

1.93 

2.08 

10.1 

B+ 

ol 
lla 

a  Enterprises  CCE 

9390.4 

21 

-5 

31.9 

15.4 

15 

0.5 

5.4 

1.4 

0.77 

1.07 

1.28 

1.40 

11.8 

B+ 

tion  Brands  STZ  (2) 

3625.3 
2005.3 

35 

46 

27.7 

10.0 

191 

17 

1.2 

13.4 

1.0 

0.00 

2.19 

2.49 

2.77 

14.0 

B+ 

Adolph)  RKY 

55 

-10 

24.3 

13.8 

175 

13 

0.5 

5.1 

1.3 

1.49 

4.42 

4.43 

4.77 

9.5 

A- 

lottling  Group  PBG 

6116.2 

23 

-10 

NM 

21.8 

326 

16 

0.6 

6.5 

1.5 

0.17 

1.46 

1.55 

1.65 

10.0 

NR 

mericas  PAS 

2264.1 

16 

17 

9.5 

8.4 

148 

18 

0.7 

7.5 

1.8 

0.25 

0.89 

1.01 

1.12 

8.5 

B- 

L)PEP 

)OD  PRODUCTS 

82622.0 

48 

14 

10.5 

33.6 

757 

23 

3.1 

17.1 

2.1 

1.33 

1.85 

2.09 

2.34 

11.0 

A 

TR 
D 

Y  AVERAGE 

8495.6 

30 

19 

4.6 

22.9 

428 

25 

1.1 

11.4 

2.2 

1.71 

1.54 

1.75 

2.01 

9.2 

iniels  Midland  ADM  (6) 

9240.8 

14 

15 

14.3 

6.8 

128 

19 

0.3 

8.0 

2.4 

1.68 

0.78 

0.70* 

0.93 

8.5 

B 

2841.4 

28 

18 

17.0 

18.5 

129 

7 

0.1 

4.8 

1.2 

1.47 

2.88 

2.47 

2.81 

9.5 

NR 

iellSoupCPB(7) 

10500.1 

26 

9 

-1.9 

104.9 

1707 

16 

1.5 

12.1 

2.4 

2.46 

1.28 

1.52* 

1.59 

7.0 

B+ 

fa  Foods  CAG  (5) 

13148.1 

25 

-2 

24.6 

17.6 

277 

16 

0.7 

NA 

1.9 

4.24 

1.58 

1.59 

1.71 

8.0 

A 

roducts  International  CPO 

1250.0 

35 

15 

10.8 

7.3 

133 

18 

0.6 

7.4 

1.9 

1.15 

1.77 

1.99 

2.34 

9.0 

NR 

oods 

5114.1 

33 
10 

33 

24 

20.7 

-4.4a 

13.7 
10.1 

206 

15 

0.6 

9.7 

1.6 

0.00 

1.77 

2.05 

2.32 

10.0 

B+ 

tnte  Foods  DLM  (4) 

2003.2 

197 

19 

0.7 

NA 

1.3 

0.00 

0.76 

0.90 

0.94 

8.0 

NR 

s  Foods  FLO 

1172.7 

26 

101 

NM 

5.2 

201 

40 

0.8 

13.1 

2.4 

1.53 

0.13 

1.10 

1.26 

10.0 
9.0 

NR 

Oel  Monte  Produce  FDP 

1505.6 

27 

41 

26.0 

25.4 

160 

6 

0.6 

5.0 

0.8 

1.69 

3.56, 

3.69 

3.78 

NR 

il  MillsGIS  (5) 

16788.7 

45 
36 

-4 

10 

9.4 
4.8 

22.0 
39.6 

381 

18 

1.6 

12.6 

1.5 

2.44 

2.43 

3.00 

3.30 

10.0 

B+ 

J(H.J.)HNZ(4) 

12702.4 

1059 

21 

1.5 

15.3 

2.0 

2.99 

1.57 

2.20 

2.41 

8.0 

B 

1 

:y 

Foods  HSY 

10101.0 

78 

15 
15 

5.6 
4.6 

36.6 

822 

23 
20 

2.4 

16.2 

2.2 

2.03 
1.68 

2.93 
1.35 

3.57 
1.33* 

3.93 
1.53 

10.0 

9.5 

A- 

I'l  Foods  HRl.  (10) 

3714.2 

27 

14.8 

296 

0.9 

13.6 

2.1 

A 

late  Bakeries  IBC  (5) 

705.7 

16 

3 

-23.0 

3.4 

209 

61 

0.2 

6.6 

2.2 

1.78 

0.61 

0.83 

1.18 

8.5 

B+ 

jgl 

14601.3 

36 

4 

9.5 

64.9 

1199 

19 

1.7 

12.7 

2.1 

2.82 

1.75 

1.91 

2.09 

8.8 

B+ 

n 

•"oods  KFT 

54763.1 

32 

-19 

15.0 

12.8 

197 

15 

1.8 

12.7 

2.0 

2.27 

1.96 

2.00 

2.03 

8.0 

NR 

14 

ns 

P 
ee 

ckMKC  (11) 

39828 

29 

24 

16.1 

26.3 

554 

22 

1.8 

NA 

2.0 

1.95 

1.26 

1.40 

1.56 

10.5 

A 

1 

PrW«  PPC  (9) 

RAH  (9) 

614.6 

IS 

82 

-3.7 

12.5 

138 
212 

11 
121 

0.2 

4.8 

1.2 

0.40 

035 

1.36* 

0.94 

9.4 

B 

i 

875.5 

30 

20 

-32.0 

1.8 

0.7 

19.0 

11.0 

0.00 

1.77 

0.25* 

2.14 

11.0 

B- 

* 

SLE(6) 

16240.8 

21 

-9 

5.7 

58.0 

829 

15 

0.9 

9.6 

1.8 

3.65 

123 

1.50* 

1.56 

7.5 

A- 

l  held  Foods  SFD  (4) 

2570.2 

23 

18 

-33.1 

4.5 

193 

43 

0.3 

NA 

1.7 

0.00 

0.24 

1.38 

2.03 

10.0 

B 

ker  (J.M.)  SJM  (4) 

2294.7 

46 

15 

11.5 

9.3 

196 

21 

1.6 

15.8 

2.1 

2.00 

2.02 

2.38 

2.58 

9.0 

8+ 

Foods  TSN  (9) 

4777.5 

14 

22 

-0.5 

8.5 

121 

14 

0.2 

6.0 

1.5 

1.17 

1.08 

0.96* 

1.09 

9.5 
11.0 

B 

0 

Wm.)  Jr.  WWY 

12386.7 

55 

0 

8.0 

25.9 

723 

28 

4.1 
1.6 

22.7 
10.3 

2.5 
1.5 

1.60 

1.78 

2.02 

2.23 
3.95 

A+ 

3ACCO 

3.59 

STRY  AVERAGE 

29283.9 

42 

20 

24.2 

38.9 

307 

10 

6.39 

2.94 

7.6 

Group  MO 

105573.1 

52 

28 

24.2 

38.9 

462 

12 

1.8 

10.3 

1.3 

5.23 

5.21 

4.60 

4.87 

9.0 

A+ 

ina  Group  CG 

921.9 

23 

14 

NA 

NM 

NM 

8 

0.3 

NA 

1.0 

7.88 

3.50 

2.86 

3.03 

8.0 

NR 

leynolds  Tobacco  Holdings  RJR 

4671.6 

55 

31 

NM 

NM 

151 

NM 

0.9 

NM 

2.1 

6.88 

4.64 

3.99 

4.85 

6.5 

NR 

l\ 

r 

5969.0 

36 

8 

NM 

NM 

NM 

NM 

3.6 

NA 

1.8 

5.56 

-161 

2.93 

3.06 

7.0 

A- 

HOUSEHOLD  &  PERSONAL  PRODUCTS 

J 

JSTRY  GROUP  AVERAGE 
HOUSEHOLD  PRODUCTS 

23658.3 

49 

23 

14.4 

69.7 

1650 

23 

2.2 

16.0 

2.0 

1.32 

1.92 

2.21 

2.58 

11.3 

H 

STRY  AVERAGE 

32661.0 

52 

17 

12.6 

55.7 

1115 

21 

2.2 

14.5 

2.0 

165 

2.21 

2.52 

2.94 

10.0 

~J 

i 

LX(6) 

9901.4 

47 

u' 

21.6 

42.0 

856 

21 

2.4 

14.5 

2.0 

2.30 

1.52 

2.33* 

2.51 

100 

A 

i 
| 

t 

ite  Palmohve  CL 

28205.1 

53 

0 

13.6 

163.1 

3271 

22 

2.9 

16.6 

1.9 

1.83 

219 

2.45 

2.71 

11.0 
10.0 
10.0 

A 

2489.1 

26 

27 

NA 

51.1 

987 

19 

19 

14.2 

1.9 

1.39 

1.22 

1.38 

1.53 

NR 

{inr  Holdings  ENR  (9) 

3203.0 

38 

36 

6.1 

225 

424 

20 

1.4 

12.8 

2.0 

0.00 

2.01 

193* 

2.78 

NR 

■erlyClark 

54 

14 

24  7 

11.6 

18 

324 

3.58 

9.0 
10.0 

B* 

&  Gambit  PG  (6) 

124797.0 

96 

12 

9.1 

30.8 

730 

25 

2.8 

17.4 

2.6 

1.89 

3.09 

3.69* 

4.53 

A 

Decei 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2003     EARNINGS 
PRICE      GROWTH 
CHANGE  1998-2002 
%             % 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSTS 

COMPANY  STOCK  SYMBOL  (FY) 

2003 

ANALYST 

EST. 

L0NG-TER>J 
2004      GROWTH 
CON-        RATE      1 
SENSUS        % 

(B)  PERSONAL  PRODUCTS 

INDUSTRY  AVERAGE 

12855.1 

45 

30 

16.2 

86.5 

2293 

25 

2.1 

17.7 

2.0 

0.93 

1.57 

1.84 

2.14        12.9 

Alberto-Culver  ACV  (9) 

3589.3 

61 
69 

21 

16.1 

15.3 

338 

23 

1.2 

17.9 

1.9 

0.69 

2.32 

2.70* 

3.04        12.0 

Avon  Products  AVP 

16200.8 

27 

21.7 

319.2 

8668 

28 

2.4 

22.5 

2.1 

1.23 

2.22 

2.68 

3.02        12.0 

Estee  Lauder  EL  (6) 

8678.6 

38 

44 

4.9 

20.3 

577 

29 

1.7 

17.3 

2.5 

0.79 

0.78 

1.26* 

1.51        12.0 

Gillette  G 

34114.5 
1692.1 

15652.0 

34 

11 

4.9 

61.7 

1551 

26 

3.7 

17.8 

2.3 

1.93 

1.14 

1.34 

1.48         11.0 

NBTY  NTY  (9) 

ENERGY 

SECTOR  AVERAGE 

25 
37 

44 
23 

33.3 
2.0 

15.8 
7.5 

329 
203 

21 
43 

1.4 
1.2 

13.2 
8.8 

1.2 
1.8 

0.00 
1.25 

1.41 
0.12 

1.19* 
2.83 

1.67         17.5 
2.57         13.1 

INDUSTRY  GROUP  AVERAGE            15652.0 
(A)  ENERGY  EQUIPMENT  &  SERVICES 

37 

23 

2.0 

7.5 

203 

43 

1.2 

8.8 

1.8 

1.25 

0.12 

2.83 

2.57 

13.1 

INDUSTRY  AVERAGE 

6265.9 

29 

0 

-3.0 

-0.6 

248 

66 

1.6 

14.3 

2.2 

0.41 

-0.41 

1.03 

1.44 

16.1 

Baker  Hughes  BHI 

9662.3 

29 

-10 

NM 

2.1 

289 

137 

1.9 

NA 

2.1 

1.59 

0.66 

0.93 

1.28 

15.0 

BJ  Services  BJS  (9) 

5047.0 

32 

-1 

NM 

11.9 

318 

27 

2.4 

16.4 

1.8 

0.00 

1.04 

1.17* 

1.60 

15.0 

Cooper  Cameron  CAM 

2343.6 

43 

-13 

-18.8 

4.6 

212 

48 

1.5 

17.6 

1.7 

0.00 

1.10 

1.61 

2.20 

15.9 

FMC  Technologies  FTI 

1408.7 

21 

4 

NA 

21.2 

388 

19 

0.6 

10.7 

1.1 

0.00 

0.96 

1.15 

1.27 

17.5 

Halliburton  HAL 

10227.3 

23 

25 

NM 

1.7 

286 

167 

0.7 

18.7 

1.9 

2.14 

-0.80 

0.83 

1.32 

15.0 

Nabors  Industries  NBR 

5438.7 

37 

5 

-9.0 

6.4 

227 

37 

3.1 

14.5 

1.7 

0.00 

0.81 

1.25 

1.98 

17.5 

National-Oilwell  NOI 

1636.4 

19 

-12 

-6.7 

7.4 

152 

20 

0.9 

14.5 

1.0 

0.00 

0.89 

1.02 

1.27 

18.5 

Pride  International  PDE 

2157.3 

16 

7 

NM 

0.9 

124 

177 

1.3 

8.4 

2.2 

0.00 

-0.06 

0.36 

0.72 

20.0 

Schlumberger  SLB 

27469.0 

47 

11 

NM 

-47.5 

483 

NM 

2.0 

NM 

2.1 

1.60 

-4.18 

1.48 

1.92 

15.0 

Smith  International  Sll 

3758.2 

38 

15 

27.1 

8.8 

317 

36 

1.1 

18.5 

2.5 

0.00 

0.93 

1.25 

1.70 

12.0 

Transocean  RIG 

6199.5 
1804.5 
4304.0 

19 

-16 

NM 

-38.6 

86 

NM 

2.5 

NM 

7.3 

0.00 

-7.42 

0.18 

0.56 

15.0 

Varco  International  VRC 

18 
33 

6 

-7.4 

8.4 

181 

22 

1.2 

12.1 

1.5 

0.00 

0.82 

0.93 

1.15 

13.5 

Weatherford  International  WFT 
(B)  OIL  &  GAS 

-18 

NM 

4.9 

165 

33 

1.8 

12.0 

1.3 

0.00 

-0.05 

1.28 

1.70 

19.0 

INDUSTRY  AVERAGE 

21198.3 

41 

37 

5.1 

12.3 

177 

32 

1.0 

6.1 

1.7 

1.74 

0.43 

3.89 

3.24 

11.3 

Amerada  Hess  AHC 

4257.4 

47 

-14 

NM 

0.6 

90 

169 

0.3 

3.8 

1.3 

2.53 

-2.48 

5.40 

3.48 

6.7 

Anadarko  Petroleum  APC 

11237.0 

45 

-6 

NA 

15.3 

139 

9 

2.3 

4.3 

0.9 

1.25 

3.21 

5.20 

4.02 

10.0 

Apache  APA 

11626.6 

72 

32 

NA 

16.0 

188 

12 

3.0 

5.8 

1.2 

0.67 

3.43 

7.18 

5.50 

8.0 

Ashland  ASH  (9) 

2702.3 

40 

39 

-5.7b 

4.2 

120 

29 

0.4 

9.1 

3.8 

2.77 

1.64 

1.37* 

3.64 

7.6 

Burlington  Resources  BR 

9971.6 

50 

18 

NM 

20.5 

199 

10 

2.4 

5.2 

1.9 

1.20 

2.25 

5.37 

3.52 

4.9 

ChevronTexaco  CVX 

80278.8 

75 

13 

-11.7 

18.7 

228 

12 

0.7 

6.7 

1.4 

3.89 

1.07 

6.85 

5.03, 

7.8 

ConocoPhillips  COP 

38610.1 

57 

17 

13.9 

12.6 

117 

9 

0.4 

4.9 

1.7 

3.03 

1.47 

6.52 

4.92 

5.0 

Devon  Energy  DVN 

11476.3 

49 

8 

NM 

12.4 

113 

8 

1.7 

4.1 

1.4 

0.41 

0.32 

6.87 

4.73 

5.0 

Exxon  Mobil  XOM 

239245.8 

36 

4 

8.7 

21.5 

286 

14 

1.2 

9.0 

1.9 

2.76 

1.61 

2.40 

2.07 

8.0 

Frontier  Oil  FTO 

452.6 

17 

0 

-50.6 

1.3 

275 

247 

0.2 

15.0 

0.2 

1.16 

0.04 

0.98 

1.94 

89.9 

Giant  Industries  Gl 

107.2 

12 

314 

NM 

6.9 

78 

11 

0.1 

2.3 

NA 

0.00 

-1.40 

1.73 

1.63 

NA 

Kerr-McGee  KMG 

4234.6 

42 

-5 

NA 

-5.3 

159 

NM 

1.0 

3.3 

2.2 

4.29 

-6.09 

3.86 

3.19 

5.0 

Marathon  Oil  MRO 

9183.7 

30 

39 

13.7 

17.6 

161 

9 

0.3 

4.2 

1.3 

3.38 

1.72 

3.37 

2.55 

7.0 

Murphy  Oil  MUR 

5504.9 

60 

40 

NM 

15.2 

290 

19 

1.1 

9.1 

3.1 

1.33 

1.06 

2.79 

2.91 

7.0 

Noble  Energy  NBL 

2241.7 

40 

6 

NM 

10.0 

207 

21 

1.9 

5.7 

1.1 

0.50 

0.31 

2.32 

1.42 

15.0 

Occidental  Petroleum  OXY 

14126.4 

37 

29 

36.5 

20.5 

188 

9 

1.6 

NA 

1.6 

2.84 

3.07 

4.06 

3.10 

5.7 

Premcor  PCO 

1723.2 

23 

5 

NM 

14.6 

150 

10 

0.2 

7.5 

2.0 

0.00 

-2.65 

2.54 

2.52 

4.5 

Sunoco  SUN 

3708.5 
819.3 

48 

45 

NM 

20.8 

229 

11 

0.2 

5.4 

0.9 

2.29 

-0.62 

4.51 

4.32 

11.7 

Tesoro  Petroleum  TSO 

13 

181 

NM 

5.8 

84 

15 

0.1 

4.0 

0.9 

0.00 

-1.93 

1.93 

1.63 

7.0 

Unocal  UCL 

8222.1 

32 

4 

36.1 

16.8 

218 

13 

1.3 

5.0 

2.4 

2.52 

1.34 

2.90 

1.87 

4.5 

Valero  Energy  VLO 

5161.8 

43 

17 

NM 

10.4 

96 

9 

0.1 

4.9 

1.4 

1.11 

0.83 

4.99 

5.16 

6.0 

Western  Gas  Resources  WGR 

1470.6 

44 

20 

NM 

14.5 

270 

19 

0.5 

9.0 

1.8 

0.45 

1.23 

2.43 

2.20 

10.0 

FINANCIALS 

SECTOR  AVERAGE 


10    BANKS 


INDUSTRY  GROUP  AVERAGE 

(A)  COMMERCIAL  BANKS 

INDUSTRY  AVERAGE 

AmSouth  Bancorporation  ASO 

Associated  Banc-Corp  ASBC 

Bank  of  America  BAC 

Bank  One  ONE 

Banknorth  Group  BNK 

BB&T  BBT 

BOK  Financial  BOKF 

Charter  One  Financial  CF 

City  National  CYN 

Colonial  BancGroup  CNB 

Comerica  CMA 


17080.2      683 


29 


6.5 


13.0 


209 


17 


2.1 


16895.6 


45       30        14.0        16.6       244        15       2.8 


12.1 


11.3 


1.5 


1.98       23.63      29.11 


31.99 


1.4        2.58 


11.0 


2.88       3.39      3.59       10.3 


E 
E 


16345.0 

43 

28 

12.0 

15.7 

244 

16 

2.9 

11.9 

1.5 

2.75 

2.60 

2.90 

3.15 

10.2 

8411.4 

24 

25 

8.6 

19.8 

267 

14 

2.9 

11.7 

1.6 

4.00 

1.68 

1.77 

1.88 

8.2 

A- 

3085.0 

42 

24 

5.7 

17.4 

237 

14 

3.1 

10.8 

1.5 

3.23 

2.79 

3.05 

3.24 

9.0 

A 

112348.2 

75 

8 

19.6 

21.2 

223 

11 

'2.3 

•    9.5 

1.1 

4.24 

5.91 

7.07 

7.10 

10.0 

48473.2 

43 

19 

1.7 

15.1 

216 

15 

2.3 

12.3 

1.4 

2.31 

2.80 

3.03 

3.37 

10.0 

A- 

5293.8 

33 

45 

20.0 

13.6 

214 

16 

3.4 

12.8 

1.5 

2.32 

1.99 

2.17 

2.37 

10.0 

A- 

21604.2 

39 
39 

6 
23 

13.8 

10.7 

211 

18 

3.5 

15.7 

1.4 

3.25 

2.70 

2.78 

3.00 

10.0 

A- 

2212.9 

14.9 

13.5 

186 

15 

2.5 

9.7 

1.3 

0.00 

2.41 

2.58 

2.80 

12.0 

B+ 

7407.8 

33 

16 

26.3 

19.1 

229 

12 

2.6 

NA 

1.0 

3.13 

2.45 

2.74 

2.89 

12.0 

A 

3094.0 

63 

44 

15.4 

15.8 

261 

17 

4.1 

14.9 

1.6 

1.77 

3.56 

3.90 

4.25 

10.0 

A- 

2079.1 

17 

40 

18.9 

13.2 

187 

14 

2.3 

NA 

1.6 

3.35 

1.17 

1.20 

1.26 

8.7 

A- 

9188.2 

52 

21 

-1.1 

13.9 

180 

13 

2.7 

NA 

1.8 

3.82 

3.40 

3.74 

3.90 

8.0 

A 

If  you've  invested 

$25,000  or  more 

in  a  mutual  fund  and  paid  an 
upfront  sales  charge,  you  could  be 
entitled  to  a  breakpoint  refund. 

Mutual  funds  have  different  ways  of  charging  investors.  Some  funds  charge  an 
upfront  sales  fee  or  front-end  load.  Discounts  on  these  charges  are  regularly  offered 
for  larger  mutual  fund  investments  -  usually  starting  at  $50,000,  but  sometimes  as 
low  as  $25,000.  An  NASD  investigation  has  determined  that  many  investors  have 
not  received  the  discounts  owed  to  them. 

Are  you  one  of  these  investors?  Ask  yourself: 

/  Have  I  purchased  a  mutual  fund  with  a  front-end  sales  load? 

/  Have  I  purchased  additional  funds  in  the  same  fund  family? 

/  Have  close  family  members  purchased  shares  of  this  fund  or  fund  family? 

/  Is  the  total  of  my  purchases  and  my  family's  purchases  together  greater  than  $25,000? 

If  a  discount  owed  to  you  was  never  paid,  NASD  requires  your  brokerage  firm 
to  refund  the  money.  Contact  your  financial  advisor  if  you  think  you  may  be 
entitled  to  a  breakpoint  refund.  Or  visit  nasd.com  for  more  information. 


NASD's  mission  is  clear:  To  protect  investors  and  biing 
integrity  to  the  markets  We're  the  world's  leading  private 
seitoi  provider  or  financial  regulatory  services  and  every 
secunties  firm  doing  business  with  the  American  public  is 
a  member  of  NA->D  We  believe  mat  investor  education  is 
often  the  best  investor  protection  For  more  information 
about  inventing  and  the  marketplace  you  (^n  read  ogi 
Investor  Aleils  online  at  nasd  vom 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2003     EARNINGS 
PRICE     GROWTH 
CHANGE  1998-2002 
%  .          % 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSTS 
LONG-TER! 
2003        2004     GROWTH 
ANALYST     CON-         RATE 
EST.      SENSUS        % 

Commerce  Bancorp  CBH 

39029 

52 

20 

303 

14.4 

316 

21 

3.3 

NA 

1.1 

1.28 

2.04 

2.59 

3.03 

18.5 

Commerce  Bancshares  CBSH 

3278.2 

48 

28 

9.7 

14.2 

227 

17 

3.6 

13.4 

1.6 

1.88 

2.75 

2.91 

3.10 

10.5 

Compass  Bancshares  CBSS 

4866.0 

39 

25 

12.2 

17.5 

254 

15 

2.7 

10.9 

1.5 

2.86 

2.42 

2.67 

2.89 

10.0 

Fifth  Third  Bancorp  FITB 

33151.4 

58 

-1 

18.3 

20.2 

388 

20 

5.1 

NA 

1.6 

2.00 

2.76 

3.03 

3.42 

12.0 

First  BanCorp.  FBP 

1516.4 

38 

68 

14.9 

9.3 

301 

16 

2.5 

10.7 

1.1 

1.16 

2.01 

2.53 

2.73 

14.0 

First  Tennessee  National  FTN 

5592.0 

45 

24 

13.8 

24.8 

302 

13 

1.8 

6.5 

1.2 

3.59 

2.89 

3.62 

3.77 

10.0 

FleetBoston  Financial  FBF 

42735.6 

41 

67 

-13.0 

11.9 

247 

20 

3.0 

16.0 

1.9 

3.45 

1.44 

2.41 

2.75 

9.0 

HiberniaHIB 

3546.8 

23 

19 

9.4 

14.6 

205 

14 

"2.7 

12.5 

1.5 

3.15 

1.56 

1.66 

1.89 

9.0 

Huntington  Bancshares  HBAN 

5032.9 

22 

18 

5.5 

16.4 

225 

14 

1.1 

4.1 

1.8 

3.18 

1.36 

1.51 

1.65 

8.0 

KeyCorp  KEY 

11651.4 

28 

11 

0.4 

13.1 

167 

13 

2.0 
4.1 

NA 
16.0 

1.9 
1.8 

4.39 
1.28 

2.27 
5.07 

2.10 
5.32 

2.28 

7.0 

M&T  Bank  MTB 

11239.3 

94 

18 

17.8 

9.6 

202 

19 

6.07 

10.0 

Marshall  &  llsley  Ml 

8387.0 

37 

36 

12.7 

15.8 

251 

16 

3.0 

NA 

1.6 

1.94 

2.16 

2.38 

2.60 

9.8 

Mercantile  Bankshares  MRBK 

3537.5 

44 

15 

7.5 

10.7 

194 

16 

4.7 

16.8 

2.0 

2.97 

2.72 

2.79 

3.00 

8.0 

National  City  NCC 

20436.5 

34 

23 

12.3 

20.5 

224 

11 

2.2 

7.6 

1.6 

3.82 

2.59 

3.08 

2.91 

7.0 

National  Commerce  Financial  NCF 

5730.5 

28 

17 

18.7 

11.2 

210 

19 

3.8 

NA 

1.7 

2.86 

1.55 

1.62 

1.84 

10.0  , 

North  Fork  Bancorporation  NFB 

6048.8 

40 

18 

20.2 

27.9 

420 

15 

4.7 

14.4 

1.6 

2.70 

2.58 

2.56 

2.80 

10.0 

PNC  Financial  Services  Group  PNC 

15057.7 

54 

30 

4.6 

15.1 

227 

15 

2.5 

NA 

1.4 

3.68 

4.20 

3.87 

4.16 

10.0 

Popular  BPOP 

6280.4 

47 

40 

12.1 

15.9 

245 

14 

2.4 

11.9 

1.1 

2.28 

2.61 

3.51 

3.59 

12.0 

Provident  Financial  Group  PFGI 

1512.0 

31 

19 

-5.9 

10.3 

171 

17 

1.0 

NA 

1.8 

3.10 

1.88 

2.16 

2.45 

8.0 

Regions  Financial  RF 

8248.0 

37 

11 

9.5 

14.7 

188 

13 

2.2 

11.6 

1.6 

3.45 

2.72 

2.90 

3.07 

8.0 

Sky  Financial  Group  SKYF 

2264.4 

25 

26 

25.8 

16.0 

243 

15 

2.7 

NA 

1.6 

3.35 

1.52 

1.76 

1.93 

9.0 

SouthTrust  SOTR 

10739.4 

32 

30 

-4.7 

15.8 

245 

16 

3.4 

13.9 

1.4 

2.61 

1.85 

2.06 

2.26 

11.0 

SunTrust  Banks  STI 

19994.2 

71 

25 

11.2 

14.4 

216 

15 

2.8 

NA 

1.7 

2.53 

4.66 

4.71 

5.04 

9.0 

Synovus  Financial  SNV 

8639.3 

29 

48 

14.3 

18.0 

397 

22 

3.6 

NA 

1.8 

2.30 

1.21 

1.29 

1.44 

12.3 

TCF  Financial  TCB 

3758.1 

53 

21 

15.7 

23.2 

403 

18 

3.3 

11.7 

1.6 

2.46 

3.15 

3.08 

3.82 

10.7 

U.S.  Bancorp  USB 

53408.2 

28 

31 

11.6 

19.0 

275 

15 

3.4 

NA 

1.4 

2.96 

1.73 

2.00 

2.21 

10.0 

Union  Planters  UPC 

6662.2 

35 

23 

25.0 

16.9 

210 

13 

2.6 

NA 

1.9 

3.87 

2.59 

2.66 

2.72 

7.0 

UnionBanCal  UB 

8265.2 

57 

45 

6.4 

15.8 

225 

15 

3.2 

NA 

1.5 

2.18 

3.38 

3.85 

4.33 

10.0 

Wachovia  WB 

60756.0 

46 

26 

-3.2 

12.3 

185 

15 

2.5 

11.0 

1.4 

3.06 

2.60 

3.35 

3.69 

10.0 

Wells  Fargo  WFC 

96146.2 

57 

22 

27.2 

18.7 

298 

16 

3.2 

9.0 

1.3 

3.14 

3.32 

3.66 

4.10 

12.0 

Westcorp  WES 

1700.3 

37 

78 

NA 

12.1 

198 

15 

1.3 

NA 

0.9 

1.39 

2.05 

2.77 

3.34 

15.0 

Zions  Bancorporation  ZION 

5554.5 

62 

57 

18.2 

13.2 

223 

17 

2.9 

13.2 

1.3 

1.94 

3.44 

4.11 

4.52 

12.0 

(B)  THRIFTS  &  MORTGAGE  FINANCE 

INDUSTRY  AVERAGE 

19854.6 

59 

41 

24.8 

21.1 

245 

12 

2.4 

9.5 

1.0 

1.65 

4.37 

6.05 

5.93 

11.4 

Astoria  Financial  AF 

2797.6 

37 

38 

66.2 

13.8 

190 

14 

2.3 

12.6 

1.6 

2.35 

2.85 

2.39 

3.12 

10.0 

Countrywide  Financial  CFC 

14463.1 

106 

104 

18.2 

27.5 

193 

7 

1.0 

3.4 

0.5 

0.76 

6.49 

17.43 

13.75* 

12.0 

Fannie  Mae  FNM 

67970.0 

70 

9 

8.8 

36.2 

507 

11 

1.3 

10.5 

0.7 

2.57 

4.53 

7.28 

8.02 

13.0 

Golden  West  Financial  GDW 

15335.9 

101 

41 

24.3 

18.9 

272 

15 

4.0 

13.9 

1.2 

0.40 

6.12 

7.08 

7.63 

12.0 

GreenPoint  Financial  GPT 

4567.0 

34 

13 

31.3 

26.4 

248 

9 

2.6 

8.8 

1.1 

2.83 

3.69 

3.72 

3.72 

8.0 

MGIC  Investment  MTG 

5215.9 

53 

28 

15.3 

14.3 

141 

10 

3.0 

9.5 

0.9 

0.28 

6.04 

4.68 

4.82 

13.0 

Sovereign  Bancorp  SOV 

6623.7 

23 

61 

10.7 

12.1 

209 

17 

2.7 

12.1 

1.4 

0.44 

1.23 

1.45 

1.62 

11.0 

Washington  Mutual  WM 

41863.7 

46 

33 

24.0 

19.6 

205 

11 

2.2 

5.2 

0.9 

3.58 

4.05 

4.43 

4.75 

12.0 

11     DIVERSIFIED  FINANCIALS 


INDUSTRY  GROUP  AVERAGE 

(A)  CAPITAL  MARKETS 
INDUSTRY  AVERAGE 
Bank  of  New  York  BK 
Bear  Stearns  BSC  (11) 
E  "Trade  Financial  ET 
Edwards  (A.G.)  AGE  (2) 
Franklin  Resources  BEN  (9) 
Goldman  Sachs  Group  GS  (11) 
Janus  Capital  Group  JNS 
JPMorgan  Chase  JPM 
Legg  Mason  LM  (3) 
Lehman  Brothers  Holdings  LEH  (11) 
Mellon  Financial  MEL 
Merrill  Lynch  MER 
Morgan  Stanley  MWD  (11) 
Northern  Trust  NTRS 
Raymond  James  Financial  RJF  (9) 
Schwab  (Charles)  SCH 

State  Street  STT 

(B)  CONSUMER  FINANCE 
INDUSTRY  AVERAGE 
American  Express  AXP 
Capital  One  Financial  COF 
MBNA  KRB 
Metris  MXT 


28547.4       41        38 


1.7        12.6       254       23       2.3 


14.2 


1.5 


1.38 


21395.1 

46 

36 

-1.7 

11.9 

250 

23 

2.5 

15.7 

1.5 

1.28 

2.13 

2.86 

2.99 

12.1 

23726.4 

31 

28 

-5.8 

11.6 

289 

24 

3.9 

17.7 

1.6 

2.48 

1.24 

1.68 

1.94 

11.4 

7098.6 

72 

22 

13.8 

14.9 

114 

9 

1.0 

5.9 

0.8 

1.10 

6.47 

8.14 

6.69 

10.5 

3946.0 

11 

123 

NM 

7.4 

231 

31 

2.0 

NA 

1.4 

0.00 

0.30 

0.58 

0.69 

13.0 

2897.5 

37 

11 

-16.7 

7.1 

174 

25 

1.3 

NA 

1.7 

1.74 

1.46 

1.75 

1.94 

12.5 

11762.9 

48 

40 

4.0 

11.7 

273 

24 

4.5 

22,3 

2.0 

0.63 

1.65 

1.97* 

2.56 

12.0 

45473.3 

96 

41 

-9.1a 

12.4 

222 

19 

2.0 

13.9 

1.4 

1.04 

4.03 

5.45 

5.62 

13.0 

3331.4 

14 

6 

-13.5 

10.7 

189 

17 

3.4 

12.9 

1.6 

0.29 

0.38 

0.87 

0.97 

10.0 

72186.6 

35 

48 

-23.5 

9.8 

164 

16 

1.6 

8.8 

1.1 

3.84 

0.80 

3.09 

3.12 

10.0 

5442.0 

80 

64 

16.5 

15.4 

390 

26 

3.2 

NA 

1.6 

0.75 

2.78 

3.81 

4.50 

13.5 

17273.6 

72 

36 

8.3 

13.2 

187 

14 

1.0 

10.2 

1.0 

0.66 

3.47 

6.20 

5.67 

12.0 

12390.7 

29 

10 

7.4 

18.0 

339 

19 

2.7 

15.2 

1.5 

2.22 

1.52 

1.64 

1.86 

12.0 

53645.8 

57 

50 

14.2 

12.5 

209 

17 

1.9 

13.8 

1.3 

1.13 

2.63 

3.74 

3.98 

12.0 

60150.6 

55 

38 

-1.2 

14.8 

254 

17 

1.8 

NA 

1.3 

1.66 

2.69 

3.39 

3.66 

13.0 

9891.7 

45 

28 

6.3 

12.9 

330 

26 

3.8 

20.6 

2.0 

1.69 

1.97 

1.91 

2.29 

12.0 

1787.9 

37 

25 

-0.1 

9.3 

193 

21 

'1.2 

•  18.8 

1.8 

0.97 

1.60 

1.76* 

2.18 

11.5 

15720.9 

12 

7 

-31.6 

5.7 

365 

68 

3.7 

29.1 

2.1 

0.48 

0.07 

0.36 

0.47 

15.0 

16989.9 

51 

31 

3.8 

14.3 

324 

22 

3.4 

NA 

1.9 

1.10 

3.10 

2.27 

2.69 

12.0 

20670.1 

30 

54 

17.6 

16.1 

301 

17 

2.1 

11.7 

1.3 

0.75 

1.37 

1.27 

2.09 

12.5 

58737.3 

46 

29 

6.5 

19.6 

396 

20 

2.3 

NA 

1.6 

0.88 

2.01 

2.30 

2.61 

12.5 

13685.6 

60 

101 

30.7 

20.0 

243 

12 

1.4 

8.3 

0.8 

0.18 

3.93 

4.76 

5.40 

15.5 

31328.5 

25 

29 

19.1 

20.9 

303 

15 

2.8 

NA 

1.0 

1.63 

1.34 

1.79 

2.02 

13.3 

257.8 

4 

81 

NM 

-24.4 

45 

NM 

0.3 

NA 

NM 

0.00 

-1.20 

-3.70 

-0.51 

7.0 

1.90       2.44      2.75       12.1 


VESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


MARKET 
vNY   .IOCKSVM80LIFY)  VALUE 

I  i  Financial  PVN  3279  1 

I  H  16732.1 

ERSIFIED  FINANCIAL  SERVICES 

IY  AVERAGE  84831.7 

iC  242612.5 

K!  1194.7 

Financial  Group  PFG  10687.9 


RECENT 
SHARE 
PRICE 


37 

35 
47 
24 
33 


2003     EARNII 
PRICE      GROWTH  RETURN 
CHANGE  1998  2002     ON 


ISURANCE 


fRY  GROUP  AVERAGE 


Financial  AFC 

ALL 
Financial  Group  AFG 
International  Group  AIG 

Group  AMH 

(W.R.)  BER 

t  Hathaway  BRK.A 
B 

•ti  Financial  CINF 

iancial  CNA 

ree  Group  CGI 

Re  Group  RE 

National  Financial  FNF 

nerican  FAF 

er  (Arthur  J.)  AJG 

i  Financial  Services  Group  HIG 

in-Pilot  JP 

incock  Financial  Services  JHF 

nerica  Financial  Group  LFG 

National  LNC 

MKL 

&  McLennan  MMC 

NBI 

;y  General  MCY 

.SMET 

Group  MNY 

ride  Financial  Services  (VlFS 

;y  Re  Holdings  ORH 
llty  OCAS 

jublic  International  ORI 
tePRE 

IxPNX 

*siv*PGR 

tive  Life  PL 

MM  Financial  PRU 

irance  Group  of  America  RGA 
JSAFC 
et  ive  Insurance  Group  SIGI 
I  USPC 

t  orp  Financial  Group  SFG 
t  rt  Information  Services  STC 

I     link 

I  UlMltic  Holdings  TRH 
I  [ers  Property  Casualty  T  AP.B 
%  I 

VjiProvidentUNM 
XL 


12220.9    1719 

10150.6        36 
18431.7 

1449.6 
28387.1 

1708.8 
151130.5 

1408.2 
6880.6 

2843.2 

128639.9  83750 

12281.8       65 

6512.0 

5230.4 

1278.8 

4528.7 

5233.2 

2304.2 

2820.1 
15549.5 

6845.4 

10631.8 

957.1 

6977.9 

2532.9 
23643.9 

8373.5 

2588.8 
24849.7 

1487.7 

4951.5 

1488.0 

1038.4 

4479.2 

2988.7 

1061.3 

16877.4 

2260.4 
21226.5 

1854.2 
5184.1 
885.7 

8464.6 

1825.4 
691.6 

4989.7 

4065.3 

156733 
639.6 

4420.2 

10321.8 


36 
27 
40 
25 
58 
36 
22 
34 


41 
23 
40 
82 
35 
30 
31 
55 
49 
37 
51 
39 
257 
44 
58 
48 
33 
32 
33 
23 
17 
37 
56 
U 
78 
33 
39 
37 
37 
33 
37 
63 
39 
44 
78 
16 
14 
15 
75 


'REAL  ESTATE 


fJJSTRY  GROUP  AVERAGE 

«  1  Residential  EQR 

<  r  Lodging  Trust  FCH 
■"I  Creek  Timber  \ 
En  Property  Group  SPG 


5638.8  29 

8079.8  29 

624.5  11 
4873  3 

8977.6  47 


% 


17 

34 

6 

10 

24 

24 
19 
171 

9 

6 

0 
27 
16 
29 
15 
25 

8 
-9 

7 
49 
35 
33 

7 
21 
27 
32 
45 
24 
25 
-4 
33 
27 
21 
32 
14 
29 
32 
32 

8 
48 
57 
19 
23 
37 

8 
30 

9 
28 
81 
21 
16 

6 
-11 
-15 
-3 

16 

19 
-8 

39 


%        EQUITY 


%0F 
BOOK 
VALUE 


RATIO 


RATIO 


RATIO 


14.1 

-2.7 

235 

-29.0 

NA 

0.4 

-52.1 

15.0 

NM 

-15.0 

-2.8 

1.9 

-7.0 

-6.0 

29.9 

5.4 

-25.6 

0.3 

-1.9 

-20.7 

8.8 

15.6 

-0.6 

15.8 

-2.1 

3.9 

48.7a 

7.2 

-33.4 

-7.4 

12.7 

8.3 

-21.6 

NA 

NM 

NA 

10.5 

NM 

8.5 

-7.7 

NM 

98 

8.2 

NA 

5.4 

-0.8 

-2.9 

8.4 

29.6a 

12.1 

14.9 

-9.2 

-36.8 

15.4 

-10.2 

-16.0 

4.2 

1.2 

NA 


54.2        675 


12        4.5 


9.7 
16.2 
2.4 

10.5 

10.7 

9.3 

13.6 

4.0 

12.4 

7.7 

9.5 

9.0 

14.0 

20.1 

9.7 

9.4 

5.2 

-19.6 

12.7 

11.9 

22.7 

24.8 

22.9 

-2.5 

11.6 

10.2 

22.6 

6.8 

8.1 

27.0 

12.4 

12.6 

7.6 

1.8 

8.0 

17.5 

6.8 

12.3 

17.0 

-2.3 

22.9 

9.2 

2.8 

10.7 

4.7 

7.7 

13.9 

11.1 

24.3 

13.3 

9.3 

3.6 

11.1 

1.1 

12.2 


182 
258 

146 
143 

149 

122 

276 

66 

147 

93 

222 

100 

156 

180 

179 

145 

113 

70 

149 

150 

142 

130 

478 

137 

180 

131 

92 

125 

195 

432 

138 

214 

119 

73 

101 

112 

91 

125 

121 

53 

368 

115 

99 

128 

105 

124 

137 

139 

114 

157 

178 

137 

110 

56 

139 


30 

16 
61 
14 

16 

13 
21 
17 
12 
12 

23 
11 
11 
9 
19 
15 
22 

NM 
12 
12 
6 
6 
21 

NM 
16 
13 
4 
18 
24 
17 
11 
17 
15 
42 
13 
6 
13 
10 
7 

NM 
16 
13 
33 
12 
22 
16 
10 
13 
5 
12 
19 
38 
10 
65 
12 


1.6 
2.6 
1.0 
1.2 

1.1 

11 
1.6 

0.4 
0.9 
0.5 
2.2 
0.9 
0.7 
0.8 
2.3 
1.1 
2.1 
0.5 
0.8 
1.2 
0.7 
0.4 
2.3 
0.9 
1.9 
1.1 
0.3 
1.5 
1.2 
2.1 
5.9 
1.2 
0.7 
0.7 
1.3 
0.7 
0.6 
1.4 
0.8 
0.4 
1.5 
1.2 
0.8 
0.7 
0.7 
0.7 
1.0 
0.9 
0.3 
1.7 
1.3 
1.0 
0.4 
0.4 
1.4 


11.6 

89 
14  1 
3.6 

NA 

11.9 

12.6 
NA 

12.2 
NA 
5.7 

18.2 
NA 
NA 
8.5 
NA 

13.7 

19.8 
NM 
NA 

12.6 
NA 
4.2 

16.3 
NA 
NA 

12.0 
3.8 

12.6 

22.6 

12.7 
NA 

15.5 
NA 
NA 
NA 
6.4 

10.6 
NA 
6.6 
NA 

14.9 
11.7 
NA 
NA 

16.8 

13.8 
8.6 
9.4 
4.0 
NA 
19.1 
NA 
7.9 
NA 

10.9 


GROWTH 

RAT 

16 
1.3 


1.3 
1.2 

1.8 

1.1 

1.4 

06 

1.3 

3.4 

1.1 

0.9 

1.1 

1.2 

1.0 

0.8 

NA 

1.1 

1.9 

NM 

NA 

0.6 

0.5 

0.5 

1.3 

NM 

1.4 

1.2 

0.8 

1.0 

1.8 

1.1 

1.0 

1.3 

1.0 

15.0 

1.0 

1.1 

2.1 

1.0 

0.7 

1.9 

1.1 

1.2 

1.2 

1.1 

1.6 

1.3 

1.0 

1.1 

0.7 

1.1 

0.9 

0.8 

NA 

0.9 

0.9 


YIELD 

1.83 

3.20 
2.98 
5.27 
1.36 

1.51 

2.03 
0.89 
0.00 
2.28 
2.04 
0.45 
1.11 
2.73 
0.82 
0.00 
2.20 
2.46 
0.00 
3.20 
0.44 
2.04 
2.03 
2.30 
2.04 
2.72 
0.95 
0.78 
3.57 
0.00 
2.79 
1.38 
2.77 
0.70 
1.43 
1.59 
0.55 
0.00 
1.83 
2.15 
1.42 
0.13 
1.95 
1.28 
0.65 
1.98 
2.08 
3.13 
1.12 
1.19 
100 
057 
205 
0.00 
2.01 
2.55 


2002 

ACTUAL 


1.64 

1.65 
259 
0.59 

1.77 

57.98 

0.19 
1.55 

-5.72 
2.06 
1.81 
2.10 
1.56 
1.64 
2.21 
2795.00 
1.29 
1.46 
1.10 
1.08 
4.52 
4.30 
2.92 
1.41 
3.97 
3.04 
1.70 
8.04 
0.49 
7.65 
2.45 
3.98 1 
1.21 
1.58 

-0.44 
1.06 
2.63 

-0.01 
3.23 
3.28 

-1.18 
2.99 
2.54 
1.36 
2.59 
2.33 
1.57 
1.06 
3.73 
5.30 
3.18 
3.21 
0.23 
1.05 
1.68 
2.88 


RAMKMG 


0.60 
185 

2.40 
341 
1.25 
254 

71.51 

4.15 
1.89 
1.62 
3.74 
2.17 
3.88 
3.75 
1.87 
3.21 
3411.00 
5.11 
2.18 

-6.98 
2.80 
8.33 
6.13 
5.17 
1.75 

-1.06 
3.56 
3.12 

10.63 
3.17 
9.75 
2.77 
4.79 
3  01 
3.03 
0.26 
2.89 
1.69 
0.75 
3.71 
6.49 
0.56 
5.31 
2.74 
2.52 
3.21 
2.68 
2.04 
3.56 
4.92 
7.23 
3.86 
5.50 
1.68 
1.34 
1.70 
6.15 


215 

2.67 
3.82 
1.48 
2.71 

78.63 

4.90 
2.23 
2.00 
4.34 
2.86 
4.43 
4.08 
2.17 
4.07 
3731.67 
6.07 
2.52 
2.62 
3.38 

10.56 
3.64 
3.13 
2.06 
5.86 
3.84 
3.32 
5.20 
3.53 

18.43 
3.08 
5.13 
3.55 
3.12 
0.48 
3.12 
2.06 
1.39 
4.02 
7.32 
0.69 
4.99 
3.02 
3.22 
3.56 
3.87 
2.98 
4.42 
5.45 
3.60 
4.23 
6.33 
2.02 
1.70 
1.79 
9.28 


11.5 

13  6 
15.0 

5.0 
10.0 
12.0 
14.0 

8.0 
12.0 
13.0 

NA 
12.0 
10.0 

8.0 

NA 
17.5 
12.0 
12.0 
13.5 
12.0 

9.9 
10.0 

6.0 
12.0 
15.0 
14.0 
12.5 

12.1 

113 

8.0 

11.8 
12.0 
11.0 
10.0 
12.5 
10.8 
14.0 
10.0 
13.5 
11.0 

9.0 
12.5 
10.0 
12.0 

8.0 
10.0 
15.0 
12.0 

NA 
100 
13.0 


A- 
NR 


B+ 

A+ 

NR 

B+ 

B- 

A+ 

NR 

B+ 

B- 

B 

B+ 

A- 

C 

B 

B+ 

B+ 

B+ 

A+ 

B 

A+ 

NR 

B 

B+ 

C 

A 

A 

B+ 

NR 

NR 

NR 

NR 

B- 

A 

NR 

NR 

B+ 

A 

NR 

B+ 

B- 

B+ 

B+ 

NR 

B 

A 

A- 

NR 

B- 

B+ 

B 


-1.3 
3.0 

207 
188 

36 

48 

3.2 

4.2 

NA 

4.3 
3.7 

4.05 
589 

0.13 

1.10 

0.57 
1.58 

1.18 
1.11 

6.0 
5.0 

-25.0 

55 

NM 

0.5 

NA 

NM 

0.00 

-3.78 

-1.98 

0.28 

7.0 

C 

89 

229 

4.2 

NA 

49 

5.26 

1.08 

50 

NR 

8.0 

354 

3.8 

NA 

5.06 

1.93 

1.58 

2.08 

7.0 

B* 
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1  million 


being  treated  for  HIV/AIDS...  01 


••■!■ 


ONLY  41  MILLION  TO  GO. 


American  Foundation  for  AIDS  Research 


INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 


2003     EARNINGS  PRICE  AS 

RECENT     PRICE     GROWTH  RETURN     %OF 
MARKET    SHARE    CHANGE  1998-2002     ON         BOOK      P-E 
VALUE      PRICE         %  %        EQUITY     VALUE    RATIO 


PRICE- 

P-E 

PRICE- 

CASH 

TO 

SALES 

FLOW 

GROWTH 

RATIO 

RATIO 

RATE 

ESTIMATES  FROM  ANALYSTS 
LONG-TERM 


YIELD 


2002 
ACTUAL 


2003 

ANALYST 

EST, 


2004 
CON- 
SENSUS 


GROWTH 
RATE 


HEALTH  CARE 

SECTOR  AVERAGE 

17069.1 

43 

46 

26.6 

21.9 

500 

28 

2.5 

17.6 

1.6 

0.53 

1.97 

2.16 

2.55 

15.4 

Fl" 

14    HEALTH  CARE  EQUIPMENT  &  SERVICES 

ause 

INDUSTRY  GROUP  AVERAGE 

7181.0 

43 

51 

30.1 

24.5 

460 

23 

1.6 

15.9 

1.4 

0.35 

2.23 

2.30 

2.71 

15.3 

(A)  HEALTH  CARE  EQUIPMENT  &  SurKLits 

INDUSTRY  AVERAGE 

11960.5 

49 

41 

19.8 

33.3 

595 

29 

3.7 

20.0 

1.8 

0.68 

3.57 

1.99 

2.37 

14.9 

Applied  Biosystems  Group  ABI  (6) 

4466.3 

21 

22 

6.7 

14.9 

334 

23 

2.7 

14.6 

1.7 

0.79 

0.78 

0.95* 

0.87 

13.0 

- 

Bard  (C.R.)  BCR 

3914.6 

76 

30 

-10.0 

19.2 

387 

20 

.2.8 

16.5 

1.7 

1.22 

2.94 

3.81 

4.27 

12.0 

Bausch  &  Lomb  BOL 

2633.7 

50 

40 

7.8 

10.4 

251 

25 

1.4 

11.1 

2.3 

1.04 

1.34 

2.23 

2.57 

10.0 

Baxter  International  BAX 

16965.2 

28 

-1 

34.2 

23.2 

490 

21 

2.0 

13.3 

1.2 

2.09 

1.67 

1.91 

2.19 

12.0 

Beckman  Coulter  BEC 

3145.7 

51 

73 

38.2 

23.1 

426 

19 

1.5 

NA 

1.4 

0.86 

2.08 

2.80 

3.15 

13.5 

Becton.  Dickinson  BDX  (9) 

10165.2 

40 

30 

18.4 

18.8 

354 

19 

2.2 

11.9 

1.6 

1.50 

1.79 

2.07* 

2.38 

12.0 

Biomet  BMET  (5) 

9147.8 

36 

25 

23.0 

23.4 

721 

31 

6.3 

26.8 

1.9 

0.42 

1.10 

1.28 

1.48 

15.0 

Boston  Scientific  BSX 

29399.5 

36 

69 

NM 

17.1 

1142 

69 

8.8 

NA 

3.0 

0.00 

0.45 

0.61 

1.62 

20.0 

Dade  Behring  Holdings  DADE 

1360.7 

34 

118 

NA 

244.5 

209 

1 

1.0 

0.8 

1.5 

0.00 

36.58 

1.10 

1.38 

20.0 

Dentsply  International  XRAY 

3561.9 

45 

21 

44.0 

16.1 

344 

22 

2.2 

17.4 

1.4 

0.47 

1.85 

2.13 

2.38 

15.0  ' 

Anew 

Fisher  Scientific  International  FSH 

2518.4 

40 

34 

NM 

17.3 

503 

27 

0.7 

15.4 

1.1 

0.00 

1.67 

2.29 

2.73 

16.0 

fee:' 

Guidant  GOT 

17709.3 

57 

84 

NM 

12.1 

674 

55 

4.8 

38.6 

1.6 

0.56 

2.00 

2.39 

2.43 

15.0 

Hillenbrand  Industries  HB  (9) 

3547.2 

57 

19 

-28.8b 

15.8 

306 

19 

1.7 

NA 

1.8 

1.74 

0.56 

2.95* 

4.22 

11.0 

Medtronic  MDT  (4) 

54737.2 

45 

-1 

34.5 

22.2 

659 

30 

6.6 

24.2 

1.7 

0.64 

1.30 

1.63 

1.89 

16.0 

bnj  m 

St.  Jude  Medical  STJ 

10919.8 

63 

59 

19.7 

21.9 

748 

37 

6.0 

27.4 

2.2 

0.00 

1.51 

1.79 

2.14 

16.0 

Stryker  SYK 

16143.3 

81 

21 

54.1 

21.8 

827 

39 

4.7 

29.0 

1.8 

0.17 

1.70 

2.23 

2.68 

20.0 

answer 

Zimmer  Holdings  ZMH                               12992.8 
(B)  HEALTH  CARE  PROVIDERS  &  SERVICES 

66 

59 

15.4 

43.8 

1744 

40 

8.3 

32.8 

2.2 

0.00 

1.31 

1.73 

2.01 

17.0 

INDUSTRY  AVERAGE 

5452.2 

41 

55 

34.8 

21.3 

412 

21 

0.8 

14.6 

1.3 

0.23 

1.73 

2.40 

2.84 

15-5         )fl  ]x  .. 

Accredo  Health  ACDO  (6) 

1488.1 

31 

-12 

31.1 

6.3 

280 

46 

1.1 

33.4 

2.5 

0.00 

0.73 

0.61* 

1.61 

20.0 

,. ... 

AdvancePCS  ADVP  (3) 

5142.0 

56 

151 

57.8 

17.1 

461 

28 

0.3 

21.1 

1.3 

0.00 

1.72 

2.17 

2.59 

20.0 

Aetna  AET 

9822.4 

64 

57 

-0.9 

10.2 

128 

13 

0.5 

NA 

0.8 

0.06 

2.57 

5.06 

5.98 

15.7 

JMMIib 

Amerigroup  AGP 

929.9 

44 

45 

NM 

20.4 

308 

16 

0.6 

11.2 

0.7 

0.00 

2.19 

2.94 

3.15 

20.0 

AmerisourceBergen  ABC  (9) 

7076.3 

63 

17 

30.3 

11.0 

177 

16 

0.1 

14.9 

1.1 

0.16 

3.16 

3.89* 

4.54 

15.0 

2'V  •■ 

Anthem  ATH 

9966.8 

72 

15 

27.8 

12.6 

170 

14 

0.6 

NA 

0.9 

0.00 

4.51 

5.21 

6.08 

15.0 

Apria  Healthcare  Group  AHG 

1382.0 

27 

22 

NM 

38.1 

417 

12 

1.0 

5.3 

0.8 

0.00 

2.08 

2.14 

2.47 

15.0 

[»•"' 6" 

Beverly  Enterprises  BEV 

838.8 

8 

175 

NM 

-22.3 

420 

NM 

0.4 

36.4 

2.0 

.0.00 

-0.31 

0.26 

0.50 

15.0 

Cardinal  Health  CAH  (6) 

26443.1 

61 

3 

29.1 

20.4 

371 

19 

0.4 

15.3 

1.2 

0.20 

2.45 

3.12* 

3.68 

16.0 

nature  u 

Caremark  Rx  CMX 

6935.2 

27 

64 

116.3 

150.6 

1274 

9 

0.8 

8.1 

1.0 

0.00 

3.15 

1.10 

1.35 

25.0 

bond 

Cigna  CI 

7537.3 

54 

30 

NM 

8.8 

178 

20 

0.4 

12.1 

1.0 

2.46 

-2.83 

5.45 

5.50' 

10.0 

ittces 

Community  Health  Systems  CYH 

2667.0 

27 

32 

NM 

9.5 

204 

22 

1.0 

10.3 

1.2 

0.00 

1.05 

1.27 

1.48 

18.5 

airey  io' 

Coventry  Health  Care  CVH 

3596.8 

60 

106 

NM 

26.0 

423 

16 

0.8 

15.1 

1.0 

0.00 

2.38 

4.11 

4.85 

15.0 

~"lj  IV 

D&K  Healthcare  Resources  DKHR  (6) 

188.9 

14 

32 

3.3 

7.3 

111 

16 

0.1 

12.6 

1.0 

0.44 

1.42 

0.95* 

0.93 

14.0 

.■       , 

DaVita  DVA 

2452.8 

38 

55 

115.7 

68.5 

978 

16 

1.2 

10.1 

1.0 

0.00 

2.28 

2.43 

2.90 

15.0 

iis\i\i4 

Express  Scripts  ESRX 

5081.7 

65 

35 

42.1 

20.4 

431 

21 

0.4 

17.0 

1.0 

0.00 

2.56 

3.19 

3.86 

20.0 

it  :, 

HCA  HCA 

20814.3 

42 

1 

18.7 

14.9 

340 

24 

1.0 

10.4 

1.2 

0.19 

1.59 

2.75 

2.88 

12.5 

sdedin 
ire !r  tl 

Health  Management  Associates  HMA  (9) 

6161.3 

26 

44 

18.7 

17.3 

376 

23 

2.4 

15.7 

1.5 

0.31 

0.97 

1.13* 

1.36 

15.0 

Health  Net  HNT 

3716.7 

33 

24 

NM 

22.4 

303 

14 

0.3 

11.1 

0.9 

0.00 

1.89 

2.69 

3.07 

14.0 

Humana  HUM 

3597.3 

22 

123 

3.1 

9.1 

204 

23 

0.3 

12.9 

1.2 

0.00 

0.85 

1.46 

1.62 

13.0 

■'■ 

IMS  Health  RX 

5514.7 

23 

44 

24.3 

99.1 

4078 

45 

4.0 

26.6 

1.8 

0.35 

0.93 

1.04 

1.16 

12.0 

Kindred  Healthcare  KIND 

919.5 

51 

184 

NM 

4.5 

156 

34 

0.3 

8.6 

6.7 

0.00 

1.85 

0.76 

3.47 

10.0 

v. 

Laboratory  Corp.  of  America  Holdings  LH 

5166.7 

36 

55 

38.1 

16.6 

290 

18 

1.8 

12.3 

1.1 

0.00 

1.77 

2.22 

2.50 

15.0 

y 

Manor  Care  HCR 

3142.5 

35 

90 

NM 

10.9 

330 

31 

1.1 

13.6 

1,6 

1.42 

1.33 

1.44 

1.78 

15.0 

:;■ 

McKesson  MCK  (3) 

8508.9 

29 

8 

72.3 

13.0 

176 

14 

0.1 

11.4 

0.8 

0.82 

1.90 

2.21 

2.54 

16.5 

Medco  Health  Solutions  MHS 

9837.8 

36 

NA 

44.2 

8.4 

199 

24 

0.3 

14.0 

1.4 

0.00 

1.34 

1.76 

2.02 

15.0 

iportto 
n  1 1 

Mid  Atlantic  Medical  Services  MME 

2422.6 

61 

90 

87.8 

34.1 

526 

16 

0.9 

14.3 

1.0 

0.00 

2.34 

3.96 

4.54 

16.0 

.. 

NeighborCare  NCRX  (9) 

1244.7 

32 

104 

NM 

5.3 

137 

25 

0.5 

10.5 

1.8 

0.00 

1.76 

1.38 

1.77 

12.5 

» of  ir 

Omnicare  OCR 

4089.4 

40 

68 

10.5 

10.7 

255 

23 

1.3 

19.4 

1.2 

0.23 

1.33 

2.00 

2.58 

17.0 

1  on  4 

Owens  &  Minor  OMI 

826.1 

21 

29 

25.7 

13.4 

207 

15 

0.2 

11.9 

1.1 

1.70 

1.26 

1.40 

1.54 

13.5 

i 

Oxford  Health  Plans  OHP 

3548.9 

44 

20 

NM 

51.8 

557 

11 

0.7 

10.0 

0.8 

0.91 

2.45 

4.25 

4.46 

13.0 

««IIH\ 

PacifiCare  Health  Systems  PHS 

2470.3 

65 

132 

-3.2 

15.6 

155 

10 

0.2 

7.8 

0.9 

0.00 

3.95 

5.63 

6.05 

13.0 

Patterson  Dental  PDCO  (4) 

4643.5 

68 

56 

22.9 

18.1 

658 

36 

2.6 

32.8 

1.6 

0.00 

1.70 

2.17 

2.65 

19.0 

, 

Priority  Healthcare  PHCC 

992.2 

23 

-1 

38.7 

14.8 

303 

21 

0.7 

19.0 

0.9 

0.00 

0.98 

1.16 

1.34 

22.5 

we'll 

PSS  World  Medical  PSSI  (3) 

687.0 

10 

50 

-21.5 

8.3 

272 

33 

0.5 

19.2 

1.6 

0.00 

0.19 

0.40 

0.53 

16.5 

«^i 

Quest  Diagnostics  DGX 

7570.3 

73 

28 

65.1 

17.2 

318 

19 

1.7 

13.6 

1.2 

0.82 

3.23 

4.09 

4.66 

15.0 

S3* 

Schein  (Henry)  HSIC 

2943.5 

67 

50 

59.4 

14.2 

309 

22 

'  0.9 

17.4 

1.5 

0.00 

2.63 

3.09 

3.57 

15.0 

■ 

Select  Medical  SEM 

1806.2 

36 

166 

NM 

16.7 

473 

28 

1.4 

19.1 

1.3 

0.33 

0.90 

1.41 

1.90 

20.0 

**l 

Service  Corp.  International  SRV 

1490.2 

5 

49 

NM 

3.1 

104 

35 

0.6 

7.2 

2.4 

0.00 

-0.34 

0.30 

0.35 

7.0 

: " 

Sierra  Health  Services  SIE 

768.1 

27 

128 

6.6 

38.8 

424 

12 

0.5 

8.8 

0.7 

0.00 

1.36 

2.65 

2.97 

15.0 

Tenet  Healthcare  THC 

6777..! 

15 

-11 

NA 

NA 

129 

NM 

0.5 

15.8 

1.6 

0.00 

1.46 

0.84 

0.50 

11.0 

k  alt 

Triad  Hospitals  TRI 

2605.7 

35 

16 

NM 

6.4 

126 

20 

0.7 

8.5 

1.2 

0.00 

1.89 

1.77 

2.32 

16.3 

si  i 

UnitedHealth  Group  UNH 

31477.6 

54 

29 

NM 

35.8 

663 

20 

1.1 

15.8 

1.1 

0.03 

2.13 

2.91 

3.60 

17.0 

w 

Universal  Health  Services  UHS 

3116.8 

54 

19 

24.3 

19.2 

304 

17 

0.9 

9.3 

1.1 

0.60 

2.74 

3.13 

3.58 

15.0 

m-  I 
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1/  Should  You  Invest  in  Bonds? 
tause  the  Future  is  Unknown 


Separate  and  United:  Investing 
in  Separately  Managed  Accounts 


I  dan 

merest  rates  have  bot- 
— aren't  we  in  a  bond  bear 
?"  Investors  are  again  ques- 
the  validity  of  using 
I  Not  too  long  ago,  on  the 
[the  top  of  the  Stock  Market 

the  question  was  also 
although  phrased  some- 
differently,  "Why  ^m 
!  own  bonds?  It's  a 
onomy  and  stocks 
anywhere  but  up!" 

answer  to  the 
>onds"  question  is 
ine  today  as  four 
go.  You  own  bonds 
:  you  may  think 
■jw  what  is  going  to 
i,  but  you  don't 
I  an't  know,  for  sure 
;  going  to  happen. 
>ial  markets  are  by 
nature  uncertain, 

bond  allocation 

necessary  degree 
ainty  to  your  port- 


irtvesti  us  to  stick  with  theii  in- 
vestment plan  for  the  long  run. 
In  the  real  world,  events  de 

unlikely  Mcur  more  frequently  than 
generally  expected.  Extreme  stock 
market  movements  happen  more 
than  would  be  expected  by  a  "nor- 
mal" probability  theory.  Recent 
examples:   9/1 1   terronst  attacks 

C^SeaCap 


SeaCap  Investment  Advisors  specializes  in  fixed 
income  portfolio  management  for  individuals,  fami- 
lies, and  institutions.  This  exclusive  focus  on  fixed 
income  investments — taxable  and  tax-exempt — 
allows  our  professionals  to  build  portfolios  tailored  to 
achieve  our  clients'  investment  goals  without  com- 
promising safety.  SeaCap's  client-focused  collabo- 
ration with  clients  and  their  professional  advisors 
supports  a  disciplined  process:  Define  investment 
objectives;  construct  portfolios  using  state  of  the  art 
tools  and  techniques;  and  monitor  daily,  making 
periodic  adjustments  based  on  client  objectives, 
market  opportunities,  and  economic  outlook. 

Seattle,  WA  •  206-654-0480 

www.seacapinvests.com 


is  vividly  demonstrated  by 
ole  showing  the  five  stock 
t  declines  of  three  months 
_  re  in  the  last  twenty  years, 
appreciated,  often  signifi- 
in  each  of  these  declines. 
nd   allocation    would    have 
plished  three  critical  objectives 
it  would  have  buffered  the 
1  portfolio's  decline.  Second, 
uld  have  provided  a  fixed 
of  income   for  investors 
i  the  ponfolio's  income. 


and  the  2000  stock  market  bub- 
ble. These  and  other  unpre- 
dictable events  have  produced 
sudden,  violent  moves  in  the  mar- 
kets! 

Diversification  using  bonds  is 
how  you  protect  your  wealth  in 
the  unpredictable  real  world. 
Producing  income  and  principal 
stability — both  unattainable  with 
stocks  alone — a  bond  allocation  is 
the  key  to  achieving  good  long 
term  returns  with  acceptable  lev- 


onde  Have  Appreciated  In  Every  Stock  Market  Decline  Of  The  Paat  20  Year* 
(34P  S00  declmee  for  3  montha  or  mora) 


Tim*  Panod  of 

%  Decline 

%  Appreciation 

Stock  Markat  Dacllna 

of  S4P  500 
-42  6% 

Taxable  Bonds 

8/31/00-2/28/03 

27  0% 

8/3 1/87- 11/30/87 

-28  0% 

2  2% 

0/30/88-0/30/80 

-7  0% 

2  4% 

8/28/85-9/30/85 

-4  1% 

2  2% 

11/30/83-7/31/84 

-0  0% 

40% 

liiy,   although   stock   returns     els  ot  risk    You  can't  predict  the 
■  xpected  to  be  higher  over     future,  but  you  can  structure  youi 
jpger  time  horizon,  a  bond      port/olio  toguaid  against  the  in: 
'luion  provides  ■  necessary 
volatile  markets  helping 


Separately  managed  accounts, 
once  an  investment  vehicle 
accessible  only  to  institutional 
investors,  are  increasingly 
becoming  the  investment  of 
choice  among  high  net  worth 
individuals.  More  than  300,000 
new  accounts  were  opened  just 
in  the  last  year,  and  today 
the  managed  account  ^>»h 
industry  continues  to 
attract  more  and  more 
new  investors.* 

So  why  invest  in 
separately  managed 
accounts?  How  does  it 
differ  from  investing  in 
mutual  funds  or  other 
investment  vehicles? 

Separately  managed 
accounts   provide   ac- 
cess to  globally  promi- 
nent   asset    managers 
who  have  traditionally 
managed  the  assets  of 
large,  prestigious  insti- 
tutions and  the  nation's 
wealthiest      families. 
While  mutual  funds  pool  assets, 
separately   managed   accounts 
allow  the  investor  to  own  the 
portfolio  directly — the  investor 
owns    the    underlying    shares 
of   the    companies   or   bonds 
in   the   portfolio,   rather   than 
shares  of  a  mutual  fund.  This 
structure  permits  the  investor  to 
customize  the  investment  solu- 
tion  to   suit   his/her   personal 
needs  and  manage  the  portfolio 
with  far  greater  control.   (For 
example,  with  a  separately  man- 
aged  account   you   have    the 
option  to  restrict  alcohol  com- 
panies,   AMT    bonds    or    any 
other  such  stock  that  does  not 
fall    within    your    investment 
critei 

Separately  managed  accounts 
are  priced  according  to  an  all- 
inclusive,  asset-based  fee  that 
includes  access  to  lead 
managers,  a  strategic  allocation 
model  based  on  the 
needs,  portfolio  management  & 


rebalancing  and  custodial  serv- 
ices. With  an  asset-based  fee 
structure,  everyone  shares  one 
common  goal  -  to  grow  the 
value  of  the  portfolio. 

Other  noteworthy  benefits  of 
investing  in  separately  managed 
accounts  include  the  ability  to 
manage    for   taxes,   since   the 


34 


Ramsey  &  Associates,  Inc.,  founded  in  1990,  is  a 
comprehensive,  fee-only  financial  planning  firm 
serving  high  net  worth  individuals.  The  company 
offers  its  clients  investment  solutions  that  tap 
into  the  experience  and  insight  of  many  of  the 
best  asset  management  firms  in  the  United 
States.  Ramsey  &  Associates  provides  an 
exclusive  range  of  solutions  engineered  to  meet 
its  clients'  Individual  needs,  and  prides  itself 
on  an  unwavering  commitment  to  integrity, 
stability,  long-term  relationships,  and  the  highest 
standards  of  service  and  performance. 

Seattle,  WA  •  206-324-1950 
v www.ramseyassoc.com 

investor  pays  only  on  capital 
gains  actually  earned,  and 
greater  insight  into  what  the 
investor  owns  in  the  portfolio  at 
all  times. 

The  managed  account  indus- 
try has  grown  to  an  estimated 
$400  billion  invested  through 
2  million  individual  accounts  * 
And  the  industry  is  still  grow- 
ing. 

Today,  more  and  more 
investors  are  turning  to  sepa- 
rately managed  accounts  to 
meet  their  long-term  investment 
objectives  Investors  are  discov- 
ering the  benefits  of  separately 
managed  accounts  and 
working  with  fee-only  financial 
>ors  to  develop  customized 
investment  plans  tailored  to 
their  individual  needs. 

*  Source    Ru>h  to  Co 

;ine, 
:0O3 
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Buy  Low,  Sell  High: 
The  36- Year  Cycle 


Need  Help  With 
Sector  Funds? 


"Buy  low,  sell  high"  is  the  first 
rule  most  investors  are  taught; 
executing  it  successfully  over  a 
lifetime  is  a  difficult  undenaking. 
Although  US  stocks  trade  in  a 
very  active  and  informed  market- 
place, stock  prices  regularly  cycle 
through  periods  of  excessive  opti- 
mism and  pessimism  presenting 
significant  selling  and  f 
buying  opportunities. 
How  can  these  oppor- 
tunities be  identified? 
Since  1933  when  the 
foundation  for  the  mod- 
ern US  security  markets 
was  built,  a  very  reliable 
tool  in  this  tough  pur- 
suit has  been  a  graph 
of  the  "Standard  & 
Poor's  500  Compounded 
Annual  Real  Return 
for  Rolling  36-Year 
Cycles."  The  graph  below 
illustrates  this  tool's 
results  from  the  1933- 
1968  cycle  to  the  present 
1968-2003  cycle: 


Using  this  graph  strategically, 
a  rational,  long-term  investor 
would  allocate  an  aggressive 
mix  of  stocks  to  his  portfolio 
(the  actual  percentage  is  dictat- 
ed by  his  personal  appetite 
for  investment  risk  versus 
investment  return)  when  the 
rolling   36-year   cycle   reaches 
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The  usefulness  of  this  tool 
is  dependent  on  its  three  signif- 
icant attributes: 

1)  the  S&P  500  Index  is  the 
most  widely  used  benchmark 
for  analyzing  historical  US 
stock  returns, 

2)  inflation-adjusted  real 
returns  are  the  most  relevant 
measure  of  economic  return  for 
long-term  investors,  and 

3)  the  36-year  cycle  correlates 
very  closely  with  the  genera- 
tional investment  period  and, 
more  importantly,  the  "saving- 
span"  of  the  typical  investor. 


Warga  Asset  Management 

services  clients  who  desire  to  build  and 
preserve  capital  over  the  long-term.  The  clients 
of  WAM  embrace  a  lifetime  investment  strategy 
that  emphasizes  ownership  of  the  world's  out- 
standing businesses  and  high  quality  income 
investments.  The  investments  are  purchased 
only  after  disciplined  value  and  strategic 
analysis.  WAM  invests  in  superior  businesses 
that  increase  the  world's  quality  of  life  by: 
Saving  people  time  and  money,  improving  their 
health  and  ability  to  communicate,  providing 
them  the  best  in  information  and  enter- 
tainment, and  helping  them  feel  good  about 
themselves. 

Bellevue,  WA  •  800-647-0333 
l  mjwarga@investinbest.com        ^ 

a    compounded 
annual    real    re- 
turn   of    6.00% 
or   lower.    Over 
time  as  the  graph 
turned    up    and 
the  values  of  the 
cycle   increased, 
the       investor 
would  eventually 
shift  to  the  low 
end   of  his   personal   level   of 
stock  allocation  as  the  return 
approached  a  value  of  7.50% 
and   higher.   As   can   be   seen 
from  the  graph,  in  1998-2000 
the    cycle's    values    indicated 
extreme  market  caution.  Since 
July  of  2002,   the   graph   has 
been   flashing  a  strong  "buy" 
signal    as    it    did    at    market 
low    levels    in    1974,    1981, 
and  1994.  History  shows  this 
tool  is  best  used  as  a  gradual 
allocating  tool  and  not  an  "all 
or    none"    means    of   market 


timing. 
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Traditional  mutual  funds 
invest  in  a  broad  swath  of  the 
market."  Sector  funds,  on  the 
other  hand,  focus  upon  a  spe- 
cific segment  of  the  market  - 
software,  banking,  energy,  etc.  - 
and  they  can  be  an  important 
asset  in  a  diversified  portfolio. 

It  is  believed  there  are  only 
two  paths  to  success 
with  sector  funds.  One 
is  to  buy  a  sector  or 
two  which  you  believe 
will  rise  over  the  com- 
ing years,  and  then 
hold,  ignoring  the 
normal  bumps  of  the 
marketplace.  The  other 
technique  is  to  use 
a  carefully  structured, 
highly  disciplined  ap- 
proach to  trade  funds 
as  conditions  change. 
This  is  the  technique 
used  by  professional 
money  managers,  but 
you  may  be  able  to  do 
it  on  your  own  as  *- 
well.    Some    individuals    have 


Jtry  group 
against     us     own     long 

average,  making  it  possitj 

identify   groups    that   ha 

reasonable   chance   of  oi  ' 

forming  the  market  in  the  , 

6  Buck  . 

ing  12  months.  This  metr  ^mw 
effective  for  both  growth  s<  rmmge 
and  value  sectors,  and  it  pre  litai* 
for  a  high  degree  of  tax  effic  ,st:' 

litaiiiiis 


Weber  asset  Management,  inc  *wm 


found  success  using  off-the-shelf 
software  that  makes  buy  and 
sell  decisions  based  on  price 
movements.  These  "momentum" 
systems  have  the  advantage  of 
grabbing  market  upturns  and 
sidestepping  long-term  declines, 
but  they  tend  to  perform  poorly 
during  directionless  markets. 

"And  in  light  of 
recent  mutual  fund 

headlines,  it's 
important  to  note 

that  these  funds 
can  accommodate 
increased  activity 

without  hurting 
long-term 

shareholders." 

Another  technique  that  has 
been  found  effective  compares 
the  daily  price  swings  of  each 
fund  (using  standard  deviation) 


The  Independent  FIDELITY*  Funds  Specialis 

Weber  Asset  Management,  Inc.  focuses 
Fidelity's  family  of  no-load  mutual  funds.  J 
Bowers,  editor  of  the  highly-ranked  newslet  **** 
Fidelity  Monitor,  serves  as  its  Chief  Investm  ' 
Strategist.   Every   portfolio   is   individui"' 
crafted  to  suit  the  specific  needs  and  go  USTRIA 
of  the  client,  whether  it  be  an  individi wm 
retirement  plan,  or  corporation.  All  accou  Q2 
remain  at  Fidelity  in  the  name  of  the  acco  isthv gr< 
holder.  Minimum  investment:  $200,000.      «pac 

illy  MEM 

Lake  Success,  NY  •  800-438-386 lte* 
www.weberasset.com 

In  effect,  this  system  amo  tt^ 
to  a  game  of  probabilities'*'11™11" 
a  portfolio  of  3  to  6  sectors,  (    ' 


having  a  favorable  volatility  L0w 
and  where  the  field  is  lim  siwCisip; 
to  industry  groups  with  a  ««;"1 
history  of  success,  the  oppo  *"* 
nity  exists  to  outperform  i .,  *"* 
nsk-controlled  tashion.  nm 

Fidelity's     Select     family  stryave 
particularly  well-suited   to    kitstn 
approach,   especially  now    » :: 
they  have   dropped   their    "l*'"i 
load.  A  majority  of  these  fu  ^ 
tend  to  outperform  the  ma!  toNST( 
over  a   10-year  period,   tha  BRyAV 
in  part  to  increased  emph  »Cmp 
on  research  and  less  depende  ':- 
on     large-cap     stocks.     Th ''; 
advantages  don't  generally  ap  J  ' 
to    other   sector    families   j, 
ETFs.   And   in   light  of  rec  it 
mutual     fund    headlines, 
important   ' 


to  note  that  thif 


funds    can    accommodate 
creased  activity  without  hurti  w 
long-term  shareholders. 
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1.34 

0.00 

1.63 

1.22 
0.00 
0.00 
224 
2.35 
1.50 


N 

STRY  AVERAGE 

1186.6 

26 

52 

9.1 

83 

167 

18 

0.3 

11.0 

2.5 

0.40 

. 

ir  Group  EME 

617.1 

41 

-22 

26.2 

7.6 

120 

16 

0.1 

10.3 

1.7 

0.00 

1 

■ 

i 

t 

il 

FLR 

3001.6 

37 

31 

93 

17.0 

296 

17 

0.3 

11.9 

1.4 

1.75 

Ite  Construction  GVA 

915.8 

22 

42 

13 

118 

186 

16 

0.5 

72 

2.0 

1.81 

bs  Engineering  Group  JEC  (9) 

2544.9 

46 

29 

16.3 

15.2 

302 

20 

0.6 

15.6 

1.3 

0.00 

jrmott  International  MDR 

626.3 

10 

117 

NM 

NM 

NM 

NM 

0.3 

NM 

NM 

0  00 

ita  Services  PWR 

891.8 

8 

119 

NM 

-2.0 

130 

NM 

0.5 

17.1 

7.7 

0.00 

i  Group  SGR  (8) 

4920 

13 

-2f 

-7.8 

3.2 

74 

24 

0.1 

7.5 

2.2 

0  00 

URS(IO) 

751.5 

23 

60 

9.6 

6.1 

102 

16 

0.2 

8.7 

1.3 

0.00 

ilngton  Group  International  WGu 
ELECTRICAL  EQUIPMENT 

8386 

34 

110 

NA 

7,7 

130 

17 

03 

97 

2.6 

0.00 

USTRY  AVERAGE 

5795.5 

35 

47 

-4.8 

10.0 

294 

25 

1.4 

14.6 

2.0 

1.67 

rlcan  Power  Conversion  APCC 

43525 

22 

45 

-64 

102 

302 

30 

3.1 

223 

i  ' 

146 

1.11 

0.05 
-1.21 
0.94 
0.12 
0.35 

1.39 
1.78 
0.49 
-1.96 
1.05 
1.66 
0.60 
2.16 
0.74 
2.50 
3.14 
0.97 
1.47 
1.34 
1.64 
3.33 


2.69 
3.27 
2.87' 
5.18 
1.57 
-0.27 
2.29 
1.18 
5.72 
3.01 
1.85 
1.28 
2.58 
4.42 

2.08 

5.04 
0.97 
1.00 
1.33 
2.04 

-0.18 
4.07 
2.13 
1.21 
1.98 
-12.71 

-2.26 
2.26 
2.03 

-0.29 

1.20 

0.59 


1.71 

152 
1.94 
1.54 
1.19 
1.40 

1.77 
2.21 
2.31 
0.81 
1.69 
1.86 
0.50 
2.64 
1.41 
2.58 
2.93 
1.14 
1.73 
0.34 
1.85 
2.50 


1.98  15.8 

1.84  24.0 

2.39  21.0 

1.89  20.0 

1.49  250 

1.59  30.0 


2.02 

2.51 
2.76 
1.03 
1.64 
2.33 
0.87 
2.95 
1.52 
2.94 
3.15 
1.33 
2.10 
0.23 
2.14 
2.75 


2.61 

3.64 

0.96 

4.97 

0.92 

1.56 

2.69 

2.32 

4.30 

2.59 

1.29 

1.43* 

2.62 

4.66 

2.42 

5.46 

1.28* 

1.19 

1.71 

2.48 

1.23 
1.64 
217 
108 
2.27* 
-012 
0.08 
0.54* 
1.75 
162 

1.51 

0  85 


2.96 
3.90 
1.85 
5.54 
1.41 
1.60 
3.27 
2.64 
4.92 
2.77 
1.54 
1.48 
2.45 
5.13 

2.87 
6.30 
1.57 
1.37 
1.96 
3.15 

1.56 
2.59 
2.21 
1.20 
2.55 
066 
0.33 
0.76 
1.93 
178 

1.78 

0.98 


13.6 

12.0 
22.3 
17.0 

7.0 
20.0 
20.0 
130 
10.5 
135 

5.3 
15.0 
13.5 

9.0 
14.6 
10.8 


2.06        12.2 


1.49       2.01       2.47        11.9 


10.7 
10.0 
10.0 
10.0 
12.0 
10  0 
15.0 
10.0 
10.0 
8.5 
11.0 
12.0 
11.0 
10.0 

12.1 
12.0 
NA 
11.0 
15.0 
10.5 

13.1 
15.0 
12.5 
10.0 
150 
24.0 
125 
11.0 
10.0 
80 

12.2 

15  0 


8 
B- 

NR 
B- 


A 
B+ 
B- 
A 

B+ 

B- 

A+ 

NR 

B+ 

A+ 

A- 

A+ 

A+ 

B+ 

B 


B+ 

B+ 

B+ 

B 

NR 

B- 

B+ 

A- 

B 

NR 

NR 
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B- 

B 

NR 

B* 

B 


NR 

B 

- 

B» 

C 

NR 

B* 

B* 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

?ECENT 
SHARE 
PRICE 

2003     EARNINGS 
PRICE     GROWTH  RETURN 
CHANGE  1998-2002     ON 
%             %        EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSTS 
LONG-TERI, 
2003       2004     GROWTH 
ANALYST     CON-        RATE 
EST.      SENSUS        % 

Cooper  Industries  CBE 

4997.8 

54 

47  ' 

-6.3 

10.5 

230 

22 

1.2 

14.3 

1.6 

2.61 

2.28 

2.81 

3.24 

12.0 

Emerson  Electric  EMR  (9) 

25707.2 

61 

20 

-5.5 

15.7 

398 

25 

1.8 

16.6 

2.5 

2.62 

2.56 

2.41* 

2.70 

10.0 

General  Cable  BGC 

278.9 

8 

122 

NM 

-2.4 

334 

NM 

0.2 

9.6 

NA 

0.00 

-0.55 

0.20 

0.45 

NA 

Hubbell  HUB.B 

2640.7 

44 

25 

-8.1 

13.7 

337 

25 

1.5 

16.8 

2.2 

3.00 

1.81 

1.94 

2.20 

10.5 

Rockwell  Automation  ROK  (9) 

6144.6 

33 

61 

NM 

17.8 

387 

22 

1.5 

13.5 

1.9 

1.98 

1.20 

1.49* 

1.41 

12.0 

Smith  (A.O.)  AOS 

1026.0 

35 

30 

2.4 

9.3 

187 

21 

0.7 

10.0 

1,8 

1.71 

1.86 

1.78 

2.36 

11.0 

Thomas  &  Berts  TNb 

(E)  INDUSTRIAL  CONGLOMERATES 

1216.2 

21 

23 

NM 

5.5 

178 

33 

0.9 

13.7 

2.2 

0.00 

-0.14 

0.63 

0.88 

15.0 

INDUSTRY  AVERAGE 

51155.7 

41 

24 

9.4 

14.3 

304 

23 

1.4 

12.8 

2.1 

1.90 

1.72 

1.96 

2.35 

10.9 

Allele  ALE 

2584.0 

30 

31 

4.6 

9.4 

189 

19 

1.7 

NA 

1.5 

3.80 

1.46 

1.98 

2.15 

10.0 

Carlisle  CSL 

1807.0 

59 

42 

-4.1 

13.9 

295 

21 

0.9 

12.7 

2.2 

1.50 

2.37 

2.80 

3.33 

9.5 

General  Electric  GE 

287871.4 

29 

18 

12.5 

19.5 

397 

20 

2.2 

13.7 

1.8 

2.65 

1.51 

1.55 

1.58 

10.0 

Teleflex  TFX 

1816.3 

46 

7 

9.6 

11.3 

180 

16 

0.8 

8.3 

1.7 

1.75 

3.15 

2.66 

3.08 

10.0 

Textron  TXT 

6779.1 

50 

16 

-1.1 

9.4 

192 

21 

0.7 

NA 

1.6 

2.61 

2.60 

2.66 

2.79 

12.0 

3MMMM 

62037.1 

79 

28 

13.9 

30.6 

826 

27 

3.5 

19.2 

2.2 

1.67 

2.50 

3.07 

3.45 

11.8 

Tyco  International  TYC  (9) 

45838.5 

23 

34 

-0.5 

3.9 

174 

44 

1.2 

18.3 

3.4 

0.22 

-1.43 

0.52* 

1.49 

13.0    ; 

Walter  Industries  WLT 

512.1 

12 

13 

40.2 

16.3 

180 

12 

0.3 

4.5 

NA 

0.98 

1.64 

0.44 

0.93 

NA 

(F)  MACHINERY 

INDUSTRY  AVERAGE 

5213.6 

47 

40 

3.5 

8.9 

282 

34 

1.0 

16.8 

2.4 

1.17 

1.36 

2.07 

2.70 

12.2 

AGCO  AG 

1296.8 

17 

-22 

NM 

-4.4 

153 

NM 

0.4 

58.9 

1.4 

0.00 

-0.81 

1.21 

1.70 

10.0 

Briggs  &  Stratton  BGG  (6) 

1497.4 

68 

59 

-4.8 

17.3 

282 

17 

0.9 

9.7 

1.5 

1.96 

2.36 

3.49* 

4.32 

13.0 

Caterpillar  CAT 

26407.6 

76 

66 

-13.6 

16.8 

420 

25 

1.2 

11.1 

2.3 

1.95 

2.30 

3.07 

4.04 

11.0 

Crane  CR 

1725.9 

29 

46 

-37.4 

2.7 

237 

88 

1.1 

24.3 

1.7 

1.38 

0.28 

1.72 

1.93 

10.0 

Cummins  CUM 

1806.9 

46 

65 

NM 

5.9 

202 

36 

0.3 

6.6 

4.8 

2.58 

2.06 

1.20 

3.39 

8.0 

Danaher  DHR 

12775.9 

83 

27 

20.5 

14.4 

369 

26 

2.5 

NA 

1.7 

0.12 

2.79 

3.24 

3.69 

15.0 

Deere  DE  (10) 

14695.3 

61 

34 

27.0 

16.1 

367 

23 

0.9 

NA 

2.6 

1.44 

1.33 

2.64* 

3.51 

9.0 

Donaldson  DCI  (7) 

2541.3 

59 

63 

13.3 

20.6 

535 

27 

2.0 

18.3 

2.1 

0.65 

1.90 

2.11* 

2.41 

13.0 

Dover  DOV 

7774.7 

38 

32 

-6.7 

9.5 

299 

32 

1.8 

19.4 

2.1 

1.56 

1.04 

1.41 

1.83 

13.0 

Eaton  ETN 

7827.2 

103 

32 

-9.8 

11.5 

266 

22 

1.0 

10.9 

2.0 

1.86 

3.92 

5.24 

6.56 

10.0 

Flowserve  FLS 

1166.8 

21 

44 

-0.8 

6.0 

143 

24 

0.5 

10.4 

1.1 

0.00 

1.16 

1.25 

1.59 

15.0 

Harsco  HSC 

1620.2 

40 

24 

-0.9 

11.5 

219 

19 

0.8 

6.6 

1.6 

2.77 

2.17 

2.08 

2.51 

12.0 

Illinois  Tool  Works  ITW 

24064.3 

78 

20 

3.3 

13.3 

325 

25 

2.4 

18.9 

1.8 

1.23 

3.02 

3.29 

3.71 

13.0 

Ingersoll-Rand  IR 

10814.7 

62 

45 

-1.4 

12.8 

265 

20 

1.1 

NA 

1.6 

1.15 

2.16 

3.27 

3.86 

12.0 

ITT  Industries  ITT 

6083.0 

66 

9 

NM 

25.4 

410 

16 

1.1 

10.8 

1.4 

0.97 

4.06 

3.86 

4.28 

12.5 

Joy  Global  JOYG  (10) 

1050.0 

21 

87 

NM 

2.5 

280 

111 

0.9 

21.1 

11.2 

0.00 

-0.46 

0.23 

0.66 

8.0 

Kennametal  KMT  (6) 

1382.6 

38 

11 

-20.6 

2.2 

185 

87 

0.8 

14.3 

6.3 

1.77 

1.22 

0.51* 

2.01, 

12.0 

Manitowoc  MTW 

713.3 

27 

6 

-4.1 

3.0 

228 

77 

0.4 

NA 

3.8 

1.04 

1.56 

0.71 

1.33 

10.0 

Navistar  International  NAV  (10) 

2952.4 

43 

77 

NM 

-4.5 

965 

NM 

0.4 

NM 

1.1 

0.00 

-7.88 

-0.21* 

2.51 

10.0        1 

Oshkosh  Truck  OSK  (9) 

1634.9 

47 

53 

37.8 

14.6 

315 

22 

0.8 

16.1 

1.4 

0.49 

3.44 

2.16* 

2.62 

16.0 

Paccar  PCAR 

9358.3 

80 

74 

-2.5 

15.8 

303 

19 

1.2 

NA 

1.8 

1.10 

3.20 

4.35 

5.12 

10.0         ! 

PallPLL(7) 

3194.4 

26 

54 

19.6 

15.3 

324 

21 

1.9 

NA 

3.1 

1.41 

0.59 

0.83* 

1.34 

10.0         ! 

Parker  Hannifin  PH  (6) 

6520.3 

55 

19 

-12.2 

7.4 

252 

34 

1.0 

14.8 

3.0 

1.38 

1.12 

1.68* 

2.10 

11.0         i 

Pentair  PNR 

2152.9 

44 

26 

4.1 

11.6 

180 

16 

0.8 

10.8 

1.3 

1.93 

2.61 

2.87 

3.22 

12.0        / 

Reliance  Steel  &  Aluminum  RS 

939.1 

29 

41 

-13.4 

4.2 

149 

36 

0.5 

16.5 

1.1 

0.81 

0.95 

1.09 

1.63 

25.0         1 

SPX  SPW 

4136.2 

54 

45 

NM 

14.0 

239 

17 

0.8 

11.3 

1.1 

0.00 

3.33 

3.37 

3.85 

15.0         E 

Stewart  &  Stevenson  Services  SVC  (1) 

401.7 

14 

-1 

NM 

-4.2 

116 

NM 

0.3 

41.3 

2.1 

2.42 

0.38 

0.48 

0.82 

14.0         1 

Terex  TEX 

1253.4 

26 

132 

NM 

-8.0 

155 

NM 

0.3 

NM 

1.6 

0.00 

-0.41 

1.35 

1.95 

12.0         t 

Timken  TKR 

1421.5 

17 

-10 

-17.8 

5.2 

148 

23 

0.4 

6.1 

3.0 

3.04 

0.83 

0.52 

0.95 

11.0         Ef 

Toro  TTC  (10) 

1212.2 

50 

55 

96.6 

18.4 

275 

16 

0.8 

10.7 

1.3 

0.48 

2.32 

3.08 

3.42 

12.0         E 

Trinity  Industries  TRN                                 1201.5 
(G)  TRADING  COMPANIES  &  DISTRIBUTORS 

26 

37 

NM 

-2.0 

121 

NM 

0.9 

NA 

NM 

0.92 

-0.43 

-0.14 

0.93 

13.5         E 

INDUSTRY  AVERAGE 

1920.0 

39 

27 

1.1 

9.1 

179 

20 

0,5 

13.6 

2.0 

1.50 

1.90 

1.96 

2.32 

10.8 

Applied  Industrial  Technologies  AIT  (6) 

456.3 

24 

25 

3.1 

6.6 

146 

22 

0.3 

13,0 

2.9 

2.03 

0.76 

1.03* 

1.21 

8.0         E 

Grainger  (W.W.)  GWW 

4230.2 

46 

-10 

0.8 

12.6 

234 

19 

0.9 

13.9 

1.9 

1.60 

2.50 

2.46 

2.73 

10.0         / 

Hughes  Supply  MUG  (1) 

1073.4 

46 

67 

-0.7 

8.1 

157 

19 

0.3 

14.0 

1.3 

0.88 

2.45 

2.40 

3.02 

14.5         / 

17     COMMERCIAL  SERVICES  &  SUPPLIES 

INDUSTRY  GROUP  AVERAGE 
ABM  Industries  ABM  (10) 

4680.2 

781.6 

31 

16 

30 

2 

3.4 

4.7 

7.6 

8.9 

375 

196 

33 

22 

1.4 

0.3 

15.8 

NA 

3.3 

2.0 

1.12 

2.40 

0.90 

0.92 

1.28 

0.74 

1.58 

0.88 

13.8 

11.0         / 

Allied  Waste  Industries  AW 

2602.9 

12 

25 

NM 

2.8 

296 

35 

0.5 

3.7 

2.1 

0.00 

0.76 

0.45 

0.70 

13.5         E 

Apollo  Group  APOL  (8) 

12045.1 

69 

58 

39.8 

24.1 

1173 

53 

9.0 

41.8 

2.1 

0.00 

0.87 

1.30* 

1.66 

25.0         E 

Aramark  RMK  (9) 

5042.9 

27 

16 

21.1ab 

25.5 

485 

20 

.0.5 

9.5 

1.6 

0.74 

1.25 

1.34* 

1.43 

13.0         f 

Avery  Dennison  AVY 

5477.2 

55 

-10 

4.4 

20.5 

434 

21 

1.2 

12.7 

2.1 

2.69 

2.59 

2.66 

2.88 

10.0         / 

■ 

Banta  BN 

1016.3 

40 

27 

-0.8 

7.1 

208 

29 

0.7 

9.7 

1.8 

1.71 

1.71 

2.32 

2.64 

9.5         E 

Block(H&R)HRB(4) 

9678.6 

54 

35 

28.4 

42.2 

630 

15 

2.5 

11.9 

1.0 

1.47 

3.15 

3.81 

4.03 

15.0         A 

Brink's  BCO 

1205.5 

22 

20 

2.5 

4.4 

254 

56 

0.3 

NA 

1.5 

0.45 

1.30 

0.62 

1.15 

24.7         E 

CDICOi 

659.9 

34 

26 

-44.3 

8.2 

229 

28 

0.6 

17.8 

1.9 

1.06 

0.21 

1.18 

1.48 

15.0         E 

Cendant  CD 

22415.5 

22 

111 

69.0 

14.3 

225 

16 

1.3 

4.7 

1.2 

0.00 

1.04 

1.41 

1.61 

13.0         E 

• 

Clntas  CTAS  (5) 

7971.4 

47 

2 

14.8 

14.7 

466 

32 

3.0 

21.8 

1.8 

0.58 

1.45 

1.58 

1.81 

16.0         A 

L 

Donnelley  (R.R.)  DNY 

3179.2 

28 

29 

-17.2 

14.3 

357 

25 

0.7 

7.9 

2.2 

3.71 

1.24 

1.34 

1.63 

9.5         E 

IKfl  1  RikIiuiuWuL  1   Ploromhor  ?Q    ?nrT3 

- 

It's  a  tree. 

If  something  affects  one  living  thing,  ultimately  it  affects  us  all.  That's  the  big  picture.  And  we 
never  lose  sight  of  it  in  everything  we  do.  We  continue  to  make  energy  and  resource  conservation 
and  elimination  of  hazardous  substances  our  most  important  goal  at  every  stage  of  our  operations. 
Our  business  machines  have  on-demand  fixing  technology,  enabling  energy  savings  equivalent 
to  491,003  tons  of  C02.  We  design  more  ENERGY  STAR  qualified  printers,  copiers,  fax 
machines  and  multifunction  products  than  any  other  manufacturer.  We  use  lead-free  solder 
on  the  electric  cables  and  circuit  boards  that  go  into  making  many  of  our  products.  It's  all 
part  of  an  ongoing  commitment  to  dedicate  our  resources  to  protecting  the  world's  resources. 

It's  not  just  a  tree. 


v.  usa.canon.com/environment 
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P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSTS    1 
L0NG-TERt.'| 
2003       2004     GROWTH  1 
ANALYST     CON-        RATE 
EST.      SENSUS        % 

Dun  &  Bradstreet  DNB 

3508.1 

48 

40 "       19.4 

NM 

NM 

22 

2.6 

14.9 

1.3 

0.00 

1.87 

2.53 

2.94 

14.3 

HON  Industries  HNI 

2473.9 

42 

50         -2.6 

14.3 

360 

25 

1.4 

14.4 

1.7 

1.22 

1.55 

1.70 

2.04 

15.0 

IKON  Office  Solutions  IKN  (9) 

1238.6 

8 

18        36.6 

7.1 

76 

11 

0.3 

5.4 

1.2 

1.89 

0.99 

0.75* 

0.85 

9.5 

Kelly  Services  KELYA 

985.6 

28 

15       -30.6 

1.8 

164 

95 

0.2 

16.7 

14.6 

1.40 

0.52 

0.13 

0.72 

15.0 

Manpower  MAN 

3657.5 

47 

47         12.0 

10.8 

310 

29 

0.3 

19.2 

1.9 

0.43 

1.46 

1.64 

2.15 

15.0 

Miller  (Herman)  MLHR  (5) 

1901.7 

26 

42       -34.6 

10.3 

991 

100 

1.4 

22.3 

2.8 

0.56 

0.31 

0.64 

0.90 

14.5 

Pitney  Bowes  PBI 

9285.4 

40 

22           3.3 

38.6 

971 

25 

2.1 

14.3 

1.7 

3.02 

1.81 

2.41 

2.55 

10.0 

Republic  Services  RSG 

4049.7 

25 

21           6.2 

11.7 

214 

19 

.1.6 

9.0 

1.6 

0.94 

1.44 

1.33 

1.55 

12.0 

Robert  Half  International  RHI 

3791.4 

22 

38       -65.7 

-0.7 

502 

NM 

2.0 

60.8 

27.8 

0.00 

0.01 

0.04 

0.40 

20.0 

ServiceMaster  SVM 

3551.1 

11 

1             NA 

-26.7 

421 

NM 

1.0 

NA 

2.0 

3.75 

0.56 

0.54 

0.60 

10.5 

Spherion  SFN 

533.2 

9 

33           NM 

-69.8 

131 

NM 

0.3 

NM 

NM 

0.00 

-4.60 

-0.13 

0.16 

15.0 

Steelcase  SCS  (2) 

1833.3 

12 

13           NM 

-2.5 

147 

NM 

0.7 

15.2 

NM 

1.94 

-0.24 

-0.14 

0.32 

10.0 

United  Rentals  URI 

1425.5 

19 

72           NM 

-11.4 

100 

NM 

0.5 

6.0 

2.5 

0.00 

-1.45 

0.75 

1.15 

10.0 

United  Stationers  USTR 

1361.2 

40 

40           2.0 

9.1 

211 

23 

0.4 

15.3 

1.2 

0.00 

1.78 

2.47 

3.13 

14.0 

Viad  VVI 

2172.7 

25 

10           7.3 

12.2 

270 

23 

1.4 

14.4 

1.5 

1.46 

1.30 

1.20 

1.43 

14.0 

Waste  Management  WMI 

17201.9 

29 

28          NM 

13.0 

307 

24 

1.5 

8.7 

1.9 

0.03 

1.33 

1.21 

1.44 

13.0   '    1 

18     TRANSPORTATION 


INDUSTRY  GROUP  AVERAGE 

(A)  AIR  FREIGHT  &  LOGISTICS 
INDUSTRY  AVERAGE 

CNF  CNF 

EGL  EAGL 

Expeditors  Intl.  of  Washington  EXPD 

FedEx  FDX  (5) 

Hunt  (J.B.)  Transport  Services  JBHT 

Pacer  International  PACR 

Robinson  (C.H.)  Worldwide  CHRW 

Ryder  System  R 

United  Parcel  Service  UPS 

(B)  AIRLINES 
INDUSTRY  AVERAGE 
Alaska  Air  Group  ALK 
America  West  Holdings  AWA 
AMR  AMR 

Continental  Airlines  CAL 
Delta  Air  Lines  DAL 
Northwest  Airlines  NWAC 
Southwest  Airlines  LUV 
UAL  UALAQ 
(D)  ROAD  &  RAIL 
INDUSTRY  AVERAGE 
Arkansas  Best  ABFS 
Burlington  Northern  Santa  Fe  BNI 
CSX  CSX 

Dollar  Thrifty  Automotive  Group  DTG 
Landstar  System  LSTR 
Norfolk  Southern  NSC 
Swift  Transportation  SWFT 
Union  Pacific  UNP 
USFUSFC 

Werner  Enterprises  WERN 
Yellow  YELL 

INFORMATION  TECHNOLC 

SECTOR  AVERAGE 


6792.0       29        57 


1.4        10.2       293       25       0.7       10.6        1.7        0.59 


-2.58     -0.55       1.41       11.2 


13146.9 

39 

33 

6.5 

14.6 

394 

28 

0.9 

15.5 

1.8 

0.72 

1.46 

1.61 

1.95 

14.4 

1660.4 

33 

1 

-6.2 

10.5 

232 

22 

0.3 

7.5 

1.8 

1.20 

1.96 

1.59 

2.16 

12.0 

869.2 

18 

29 

-31.8 

5.3 

216 

40 

0.4 

16.5 

2.0 

0.00 

0.19 

0.51 

0.88 

17.5 

4104.0 

39 

20 

22.5 

19.8 

669 

35 

1.6 

28.3 

2.2 

0.41 

1.03 

1.10 

1.31 

16.0 

21685.9 

73 

34 

7.0 

10.9 

296 

28 

1.0 

10.1 

1.7 

0.33 

2.74 

3.30 

3.88 

13.0 

2103.2 

26 

79 

0.7 

12.4 

311 

26 

0.9 

9.0 

1.5 

0.00 

0.67 

1.19 

1.47 

15.0 

777.7 

21 

57 

27.6a 

13.5 

380 

28 

0.5 

21.4 

1.4 

0.00 

0.74 

1.02 

1.20 

15.0 

3333.6 

39 

26 

21.7 

22.3 

682 

31 

1.0 

27.7 

2.0 

1.22 

1.12 

1.33 

1.51 

15.0 

1994.7 

31 

39 

1.1 

10.4 

162 

15 

0.4 

2.7 

1.3 

1.92 

1.80 

2.04 

2.39 

12.0 

81793.5 

73 

15 

16.3 

25.8 

596 

23 

2.5 

16.1 

2.1 

1.37 

2.87 

2.43 

2.79 

14.0 

2696.3 

15 

142 

-14.5 

-2.5 

259 

35 

0.4 

7.3 

3.1 

0.11 

-13.01 

-6.15 

-0.38 

7.0 

767.8 

29 

33 

NM 

-2.0 

112 

NM 

0.3 

4.3 

NM 

0.00 

-2.53 

-1.40 

1.07 

2.5 

536.5 

15 

739 

NM 

-1.1 

421 

NM 

0.2 

7.6 

NM 

0.00 

-5.33 

-0.79 

0.99 

6.5 

2044.4 

13 

94 

NM 

NM 

NM 

NM 

0.1 

NM 

NM 

0.00 

-16.22 

-10.15 

-0.07 

7.0 

1226.3 

19 

157 

NM 

-15.4 

161 

NM 

0.1 

3.7 

NM 

0.00 

-7.02 

-3.33 

0.72 

8.0 

1547.9 

13 

4 

NM 

NM 

311 

NM 

0.1 

4.2 

NM 

0.80 

-10.44 

-8.56 

-2.53 

6.0 

1136.7 

13 

80 

NM 

NM 

NM 

NM 

0.1 

NM 

NM 

0.00 

-9.32 

-6.88 

-1.29 

10.0 

14153.7 

18 

29 

-14.5 

8.6 

291 

35 

2.4 

17.0 

3.1 

0.10 

0.30 

0.39 

0.61 

15.0 

157.5 

1 

0 

NM 

NM 

NM 

NM 

0.0 

NM 

NM 

0.00 

-53.55 

-18.51 

-2.53 

1.0 

4571.2 

31 

14 

-2.0 

11.3 

226 

21 

0.8 

7.8 

1.6 

0.84 

1.73 

1.76 

2.27 

11.8 

778.6 

31 

21 

4.8 

12.0 

203 

17 

0.5 

8.1 

1.6 

1.02 

1.60 

1.80 

2.36 

11.0 

11045.6 

30 

14 

-4.8 

9.1 

134 

15 

1.2 

6.6 

1.5 

2.02 

2.00 

2.05 

2.37 

9.5 

7253.1 

34 

20 

-2.9 

3.2 

115 

36 

0.9 

8.7 

1.5 

1.18 

2.19 

1.90 

2.47 

12.0 

623.6 

25 

19 

5.5 

4.6 

117 

27 

0.5 

1.5 

NA 

0.00 

1.88 

1.18 

2.20 

NA 

1072.0 

36 

23 

18.2 

40.7 

872 

23 

0.7 

17.1 

1.6 

0.00 

1.47 

1.63 

1.86 

13.5 

8358.9 

21 

7 

-8.2 

7.1 

121 

17 

1.3 

8.3 

1.7 

1.49 

1.18 

1.29 

1.52 

10.0 

1667.5 

20 

0 

-15.3a 

8.5 

206 

25 

0.7 

7.6 

1.4 

0.00 

0.69 

0.93 

1.28 

15.0 

16228.0 

64 

6 

NM 

9.5 

140 

15 

1.4 

NA 

1.3 

1.88 

5.05 

4.04 

4.94 

12.5 

905.8 

33 

15 

-17.3 

6.0 

140 

23 

0.4 

6.3 

2.5 
1.4 

1.13 

1.22 

1.46 

2.08 

9.0 

1445.3 

18 

5 

1.9 

10.1 

208 

21 

1.0 

7.2 

0.55 

0.75 

0.90 

1.10 

14.0 

904.8 

3Y 

18328.7 

31 
26 

21 
70 

NA 
3.2 

13.8 
2.9 

224 
452 

16 
62 

0.3 
3.4 

6.5 
31.9 

1.2 
3.1 

0.00 
0.22 

0.84 
-0.15 

2.23 
0.59 

2.78 
1.00 

11.0 
14.9 

19     SOFTWARE  &  SERVICES 

INDUSTRY  GROUP  AVERAGE             17165.5 
(A)  INTERNET  SOFTWARE  &  SERVICES 

26 

38 

9.2 

11.0 

484 

49 

3.9 

27.4 

2.8 

0.22 

0.17 

0.93 

1.12 

14.7 

INDUSTRY  AVERAGE 

11220.1 

23 

113 

-11.0 

533 

126 

9.1 

48.3 

2.8 

0.00 

-7.30 

0.42 

0.53 

19.5 

EarthLink  ELNK 

1520.9 

10 

75 

NM 

-21.2 

282 

NM 

1.1 

18.1 

2.9 

0.00 

-1.11 

0.33 

0.50 

10.0 

N 

VeriSign  VRSN 

3880.5 

16 

102 

NM 

-19.3 

281 

NM 

•3.6 

.  42.6 

1.9 

0.00 

-20.97 

0.56 

0.57 

15.0 

N 

Yahoo  YHOO 

(B)  IT  SERVICES 

28258.7 

43 

163 

NM 

7.7 

1037 

126 

22.7 

84.4 

3.5 

0.00 

0.18 

0.36 

0.53 

33.4 

N 

INDUSTRY  AVERAGE 

7782.6 

27 

23 

14.0 

14.8 

476 

28 

2.2 

19.5 

1.9 

0.34 

1.10 

1.12 

1.32 

14.6 

Accenture  ACN  (8) 

23506.6 

25 

38 

NA 

62.7 

2960 

24 

1.8 

32.0 

1.6 

0.00 

0.56 

1.05* 

1.12 

15.0 

Nl 

Affiliated  Computer  Services  ACS  (6) 

6581.5 

50 

-5 

27.4 

13.0 

265 

22 

1.7 

13.7 

1.1 

0.00 

1.76 

2.20* 

2.61 

20.0 

B< 

Automatic  Data  Processing  ADP  (6) 

22725.4 

38 

-3 

10.8 

18.7 

425 

23 

3.1 

17.7 

2.3 

1.46 

1.75 

1.68* 

1.55 

10.0 

A-i 

BearingPoint  BE  (6) 

1802.5 

9 

34 

NA 

-0.9 

153 

NM 

0.6 

15.9 

3.1 

0.00 

0.34 

0.22* 

0.34 

13.5 

NF 

Ceridian  CEN 

3161.0         21 

47 

-7.8 

9.1 

258 

29 

2.6 

16.1 

1.8 

0.00 

0.62 

0.84 

0.96 

14.0 

B- 

POWERING   AND    DELIVERING 


Ust 


Everything  that  powers  the  American  economy  —  from  job  growth  to  international 
trade  to  the  development  of  new  technologies  —  is  powered  by  electricity.  Electricity 
runs  our  computers  and  machines  at  work  and  lights  up  our  nights  in  many  ways. 


By  2025,  the  demand  for  electricity  will  increase  49%,  and  America's  shareholder-owned 
electric  companies  are  doing  our  part  to  ensure  a  bright  future.  Our  power  plants, 
transmission  and  distribution  systems  are  assets  that  make  up  the  very  foundation  of  the  American 
economy.   We  believe  in  the  future  of  America,  and  we  will  be  here  to  power  the  things  that  matter. 


America's  Shareholder-Owned  Hlectric  Companies 


Real    Assets.    Real     Service.    Real     Growth. 
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LOOKS 

>coi 

tEBC 

IARD 

VESTMENT  OUTI 

1  ' 

\ 

COMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

DECENT 

SHARE 
PRICE 

2003     EARNINGS 
PRICE     GROWTH 
CHANGE  1998-2002 
%             % 

PRICE  AS 
RETURN      %  OF 
ON         BOOK 
EQUITY     VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

ESTIMATES  FROM  ANALYSTS   | 

LONG-TERM 
2003       2004     GROWTH  1 
2002     ANALYST     CON-        RATE 
ACTUAL       EST.      SENSUS        % 

Computer  Sciences  CSC  (3) 

7753.8 

41 

20' 

4.1 

9.4 

156 

16 

0.6 

5.7 

1.3 

0.00 

2.54 

2.83 

3.12 

11.5 

Concord  EFS  CE 

5344.2 

11 

-27 

25.2 

18.6 

288 

16 

2.4 

11.9 

1.1 

0.00 

0.57 

0.73 

0.80 

14.0 

Convergys  CVG 

2193.6 

15 

1 

14.2 

8.7 

201 

24 

1.0 

10.6 

1.1 

0.00 

0.88 

1.18 

0.91 

11.4 

DST  Systems  DST 

4317.9 

37 

5 

32.2 

13.3 

283 

22 

1.8 

12.3 

1.7 

0.00 

172 

1.78 

2.38 

12.6      L 

Electronic  Data  Systems  EDS 

10374.2 

22 

17 

10.1 

5.8 

179 

31 

0.5 

NA 

4.1 

2.78 

2.06 

0.48 

1.06 

11.0      ■ 

First  Data  FDC 

27585.1 

38 

7 

33.1 

32.8 

566 

21 

3.3 

14.2 

1.3 

0.21 

1.61 

1.90 

2.18 

15.0      Ij 

Flserv  FISV 

7267.8 

38 

10 

22.4 

14.3 

346 

24 

2.5 

14.9 

1.3 

0.00 

1.37 

1.61 

1.86 

18.0 

V 

! 
1 

Hewitt  Associates  HEW  (9) 

2969.1 

30 

-5 

NA 

13.7 

430 

31 

_1.5 

16.8 

1.9 

0.00 

1.98 

0.97* 

1.31 

16.0 

Iron  Mountain  IRM 

3129.8 

37 

11 

NM 

7.3 

306 

43 

2.2 

15.8 

1.9 

0.00 

0.78 

0.86 

1.12 

22.5      1 

MPS  Group  MPS 

958.9 

9 

66 

NM 

-1.2 

119 

NM 

0.9 

98.4 

3.2 

0.00 

-0.12 

0.19 

0.35 

15.0      H 

Paychex  PAYX  (5) 

14493.3 

38 

38 

19.7 

26.9       1307 

49 

12.5 

NA 

2.5 

1.25 

0.78 

0.86 

1.00 

18.0 

Perot  Systems  PER 

1386.7 

12 

16 

8.7 

8.1 

202 

26 

1.0 

15.5 

1.5 

0.00 

0.68 

0.53 

0.64 

15.5 

Sabre  Holdings  TSG 

2994.7 

21 

15 

-0.3 

5.6 

172 

30 

1.5 

12.8 

2.6 

1.34 

1.50 

0.90 

1.18 

9.0 

SunGard  Data  Systems  SDS 

7762.6 

27 

15 

21.4 

13.7 

301 

22 

2.7 

13.4 

1.2 

0.00 

1.12 

1.25 

1.42 

18.0 

Titan  TTN 

1733.5 

21 

105 

NM 

9.5 

474 

50 

1.0 

NA 

1.8 

0.00 

-0.11 

0.73 

0.90 

16.0 

Unisys  UIS 

5392.4 

16 

65 

-10.4 

22.0 

501 

23 

0.9 

13.1 

1.9 

0.00 

0.69 

0.76 

0.91 

11.0  l    1 

(C)  SOFTWARE 

INDUSTRY  AVERAGE 

33694.5 

26 

45 

2.0 

9.9 

485 

79 

5.5 

34.0 

4.3 

0.08 

0.38 

0.75 

0.94 

13.8 

Adobe  Systems  ADBE  (11) 

9642.8 

41 

67 

19.3 

25.8 

116 

44 

7.8 

34.9 

2.4 

0.12 

0.79 

1.13 

1.27 

15.0 

BMC  Software  BMC  (3) 

3762:6 

17 

-3 

-40.1 

1.0 

292 

333 

2.7 

17.0 

3.3 

0.00 

0.20 

0.51 

0.71 

10.0 

Cadence  Design  Systems  CDN 

4400.8 

17 

42 

26.3 

3.2 

303 

98 

4.1 

36.2 

2.3 

0.00 

0.27 

0.48 

0.77 

15.0 

Computer  Associates  International  CA  (3) 

13492.6 

23 

73 

NM 

-5.3 

311 

NM 

4.2 

NM 

3.2 

0.34 

-0.46 

0.60 

0.88 

12.0 

Compuware  CPWR  (3) 

2189.2 

6 

19 

-27.0 

3.0 

163 

48 

1.7 

23.6 

18.5 

0.00 

0.27 

0.03 

0.07 

11.0 

Electronic  Arts  ERTS  (3) 

13143.4 

44 

78 

NA 

17.1 

535 

37 

5.1 

30.7 

1.3 

0.00 

1.09 

1.76 

1.99 

20.0 

Intuit  INTU  (7) 

10029.5 

50 

7 

-10.7 

14.6 

543 

40 

6.0 

26.9 

1.8 

0.00 

0.24 

1.25* 

1.64 

22.5 

Microsoft  MSFT  (6) 

277796.5 

26 

-1 

4.8 

14.8 

417 

28 

8.5 

24.5 

2.8 

0.62 

0.70 

0.92* 

1,14 

10.0 

Oracle  ORCL  (5) 

62792.5 

12 

11 

18.9 

37.0 

366 

27 

6.6 

23.2 

2.5 

0.00 

0.43 

0.47 

0.53 

10.0 

PeopleSoft  PSFT 

7918.7 

21 

15 

1.3 

4.0 

256 

54 

3.8 

29.5 

3.2 

0.00 

0.57 

0.63 

0.89 

10.5 

Siebel  Systems  SEBL 

6509.8 

13 

78 

NM 

-4.2 

330 

NM 

4.7 

86.4 

9.9 

0.00 

-0.08 

0.12 

0.28 

11.0 

Symantec  SYMC  (3) 

10093.4 

33 

62 

39.6 

13.3 

475 

39 

6.4 

25.8 

1.8 

0.00 

0.77 

1.07 

1.19 

17.0 

Veritas  Software  VRTS 

16256.4 

38 

143 

-12.6 

3.8 

494 

127 

9.8 

49.1 

3.2 

0.00 

0.14 

0.80 

0.92 

15.0 

20     SEMICONDUCTORS  &  SEMICONDUCTOR  EQUIPMENT 

INDUSTRY  GROUP  AVERAGE 
Advanced  Micro  Devices  AMD 

24102.2 

6252.3 

29 

18 

118 

178 

14.4 

NM 

-11.5       543 

-51.4         274 

129 

NM 

6.3 

2.1 

36.8 

NM 

3.5 

NM 

0.10 

0.00 

-0.73 

-3.81 

0.13 

-0.88 

0.69 

0.25 

17.9 

15.0 

Agere  Systems  AGR.A  (9) 

5950.2 

4 

146 

NM 

-72.6        1164 

NM 

3.2 

NA 

NM 

0.00 

-0.49 

-0.22* 

0.06 

12.5 

Amkor  Technology  AMKR 

3245.2 

20 

310 

NM 

NM        1381 

NM 

2.4 

NM 

NM 

0.00 

-5.09 

-0.22 

0.76' 

17.5 

Analog  Devices  ADI  (10) 

18251.1 

50 

108 

9.0 

9.1 

555 

64 

8.9 

41.9 

3.2 

0.08 

0.28 

0.78* 

1.31 

20.0 

Applied  Materials  am  at  (10) 

40314.6 

24 

86 

NM 

-1.8        ! 

>00 

NM 

9.0 

NA 

NM 

0.00 

0.16 

-0.09* 

0.50 

20.0 

Atmel  ATML 

3172.8 

7 

202 

NM 

-15.6 

341 

NM 

2.5 

23.5 

NM 

0.00 

-1.37 

-0.32 

-0.05 

15.0 

Fairchild  Semiconductor  Intl.  FCS 

3061.3 

26 

143 

NA 

-7.3 

270 

NM 

2.2 

30.6 

8.4 

0.00 

-0.02 

0.21 

0.76 

15.0 

Intel  INTC 

219083.3 

34 

115 

-15.2 

12.1 

386 

49 

7.7 

22.9 

2.7 

0.24 

0.46 

0.82 

1.18 

15.0         J 

KLA-Tencor  KLAC  (6) 

11396.4 

59 

65 

34.5 

5.3 

194 

94 

9.0 

58.0 

4.2 

0.00 

1.10 

0.70* 

0.91 

20.0         i 

Linear  Technology  LLTC  (6) 

13572.2 

43 

68 

4.4 

13.3 

716 

54 

21.3 

45.4 

2.9 

0.56 

0.60 

0.74* 

0.94 

20.0 

LSI  Logic  LSI 

3566.4 

9 

63 

NM 

-17.2 

177 

NM 

2.1 

NM 

NM 

0.00 

-0.79 

-0.07 

0.24 

18.0         C 

Maxim  Integrated  Products  MXIM  (6) 

17143.0 

52 

58 

2.2 

14.8 

783 

55 

14.6 

NA 

2.3 

0.61 

0.73 

0.91* 

1.13 

25.0         E 

Micron  Technology  MU  (8) 

7934.8 

13 

34 

NM 

-25.4 

160 

NM 

2.6 

NM 

NM 

0.00 

-1.51 

-2.11* 

-0.11 

18.0         C 

National  Semiconductor  NSM  (5) 

8266.2 

45 

197 

NM 

NA 

471 

NM 

4.9 

36.7 

2.6 

0.00 

-0.18 

1.17 

1.53 

15.0         C 

NVIDIA  NVDA  (1) 

3442.9 

21 

84 

70.4 

10.0 

341 

35 

1.9 

19.7 

2.3 

0.00 

0.54 

0.47 

0.68 

20.0         t 

TeradyneTER 

4815.6 

25 

93 

NM 

-64.8 

515 

NM 

3.6 

NM 

NM 

0.00 

-3.93 

-0.59 

0.50 

17.0         C 

Texas  Instruments  TXN 

51503.4 

30 

98 

NM 

0.8 

451 

595 

5.6 

31.1 

3.5 

0.29 

-0.20 

0.43 

0.84 

20.0         E 

Xilinx  XLNX  (3) 

12868.5 

38 

82 

-4.2 

7.0        602 

90 

10.6 

58.2 

2.7 

0.00 

0.36 

0.69 

0.93 

20.0         E 

21     TECHNOLOGY  HARDWARE  &  EQUIPMENT 

1 

- 

INDUSTRY  GROUP  AVERAGE            16945.0 
(A)  COMMUNICATIONS  EQUIPMENT 

25 

78 

-6.8 

1.2       386 

58 

1.8 

34.8 

3.2 

0.27 

-0.17 

0.50 

1.03 

13.7 

INDUSTRY  AVERAGE 

29971.6 

21 

135 

13.8 

-4.9 

537 

42 

3.7 

32.4 

4.8 

0.33 

-0.78 

0.29 

0.66 

11.9 

Avaya  AV  (9) 

5692.4 

14 

455 

NM 

-44.0      2846 

NM 

1.3 

NA 

NM 

0.00 

-2.44 

-0.23* 

0.39 

10.5          N 

Cisco  Systems  CSCO  (7) 

156925.1 

23 

73 

13.6 

14.8 

572 

40 

8.2 

27.9 

3.0 

0.00 

0.25 

0.50* 

0.70 

15.0         B 

Corning  GLW 

15255.1 

11 

247 

NM 

-25.3 

>95 

NM 

5.1 

NA 

7.5 

0.00 

-1.85 

0.10 

0.24 

15.0         C 

Harris  HRS  (6) 

2582.6 

39 

47 

9.3 

5.4 

214 

39 

1.2 

21.2 

2.9 

1.03 

1.25 

0.90* 

1.64 

15.0         B 

Lucent  Technologies  LU  (9) 

13340.8 

3 

154 

NM 

NM 

NM 

NM 

.  1.6 

64.1 

NM 

0.00 

-3.51 

-0.29* 

0.00 

8.8         N 

Motorola  MOT 

32681.9 

14 

62 

NM 

4.8 

273 

56 

1.2 

14.1 

6.7 

1.14 

-1.09 

0.21 

0.43 

10.0         B 

Qualcomm 
Scientific-A 

3COM  (9) 

35566.6 

45 

22 

32.6 

10.9         468 

44 

9.0 

34.8 

2.9 

0.63 

0.44 

1.01* 

1.41 

15.0         B 

tlanta  SFA  (6) 

4383.7 

29 

144 

-0.4 

8.4 

278 

33 

2.9 

NA 

5.6 

0.14 

0.66 

0.65* 

1.10 

8.0         8 

Tellabs  TLA 
(B)  CCMF 
INDUSTRY 

B 

'UTERS  &  PERIPHERALS 

3316.0 

8 

10 

NM 

-14.0 

153 

NM 

3.3 

NM 

NM 

0.00 

-0.76 

-0.24 

0.01 

10.0         B 

WERAGE 

26622.2 

30 

69 

-10.3 

8.5 

J57 

51 

1.5 

44.3 

3.1 

0.28 

0.60 

0.98 

1.35 

12.7 

Apple  Computer  AAPL  (9) 

7668.3 

21 

46 

-45.2 

1.6 

182 

110 

1.2 

71.0 

10.0 

0.00 

0.18 

0.19* 

0.40 

11.0         B 

Dell  DELL  ( 

1) 

88775.8 

35 

29 

9.0 

42.5        1510 

36 

2.2 

32.4 

2.3 

0.00 

0.80 

1.01 

1.22 

15.0         B 

154     BusinessWeek  I  niprember  ?°i  ?Of)3 
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'I'll  drive." 


Certified  excitement. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 
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'e  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW 
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Pre  Owned 


bmwusa.com 

1  BOO  334  -18MVV 
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The  Ultimate 
Driving  Machine' 


he  date  of  the  e< 

jm.  O200  • 


STMENT  OUTLOOK  SCOREBOARD 


COMPANY  STOCK  SYMBOL  (FY) 

Diebold  DBD 

EMC  EMC 

Gateway  GTW 

Hewlett-Packard  HPQ  (10) 

International  Business  Machines  IBM 

Lexmark  International  LXK 

Maxtor  MXO 

NCR  NCR 

Seagate  Technology  STX  (6) 

Storage  Technology  STK 

Sun  Microsystems  SUNW  (6) 

Unova  UNA 

Western  Digital  WDC  (6) 

(C)  ELECTRONIC  EQUIPMENT  & 
INDUSTRY  AVERAGE 

Agilent  Technologies  A  (10) 
Agilysys  AGYS  (3) 
Anixter  International  AXE 
Arrow  Electronics  ARW 
Avnet  AVT  (6) 
AVX  AVX  (3) 
Bell  Microproducts  BELM 
Benchmark  Electronics  BHE 
CDW  CDWC 
Ingram  Micro  IM 
Jabil  Circuit  JBL  (8) 
Mettler-Toledo  International  MTD 
Molex  MOLX  (6) 
PerkinElmer  PKi 
Sanmina-SCI  SANM  (9) 
Solectron  SLR  (8) 
Tech  Data  TECD  (1) 
Thermo  Electron  TMO 
Vishay  Intertechnology  VSH 

(D)  OFFICE  ELECTRONICS 
INDUSTRY  AVERAGE 

Xerox  XRX 

MATERIALS 

SECTOR  AVERAGE 


22     MATERIALS 


MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2003     EARNINGS 
PRICE     GROWTH 
CHANGE  1998-2002 
%            % 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSTS 

LONG-TERt.'  1 
2003       2004     GROWTH    1 
ANALYST     CON-        RATE      1 
EST.      SENSUS        % 

3851.5 

53 

29  * 

13.7 

12.7 

357 

28 

1.9 

19.2 

2.2 

1.28 

183 

2.40 

2.67 

10.0 

30051.2 

14 

124 

NM 

2.8 

403 

138 

5.1 

39.6 

3.8 

0.00 

-0.05 

0.18 

0.32 

20.0 

1446.4 

4 

42 

NM 

-46.8 

227 

NM 

0.4 

NM 

NM 

0.00 

-0.95 

-0.92 

-0.33 

10.0 

66285.3 

22 

25 

-14.3 

6.7 

176 

26 

0.9 

13.1 

2.6 

1.47 

-0.31 

0.83* 

1.43 

10.0 

155767.2 

91 

17 

1.8 

24.9 

570 

23 

1.8 

15.4 

2.1 

0.71 

3.07 

4.28 

4.88 

10.0 

9930.4 

77 

28 

11.9 

28.2 

673 

24 

2.2 

17.7 

2.0 

0.00 

2.79 

3.22 

3.57 

12.0      1 

2723.8 

11 

121 

NM 

10.0 

407 

41 

0.7 

8.7 

1.2 

0.00 

-1.09 

0.75 

0.89 

12.5 

3294.6 

35 

47 

1.8 

2.7 

252 

103 

6.6 

9.3 

6.8 

0.00 

1.27 

0.59 

0.85 

8.8 

8867.8 

20 

84 

NA 

47.2 

574 

13 

1.3 

7.5 

1.2 

0.81 

0.36 

1.36* 

1.61 

12.0 

2775.8 

25 

18 

-13.9 

10.8 

216 

20 

1.3 

12.4 

1.4 

0.00 

1.02 

1.21 

1.42 

15.0 

13916.4 

4 

37 

NM 

-58.5 

226 

NM 

1.2 

NM 

NM 

0.00 

-0.18 

-1.07* 

-0.19 

14.0 

1421.5 

24 

299 

-58.0 

-5.7 

343 

NM 

1.2 

317.7 

NM 

0.00 

0.04 

-0.15 

0.47 

20.0 

2556.4        12 
INSTRUMENTS 

95 

NM 

47.5 

742 

48 

0.9 

11.4 

1.4 

0.00 

0.28 

0.88* 

0.99 

10.0 

3518.9 

24 

59 

-7.1 

-2.2 

226 

68 

1.0 

28.8 

2.6 

0.24 

-0.52 

0.21 

0.98 

15.9   • 

13461.3 

28 

57 

NM 

-63.4 

477 

NM 

2.2 

NM 

NM 

0.00 

-2.20 

-3.78* 

0.72 

10.0 

361.6 

11 

23 

NM 

-8.9 

122 

NM 

0.3 

NA 

3.2 

1.07 

-0.96 

0.23 

0.51 

15.0 

835.0 

23 

-1 

4.2 

5.9 

126 

22 

0.3 

13.1 

1.4 

0.00 

1.14 

1.13 

1.39 

14.3 

2356.9 

23 

83 

-46.1 

0.6 

174 

260 

0.3 

31.6 

2.9 

0.00 

0.12 

0.64 

0.98 

12.5 

2551.6 

21 

97 

NM 

-3.1 

139 

NM 

0.3 

100.4 

NM 

0.00 

-0.71 

-0.39* 

0.66 

13.8 

2623.8 

15 

54 

NM 

-7.8 

189 

NM 

2.5 

31.1 

NM 

0.99 

-0.07 

-0.23 

0.15 

12.5 

226.8 

9 

56 

NM 

-3.3 

126 

NM 

0.1 

39.3 

NM 

0.00 

-0.37 

-0.17 

0.33 

NA 

1344.5 

37 

92 

2.6 

8.6 

210 

26 

0.7 

16.0 

1.5 

0.00 

1.01 

1.26 

1.44 

20.0 

4949.2 

60 

36 

30.1 

17.6 

494 

29 

1.1 

25.9 

1.4 

0.50 

2.10 

2.16 

2.55 

20.0 

2209.0 

15 

18 

-61.2 

5.2 

124 

24 

0.1 

12.3 

1.4 

0.00 

0.04 

0.69 

0.89 

15.0 

5484.0 

28 

54 

-19.0 

2.7 

345 

131 

1.2 

20.5 

5.8 

0.00 

0.17 

0.21* 

0.94 

22.5 

1744.7 

39 

22 

23.4 

16.3 

302 

19 

1.4 

14.6 

1.2 

0.00 

2.21 

2.18 

2.44 

14.5 

6122.0 

32 

39 

-16.8 

4.5 

317 

70 

3.3 

19.4 

4.9 

0.31 

0.39 

0.44* 

0.76 

15.0 

2144.1 

17 

105 

NM 

2.2 

165 

74 

1.4 

19.9 

1.6 

1.66 

-0.03 

0.56 

0.76 

18.5         1 

6218.6 

12 

171 

NM 

-4.1 

187 

NM 

0.6 

NA 

NM 

0.00 

-5.60 

-0.27* 

0.21 

20.0 

4870.7 

6 

65 

NM 

NM 

343 

NM 

0.4 

NM 

NM 

0.00 

-4.02 

-3.75* 

-0.03 

20.0 

2092.7 

37 

37 

NM 

-15.8 

139 

NM 

0.1 

NM 

1.8 

0.00 

-3.55 

1.72 

2.09 

12.3         1 

3892.4 

24 

19 

18.9 

7.4 

174 

24 

1.9 

17.4 

1.5 

0.00 

1.12 

1.09 

1.26 

15.0         ( 

3371.1 

21 

88 

NM 

-4.4 

139 

NM 

1.6 

41.1 

5.3 

0.00 

-0.58 

0.27 

0.60* 

15.0         1 

9644.8 

12 

51 

-54.9 

2.1 

360 

111 

0.6 

9.8 

3.1 

0.00 

0.10 

0.53 

0.71 

7.5 

9644.8 

12 

51 

-54.9a 

2.1 

360 

111 

0.6 

9.8 

3.1 

0.00 

0.10 

0.53 

0.71 

7.5         E 

4660.0 


30 


24 


-3.5 


24.2 


590 


47        0.9 


11.3 


6.7 


1.71 


0.48        0.91         1.66         9.0 


INDUSTRY  GROUP  AVERAGE 
(A)  CHEMICALS 

4660.0 

30 

24 

-3.5 

24.2 

590 

47 

0.9 

11.3 

6.7 

1.71 

0.48 

0.91 

1.66 

9.0 

INDUSTRY  AVERAGE 

5136.2 

29 

18 

-4.6 

49.9 

999 

35 

1.0 

12.7 

4.8 

1.86 

0.73 

1.12 

1.71 

8.9 

Air  Products  &  Chemicals  APD  (9) 

10544.0 

48 

12 

-3.7 

10.6 

280 

27 

1.7 

10.1 

2.7 

1.92 

2.36 

1.79* 

2.48 

10.0 

AirgasARG(3) 

1427.6 

19 

12 

7.0 

11.2 

221 

20 

0.8 

9.3 

1.7 

0.83 

0.94 

1.06 

1.22 

11.0 

Cabot  CBT  (9) 

1795.8 

29 

10 

0.3b 

6.4 

172 

28 

1.0 

8.8 

2.3 

2.06 

1.48 

1.04* 

1.87 

12.0 

Crompton  CK 

673.0 

6 

2 

-52.2 

-18.1 

209 

NM 

0.3 

11.0 

37.6 

3.31 

0.13 

0.02 

0.49 

7.0 

Cytec  Industries  CYT 

1413.9 

36 

33 

-7.9 

13.4 

198 

15 

1.0 

7.6 

2.0 

0.00 

1.96 

2.32 

2.58 

8.0 

Dow  Chemical  DOW 

34566.1 

38 

26 

NM 

0.0 

434 

NM 

1.1 

18.9 

4.6 

3.57 

-0.44 

1.15 

1.90 

7.0 

DuPont  DD 

41325.4 

41 

-2 

6.1 

8.0 

481 

59 

1.6 

17.7 

2.7 

3.38 

1.84 

1.61 

2.11 

9.5 

Eastman  Chemical  EMN 

2754.5 

36 

-3 

-24.6 

-30.0 

279 

NM 

0.5 

32.8 

5.8 

4.93 

1.02 

0.88 

1.73 

7.0 

Ecolab  ECL 

6766.1 

26 

6 

8.1 

21.2 

549 

27 

1.8 

14.4 

2.1 

1.11 

0.81 

1.02 

1.14 

12.0 

Engelhard  EC 

3741.1 

30 

33 

0.8 

19.1 

313 

17 

1.0 

10.5 

1.7 

1.48 

1.31 

1.78 

1.94 

10.0 

Ferro  FOE 

937.3 

23 

-7 

NA 

3.8 

233 

47 

0.6 

NA 

3.5 

2.56 

0.81 

0.65 

1.19 

10.0 

FMC  FMC 

1053.8 

30 

10 

-12.0 

6.5 

210 

33 

0.6 

NA 

2.4 

0.00 

2.01 

1.82 

2.46 

7.0 

Fuller  (H.B.)FUL  (11) 

758.1 

27 

3 

14.6 

7.5 

159 

22 

0.6 

8.4 

1.9 

1.69 

0.98 

1.55 

1.73 

9.0 

Georgia  Gulf  GGC 

925.0 

28 

23 

-14.1 

17.9 

686 

38 

0.7 

'   10.4 

9.6 

1.12 

0.97 

0.59 

2.63 

5.0 

Great  Lakes  Chemical  GLK 

1146.9 

23 

-5 

-2.7 

1.1 

152 

134 

0.8 

11.7 

7.7 

1.59 

0.94 

0.37 

0.88 

8.0 

Hercules  HPC 

1113.5 

10 

14 

NM 

NM 

NM 

15 

0.6 

NA 

1.8 

0.00 

-0.45 

0.74 

0.95 

7.5 

IMC  Global  IGL 

837.0 

7 

-32 

NM 

-13.4 

153 

NM 

0.4 

8.4 

NM 

1.10 

-0.12 

-0.77 

0.07 

20.0 

International  Flavors  &  Fragrances  IFF 

3035.7 

32 

-7 

-0.5 

25.9 

454 

18 

1.6 

11.7 

NA 

1.97 

1.84 

2.08 

2.28 

NA 

Lubrizol  LZ 

1553.4 

30 

-1 

17.9 

11.2 

166 

15 

0.8 

7.6 

2.3 

3.45 

2.44 

2.04 

2.28 

6.5 

Lyondell  Chemical  LYO 

2411.2 

15 

17 

NM 

-30.5 

237 

NM 

0.6 

NM 

NM 

6.06 

-0.99 

-1.75 

-0.22 

3.0 

Millennium  Chemicals  MCH 

688.8 

11 

14 

NM 

NM 

NM 

NM 

0.4 

7.6 

NM 

0.00 

-0.44 

-0.99 

0.41 

3.0 
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ey're  where  you've  been, 
ey're  where  you  are. 
Iiey're  where  you're  going 


t's  San  Francisco,  tomorrow  Dallas,  and  so  it  goes,  one  city  after  the  other  —  a  juggling  act  that  can  run  down  the  best  of  us. 
fit  is  the  modern 'business  traveler  to  do?  T-Mobile  HotSpot.  There  are  over  3,500  of  them  nationwide  and  each  offers  wireless 
ind  Internet  service  for  your  Wi-Fi  enabled  laptop  or  PDA.  Check  e-mails,  download  files  and  send  out  important  presentations,  all 
e  road  that  you  call  home.  It's  Wi-Fi  in  its  most  reliable  and  secure  form,  and  it's  here  to  help  you  make  it  out  there.  For  more 
ition.  log  on  to  www.t-mobile.com/hotspot. 
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when  it  comes  to  yout  career 

it  really  is  who  you  know! 


BusinessWeek  online 
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i  Executive 
f  REGISTRY 


Search  $100K+  Executive  Positions      •  Enter  the  "hidden  job  market' 
•  Access  thousands  of  pre-qualified  executive  recruiters 

Completely  confidential 


Visit  www.businessweek.com/careers 


Now  I  know  where  I  want  to  retire. 
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A  wish  can  teach  a  sick  child  that  anything  is  possible.  Even  the  future. 
To  see  how,  call  1-800 -722- WISH  or  visit  us  at  www.wish.org. 

Share  the  power  of  a  wish*. 
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IREPORT 


25    Years     on     Public     TV 


Watch  Nightly  Business  Report  January  19th  for  the  announcement  of  the 

"25  Most  Influential  Business  Persons  of  the  Past  25  Years, "  as  selected 

by  a  panel  of  professors  from  the  Wharton  School. 
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FRANKLIN  TEMPLLTON 
INVESTMENTS 


There  is  one  category  exclusive  national  sponsorship  available.  For  more  information,  call  Stuart  Zuckerman  at  646.935.4 
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VESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


MON(8) 


OMG 
•OL 
itries 

< 

.aas  ROH 

■national  RPM  (5) 

Irich  SIAL 

31 

AL  (10) 

ISTRUCTION  MATERIALS 

Y  AVERAGE 

lorth  America  LAF 

arietta  Materials  MLM 


MARKET 
VALUE 

1067.1 

686.5 

545.9 

99356 

11648.2 

8902.5 

1749.4 

1882.1 

3758.5 

287.4 

2438.9 


RECENT 

PRICI 


18 
24 

6 
58 
72 
40 
15 
59 
54 

3 
48 


2504.1  39 
2796.5  38 
2081.7        43 


2001 

PRICI 

CHANGi 

41 

1/ 

252 

52 

17 
24 
24 
-1 
21 
10 
-24 
9 

23 

16 
39 


CROW I H 


NM 

MM 

NM 

NM 

5.8 

-18.9 

-22.7 

0.8 

16.0 

NM 

4.1 


RETURN 
EQUITY 


-16.2 
18.7 
19.8 
4.4 
4.3 
14.3 
20.8 
NM 
12.9 


RATIO 


553 

142 
103 
394 
405 
277 
194 
258 
382 
NM 
281 


NM 

NM 

NM 

21 

21 

63 

46 

18 

19 

NM 

22 


0.7 

0.2 
1.2 

2.1 

14 
0.8 

1.0 
3.0 

0.1 
1.1 


.VTH      VIELD 
RATE  % 


-3.2 

3.1 

-5.2 


ustries  T  x  1  (5) 

615.8 

29 

20 

NA 

-6.0 

87 

NM 

aterials  VMC 

4522.6 

44 

19 

-7.4 

11.3 

256 

23 

4TAINERS  &  PACKAGING 

5.4         160        20        1.0 

8.7  110         13        0.8 

7.8  185  24  1.2 
0.4 
1.6 


141 
NA 

12.4 

19       - 
000 

NM 
11.4 
10.8 

NM 
24 
2.1 

000       - 
3.01 
1.50 

14.6 

2.4 

2.19 

17.8 

1.5 

3.70 

13.5 

1.5 

0.00 

13.8 

NM 

2.0 

NM 

1.19 
0.00 

13.8 

1.9 

1.24 

9.2 

1.9 

1.76 

6.9  1.5 

9.1  1.8 

11.4  NM 

9.5  2.4 


2.10 
1.69 
1.03 
2.20 


0.36 
3.33 
0.98 
0.30 
3.19 
2.54 
0.08 
234 

1.59 
3.64 
2.00 
-1.15 
1.86 


3.50 
166 
1.16 
3.23* 
2.66 
-0.66 
2.17* 


C 

8.0 

8 

4.04 
203 
1.27 
4.05 
2.85 
-0.27 
2.82 


BECOMMUNICATION  SERVICES 

QR  AVERAGE  18772.1 


22 


LECOMMUNICATION  SERVICES 


ICSTRY  GROUP  AVERAGE 


18772.1        22 


27 


27 


5.3 


4.1 


496 


40 


1.2 


6.4 


4.6 


1.47 


-2.04        0.96 


1.11 


(I 


IVERSIFIED  TELECOMMUNICATION  SERVICES 
rRY  AVERAGE  23334.3        20  1 

14171.0        •!'>         11 
15650.2        20      -24 


•I  uth 


48103.4        26 


1 


5.3 

4.1 

496 

40 

1.2 

6.4 

4.6 

1.47 

-2.04 

0.96 

1.20 
318 

1.11 

5.3 

10.2 

407 

27 

12 

6.8 

6.1 

212 

-145 

10  8 

140 

208 

15 

1  7 

6.4 

388 

6.7 

116 

17 

0.4 

27 

NM 

4.79 

1.69 

14 

6.3 

8.0 
10.0 
10.0 

8.5 
12.0 
10.0 

NA 
12.0 


.39 

2.23 

9.4 

.87 

3.62 

9.0 

.01 

2.45 

11.5 

.38 

0.43 

8.0 

.06 

2.42 

9.0 

6.7 


6.7 


20 


(; 
C 

B 

A 

A 

A- 

8 

A+ 

NR 

A 


A- 
8+ 
B 
A- 


■i 

Y  AVERAGE 

2282.8 

30 

12 

9.2 

8.2 

372 

24 

0.7 

8.5 

12.3 

1.28 

0.78 

1.47 

2.01 

8.0 

3156.3 

56 

9 

55.8 

30.1 

460 

15 

0.7 

7.9 

1.2 

1.07 

2.77 

3.90 

4.34 

11.5 

B 

MS 

2416.6 

46 

-8 

13.1 

14.3 

227 

16 

0.9 

8.6 

2.0 

2.46 

3.08 
-1.33 

2.91 

3.24 

8.0 
8.0 
10.0 
6.0 
3.4 

A+ 

oldings  CCK 

1237.5 

8 

-6 

NM 

NM 

1628 

NM 

0.2 

14.2 

93.8 

0.00 

0.01 
1.46 

0.55 
2.33 

C 

If  (10) 

758.0 

34 

43 

NA 

1.7 

134 

81 

0.4 

7.7 

2.3 

1.65 

1.38 

B+ 

linois  0! 

1667.2 

11 

-23 

NM 

5.8 

113 

15 

0.3 

2.8 

1.5 

0.00 

-0.08 

1.26 
0.38 
1.44 
0.85* 

1.53 
0.86 

B- 

<g  Corp.  of  America  PKG 

2063.0 

20 

8 

-11.8 

-0.3 

257 

NM 

1.2 

13.5 

15.5 

3.04 

0.45 

NR 

[rv 

3521.5 

22 

3 

29.5 

18.4 

345 

19 

1.1 

10.0 

1.5 

0.00 

1.37 
0.87 

1.63 

1.16 

10.5 
8.0 

10.0 
7.0 
7.0 

NR 

in  RKT  (9) 

552.2 

16 

18 

-5.6b 

7.0 

131 

19 

0.4 

5.4 

2.3 

2.14 

B 

lir  SEE 

4482.3 

53 

41 

NM 

-36.3 

435 

NM 

1.3 

NM 

2.1 

0.00 

-4.30 

2.47 
3.13 
-0.26 
1.22 
0.37 

0.04 
-2.63 

2.91 
3.78 
0.48 

NR 

loldings  SLGN 

628.9 

34 

40 

5.6 

44.0 

546 

12 

0.3 

3.9 

1.6 

0.00 

2.96 

B- 

Istone  Container  SSCC 

4056.9 

16 

7 

NM 

-4.4 

186 

NM 

0.5 

12.5 

NM 

0.00 

0.28 
1.39 
1.25 

B- 

Products  SON 

2068.5 

21 

-7 

-7.0 

10.3 

227 

22 

0.8 

NA 

2.2 
21.7 

3.93 
2.41 

1.40 
1.94 

1.17 

8.0 
7.0 

11.4 

B+ 

Inland  TIN 
ITALS  &  MINING 

3067.8 

57 

26 

-6.0 

7.5 

150 

20 

0.7 

7.3 

B 

RY  AVERAGE 

5486.8 

28 

44 

-16.9 

-1.4 

226 

54 

1.2 

12.9 

6.8 

1.50 

-0.16 

1  Holding  AKS 

325.4 

3 

-63 

NM 

NM 

242 

NM 

0.1 

NM 

NM 

0.00 

-4.42 

-1.45 

8.0 
14.0 
10.5 
10.0 
12.0 
27.5 
12.0 
15.0 

C 

k 

28392.3 

33 

44 

-16.4 

5.2 

257 

48 

1.4 

16.1 

2.0 

NM 

1.83 
2.93 

0.58  ' 
-0.82 

1.16 

-1.27 

-0.10 

0.06 

1.29 

1.71 
-0.70 
1.12 
1.23 
1.83 

B+ 

ny  Technologies  ATI 

661.7 

8 

32 

NM 

-34.8 

191 

NM 

0.3 

NM 

B- 

ltd  AC  1 

1391.9 

26 

23 

NM 

-1.1 

214 

NM 

0.9 

8.7 

7.3 

NM 
30.0 

0.87 
2.64 

-0.05 
0.15 

NR 

linergy  CNX 

1908.1 

21 

23 

-45.7 

3.7 

583 

142 

0.9 

NR 

1-McMoRan  Copper  &  Gdld  FCX 

7439.7 

44 

159 

7.7 

24.1 

NM 

30 

3.2 

13.9 

1.2 

0.83 

0.89 

-0.44 

B 

Energy  MEE 

1046.7 

14 

43 

NM 

-3.4 

135 

NM 

0.7 

6.4 

NM 

1.15 

-0.55 
0.92 

0.51 
1.33 

NR 

nt  Mining  NEM 

19718.6 

48 

66 

NM 

7.2 

331 

45 

6.2 

19.7 

3.5 

0.42 

0.39 

B- 

H 
it 

4392.9 

56 

36 

-8.7 

3.7 

189 

51 

0.7 

10.0 

5.4 

1.43 

1.48 
0.00 
2.22 
0.80 
4.47 

2.10 
2.03 

2.07 
1.96 
-3.54 
-0.51 
0.62 
0.87 

-0.46 
-0.03 
-2.50 
-0.80 

0.61 
-0.21 
-0.01 
-1.79 

1.09 

0.69 

1.72 

0.01 

-0.23 

-1.03 

0.59 

0.44 
0.28 

-3.32 
1.21 
0.75 
1.87 

-0.16 
1.18 
173 

2.24 
2.16 
2.98 
0.10 
2.37 
0.96 

1.45 
1.30 
0.53 
2.06 
1.69 
1.56 
0.87 
0.85 
2.77 

15.0 
6.5 
0.0 
NA 
8.0 
9.0 

7.0 
7.0 
7.5 
5.5 
7.0 
7.0 
11.0 
4.0 
7.0 

B+ 

1  Energy  BTU 

1827.8 

34 

15 

NA 

4.5 

167 

37 

0.7 
1.5 

6.5 
22.6 
20.7 

NM 

3.0 
NM 
NM 
NM 

NR 

Dodge  PD 

5686.6 

64 

101 

NM 

-9.8 

201 

NM 

C 

iTullRT 

223.7 

9 

48 

NM 

-3.1 

56 

NM 

0.1 

B- 

States  Steel  X 

2566.9 

25 

89 

-37.6 

-23.3 

182 

NM 

0.3 

B- 

r 

tgton  Industries  WOR  (5) 

1232.3 

14 

-6 

-0.6 

8.5 

196 

23 

0.6 

10.1 

9.4 

2.7 
6.5 

B 

[» 

.PER  &  FOREST  PRODUCTS 

* 

RY  AVERAGE 

6189.3 

33 

34 

-3.5 

-0.1 

166 

172 

0.6 

h 

ascade  BCC 

1757.3 

30 

17 

NM 

0.2 

139 

492 

NM 

0.2 
0.9 

5.5 
19.4 

6.9 
10.2 

15.1 

B- 

w 

r  BOW 

2333.0 

41 

-3 

NM 

-13.0 

140 

NM 
4.1 
7.1 
1.4 
NM 
6.8 

1.96 
1.83 
2.69 
0.00 
3.61 
1.86 
2.81 

B- 

0 

i-Pacific 

6929.6 

27 

69 

NM 

-0.8 

143 

NM 

0.3 
0.7 

B- 

tional  Paper  IP 

17875.7 

37 

6 

0.4 

1.7 

229 

133 

B- 

na-Pacilic  LPX 

19155 

18 

124 

NM 

6.7 

171 

26 

1.0 

9.2 

C 

'estvaco  MWV 

5118.3 

26 

3 

NM 

-0.2 

109 
210 

NM 

NM 

0.7 
07 

7.8 
86 

B- 

h 

927  2 

32 

35 

NM 

0.2 

B- 

taeuser  WY 

12657.8 

57 

16 

-7.4 

4.7 

183 

39 

0.7 

7.8 

4.7 

B 
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EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

DECENT 
SHARE 
PRICE 

2003     EARNINGS 
PRICE     GROWTH 
CHANGE  1998-2002 
% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 
TO 

GROWTH 
RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYSI'  j 

LONG-TEfll 

2003        2004     GROWTh  1 

ANALYST     CON-        RATE    1 

EST.      SENSUS        % 

CenturyTel  CTL 

4714.6 

33 

11 

12.1 

9.1 

141 

15 

2.0 

6.1 

3.5 

0.67 

1.33 

2.39 

2.51 

4.0   1 

Cincinnati  Bell  CBB 

1394.3 

6 

62 

NM 

NM 

NM 

NM 

0.8 

NM 

13.7 

0.00 

-11.18 

0.42 

0.48 

10    1* 

Citizens  Communications  CZN 

3088.2 

11 

3 

NM 

5.2 

225 

43 

1.2 

4.4 

2.2 

0.00 

-2.93 

0.44 

0.46 

10.9 

IDT  IDT.C  (7) 

1541.4 

19 

9 

NM 

-2.0 

172 

NM 

0.8 

21.5 

NM 

0.00 

-2.08 

-0.22* 

-0.07 

NA 

Level  3  Communications  LVLT 

3594.5 

5 

12 

NM 

NM 

2396 

NM 

0.9 

NM 

NM 

0.00 

-2.74 

-1.44 

-1.28 

18.1 

Qwest  Communications  International  Q 

6447.6 

4 

-27 

NM 

NM 

NM 

41 

0.4 

NA 

NM 

0.00 

-10.48 

-0.35 

-0.19 

-5.8 

SBC  Communications  SBC 

77072.4 

23 

-14 

-0.3 

19.6 

203 

10 

1.8 

5.0 

7.5 

4.85 

2.23 

1.55 

1.45 

2.0 

Sprint  FON  Group  FON 

13545.0 

15 

4 

62.3 

1.5 

103 

71 

.0.9 

4.9 

NM 

3.34 

1.18 

1.44 

1.36 

-0.5 

Verizon  Communications  VZ                     90689.3       33 
(B)  WIRELESS  TELECOMMUNICATION  SERVICES 

-15 

-3.7 

20.7 

258 

13 

1.3 

4.3 

6.3 

4.69 

1.67 

2.60 

2.37 

2.0 

INDUSTRY  AVERAGE 

9647.8 

26 

80 

-7.0 

674 

69 

1.3 

5.7 

2.2 

0.16 

-3.24 

0.48 

0.99 

17.1 

AT&T  Wireless  Services  AWE 

17310.0 

8 

33 

NM 

1.3 

83 

54 

1.0 

5.1 

2.3 

0.00 

-0.82 

0.19 

0.21 

17.2 

Nextel  Communications  NXTL 

27761.7 

25 

119 

NM 

45.3 

563 

12 

2.7 

6.9 

1.4 

0.00 

1.78 

1.17 

1.75 

15.0 

Sprint  PCS  Group  PCS 

4750.2 

5 

5 

NM 

-84.9 

2487 

NM 

0.4 

2.5 

NM 

0.00 

-0.58 

-0.46 

-0.25 

19.0 

Telephone  &  Data  Systems  TDS 

3601.5 

63 

33 

NM 

0.7 

117 

169 

1.1 

6.0 

2.9 

0.99 

-16.85 

1.35 

2.42 

16.2 

U.S.  Cellular  USM 

2980.7 

35 

38 

NM 

2.9 

120 

42 

1.2 

7.0 

2.0 

0.00 

-0.22 

0.95 

1.40 

18.0' 

Western  Wireless  WWCA 

1482.7 

19 

252 

NM 

NM 

NM 

NM 

1.1 

6.6 

NM 

0.00 

-2.73 

-0.30 

0.42 

NA 

UTILITIES 

SECTOR  AVERAGE 

5105.2 

28 

28 

2.3 

6.0 

162 

15 

0.8 

7.1 

5.4 

3.64 

1.14 

2.02 

2.10 

4.6 

24     UTILITIES 

INDUSTRY  GROUP  AVERAGE 
(A)  ELECTRIC  UTILITIES 

5105.2 

28 

28 

2.3 

6.0 

162 

15 

0.8 

7.1 

5.4 

3.64 

1.14 

2.02 

2.10 

4.6 

INDUSTRY  AVERAGE 

6570.2 

33 

16 

-1.6 

7.4 

159 

17 

1.0 

7.0 

3.8 

4.15 

1.89 

2.43 

2.52 

4.2 

Aliiant  Energy  LNT 

2700.1 

24 

48 

-9.3 

5.0 

117 

19 

0.9 

6.3 

5.2 

4.09 

0.84 

1.58 

1.68 

3.0 

Ameren  AEE 

7162.3 

44 

6 

-1.9 

9.5 

165 

16 

1.8 

7.6 

5.0 

5.76 

2.60 

2.96 

3.00 

3.0 

American  Electric  Power  AEP 

10937.7 

28 

1 

-61.4 

0.2 

129 

NM 

0.7 

8.2 

3.1 

5.06 

0.06 

2.21 

2.21 

4.0 

CenterPoint  Energy  CNP 

2962.6 

10 

14 

NM 

21.0 

184 

9 

0.3 

3.1 

2.4 

4.12 

1.29 

1.33 

0.41 

3.0 

CINergy  CIN 

6502.2 

37 

8 

9.5 

12.1 

177 

14 

1.0 

7.4 

3.5 

5.03 

2.34 

2.61 

2.76 

4.0 

CMS  Energy  CMS 

1271.1 

8 

-16 

NA 

-37.2 

94 

NM 

0.2 

NM 

2.2 

0.00 

-2.99 

0.78 

0.84 

4.5 

Consolidated  Edison  ED 

9080.6 

40 

-6 

0.8 

8.9 

140 

15 

0.9 

8.1 

4.8 

5.56 

3.13 

2.81 

2.86 

3.0 

Dominion  Resources  D 

19527.5 

60 

10 

14.6 

6.4 

178 

25 

1.7 

10.0 

2.3 

4.28 

4.82 

4.69 

4.99 

5.5 

DPL  DPL 

2446.5 

19 

26 

-12.4 

17.8 

263 

14 

2.1 

8.0 

3.7 

4.96 

0.72 

1.32 

1.32 

4.0 

DTE  Energy  DTE 

6346.6 

38 

-19 

6.0 

8.9 

125 

14 

0.9 

5.4 

2.4 

5.46 

3.83 

3.14 

3.49 

5.0 

Edison  International  EIX 

6653.1 

20 

72 

17.0 

11.9 

128 

11 

0.6 

3.8 

2.4 

0.00 

3.46 

2.09 

1.60 

4.0 

Entergy  ETR 

12078.2 

53 

16 

-2.7 

9.9 

138 

13 

1.3 

6.5 

2.1 

3.41 

2.64 

4.21 

4.2J 

6.0 

Exelon  EXC 

20216.4 

62 

17 

22.1 

11.0 

243 

22 

1.3 

9.7 

2.4 

3.24 

5.15 

5.13 

5.43 

5.0 

FirstEnergy  FE 

11428.8 

35 

5 

2.5 

2.8 

141 

36 

0.9 

7.2 

4.1 

4.33 

2.14 

2.10 

2.88 

4.0 

FPL  Group  FPL 

11689.8 

64 

6 

1.1 

12.3 

169 

13 

1.2 

6.0 

2.6 

3.78 

4.01 

4.88 

5.10 

5.0 

Great  Plains  Energy  GXP 

2195.5 

32 

39 

1.9 

17.7 

220 

12 

1.1 

6.6 

3.9 

5.23 

2.04 

2.05 

2.07 

4.0 

Hawaiian  Electric  Industries  HE 

1737.1 

46 

5 

1.8 

9.7 

163 

16 

1.0 

NA 

5.8 

5.38 

3.24 

2.91 

3.11 

2.8 

Northeast  Utilities  NU 

2538.7 

20 

32 

NM 

7.9 

113 

14 

0.4 

6.3 

4.2 

3.01 

1.18 

1.18 

1.25 

4.0 

NSTAR  NST 

2527.0 

48 

7 

2.5 

13.8 

185 

13 

0.9 

5.8 

3.1 

4.53 

3.03 

3.40 

3.53 

4.5 

OGE  Energy  OGE 

2070.4 

24 

35 

-15.0 

8.8 

173 

19 

0.5 

7.3 

5.2 

5.58 

1.04 

1.51 

1.51 

3.0 

Pepco  Holdings  POM 

3146.6 

18 

-5 

-2.2 

6.2 

103 

16 

0.4 

5.2 

4.2 

5.45 

1.61 

1.47 

1.47 

3.0 

PG&EPCG 

9754.9 

25 

81 

NM 

-15.1 

240 

NM 

1.0 

18.8 

2.7 

0.00 

-0.15 

1.87 

2.06 

5.0 

Pinnacle  West  Capital  PNW 

3593.5 

39 

15 

-3.1 

6.1 

128 

21 

1.2 

5.9 

3.0 

4.57 

2.53 

2.58 

2.93 

5.0 

PNM  Resources  PNM 

1127.3 

28 

18 

-7.9 

5.1 

105 

20 

0.8 

6.7 

2.8 

3.28 

1.61 

1.97 

2.00 

5.0 

PPL  PPL 

7223.0 

41 

18 

0.6 

19.2 

243 

12 

1.3 

5.7 

2.3 

3.77 

2.35 

3.59 

3.66 

5.0 

Progress  Energy  PGN 

10732.8 

44 

1 

-2.0 

11.4 

147 

12 

1.3 

6.2 

3.1 

5.11 

2.53 

3.53 

3.73 

4.0 

Puget  Energy  PSD 

2190.6 

23 

5 

-9.5 

7.7 

142 

18 

0.9 

6.0 

3.8 

4.30 

1.24 

1.35 

1.82 

4.5 

Southern  SO 

21406.7 

29 

3 

7.2 

15.0 

221 

14 

1.9 

8.3 

3.1 

4.78 

1.85 

1.91 

1.97 

5.0 

Teco  Energy  TE 

2437.6 

13 

-16 

9.4 

-4.5 

97 

NM 

0.8 

10.5 

3.7 

5.86 

1.95 

0.89 

0.82 

4.0 

TXU  TXU 

7169.0 

22 

19 

-29.8 

5.9 

133 

28 

0.7 

5.1 

2.2 

2.26 

0.55 

2.00 

2.08 

5.0 

UIL  Holdings  UIL 

578.7 

40 

15 

-0.9 

6.3 

121 

19 

0.5 

4.5 

17.4 

7.20 

3.08 

2.30 

2.25 

1.0 

Wisconsin  Energy  WEC 

3847.6 

33 

30 

-3.2 

10.6 

169 

16 

1.0 

6.7 

2.0 

2.45 

1.44 

2.30 

2.38 

7.0          1 

WPS  Resources  WPS 

1445.3 

44 

14 

18.3 

11.1 

178 

15 

0.4 

7.0 

4.1 

4.92 

3.42 

2.73 

2.88 

4.0          ! 

Xcel  Energy  XEL 

6659.6 

17 

52 

NM 

7.5 

141 

19 

0.8 

5.5 

4.7 

4.49 

-4.36 

1.19 

1.23 

3.0          1 

(B)  GAS  UTILITIES 

INDUSTRY  AVERAGE 

2460.1 

29 

10 

12.2 

11.9 

173 

15 

0.7 

6.9 

3.1 

4.02 

1.80 

2.05 

2.11 

5.1 

Atmos  Energy  ATO  (9) 

1268.9 

25 

6 

31.2 

9.3 

148 

14 

0.5  . 

7.6 

2.9 

4.95 

1.45 

1.71* 

1.56 

5.0         E 

KeySpan  KSE 

5603.7 

35 

0 

19.6a 

10.7 

157 

14 

0.8 

5.9 

2.3 

5.05 

2.75 

2.53 

2  61 

6.0          1 

New  Jersey  Resources  NJR  (9) 

1045.7 

38 

22 

9.6 

15.0 

240 

16 

0.4 

10.7 

2.5 

3.39 

2.09 

2.38* 

2.44 

6.5         A 

Nicor  GAS 

1443.0 

33 

-4 

2.9 

15.4 

196 

13 

0.6 

5.5 

3.7 

5.68 

2.88 

2.20 

2.37 

4.0 

NiSource  Nl 

5445.8 

21 

4 

6.7 

9.7 

128 

12 

0.9 

5.7 

3.2 

4.43 

2.00 

1.63 

1.71 

4,0          A 

Peoples  Energy  PGL  (9) 

1472.0 

40 

4 

3.4 

12.3 

174 

14 

0.7 

6.8 

2.8 

5.27 

2.51 

2.87* 

2.78 

5.0         B 

Sempra  Energy  SRE 

6003.8 

28 

20 

22.6 

17.0 

187 

10 

0.8 

5.0 

1.6 

3.53 

2.79 

2.72 

2.68 

6.5         B 

Southern  Union  SUG  (6) 

1332.2 

18 

16 

NA 

5.4 

145 

23 

1.0 

10.5 

6.2 

0.00 

0.03 

0.74* 

1.40 

4.0         B 

Southwest  Gas  SWX 

765.4 

23 

-4 

-5.4 

7.0 

129 

18 

0.6 

4.3 

3.4 

3.64 

1.32 

1.20 

1.54 

5.5         B 
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With  Documentum, 

Content  is  Knowledge  — 
and  Knowledge  is  Power 
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Content  is  power  —  the  power  that  drives  your  business.  Through 
e-mail,  Web  pages,  images,  documents,  audio  and  video.  If  you  could 
harness  that  power,  you  could  make  your  business  more  competitive, 
more  responsive  —  more  intelligent.  How?  With  Documentum. 

We're  the  leader  in  enterprise  content  management,  trusted  by  global 
organizations  like  Bayer  AG,  Corporate  Express,  BMW,  American  Red 
Cross,  Lufthansa  Technik,  Miller  Brewing  Company,  and  the  FDA.  They 
count  on  Documentum  to  manage  their  content  more  intelligently. 
So  they  can  more  effectively  meet  business  objectives  and  comply 
with  government  and  industry  regulations.  It's  powerful  technology 
for  companies  that  value  the  power  of  content. 

To  learn  more,  call  800.607.9546  or  visit  www.documentum.com 
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EARNINGS  PER  SHARE 


COMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2003     EARNINGS 

PRICE     GROWTH 

CHANGE  1998-2002 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

PRICE- 
CASH 
FLOW 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

2002 
ACTUAL 

ESTIMATES  FROM  ANALYST: 

LONG-TEil 
2003        2004     GR0W1- 
ANALYST     CON-         RATE 
EST.      SENSUS        % 

*    1 

UGI  UGI  (9) 

1380.7 

32 

30 

19.2 

16.3 

236 

14 

0.5 

6.9 

2.4 

3.52 

1.20 

2.29* 

2.36 

6.0 

ny 

WGL  Holdings  WGL  (9) 

1299.4 

27 

12 

12.0 

13.3 

159 

12 

1.0 

6.6 

2.9 

4.79 

0.80 

2.30* 

1.71 

4.0 

(C)  MULTI-UTILITIES  &  UNREGULATED  POWER 

INDUSTRY  AVERAGE 

3954.4 

18 

60 

3.9 

-0.5 

160 

13 

0.7 

7.7 

10.3 

2.42 

-0.68 

1.22 

1.32 

5.2 

AES  AES 

5523.2 

9 

194 

NM 

NM 

804 

NM 

0.6 

NA 

2.1 

0.00 

-4.81 

0.47 

0.61 

9.0 

Aquila  ILA 

698.7 

4 

102 

NM 

-78.5 

51 

NM 

0.5 

NM 

NM 

0.00 

-10.65 

-0.93 

-0.45 

1.5 

KAUT 

Calpine  CPN 

1747.7 

4 

31 

-1.7 

2.4 

40 

17 

0.2 

2.6 

4.3 

0.00 

0.14 

0.20 

0.02 

5.0 

Constellation  Energy  Group  CEG 

6289.6 

38 

35 

11.6 

10.3 

160 

15 

.  °-7 

6.9 

2.0 

2.76 

3.20 

2.79 

3.04 

6.9 

Duke  Energy  DUK 

16362.3 

18 

-8 

-8.2 

4.9 

103 

21 

0.8 

6.3 

3.0 

6.10 

1.22 

1.20 

1.20 

5.0 

READ 
HOBE 

Dynegy  DYN 

1500.1 

4 

239 

NM 

22.4 

64 

4 

0.3 

17.2 

NM 

0.00 

-6.24 

-0.02 

0.09 

1.0 

El  Paso  EP 

4253.3 

7 

2 

NM 

-30.1 

63 

NM 

0.5 

NM 

7.8 

2.25 

-2.30 

0.18 

0.35 

5.0 

Energy  East  EAS 

3360.5 

23 

4 

-1.2 

8.2 

134 

16 

0.7 

6.5 

3.6 

4.35 

1.44 

1.61 

1.73 

4.0 

MDU  Resources  Group  MDU 

2676.9 

24 

38 

33.4 

12.8 

191 

10 

1.2 

7.3 

1.8 

2.87 

1.38 

1.61 

1.65 

8.0      LORS IC 

National  Fuel  Gas  NFG  (9) 

1881.2 

23 

11 

11.7 

16.5 

165 

10 

0.9 

4.9 

2.5 

4.68 

1.46 

2.31* 

1.66 

40       UP  VIS 

Oneok  OKE 

1608.2 

20 

3 

NA 

12.2 

134 

11 

0.6 

5.1 

1.2 

3.63 

1.55 

2.09 

1.99 

8.0 

TTER  C 

Public  Service  Enterprise  Group  PEG 

9305.2 

41 

28 

-8.5 

19.1 

192 

10 

0.8 

6.4 

2.8 

5.27 

1.99 

3.70 

3.71 

4.01 

Questar  STR 

2833.5 

34 

23 

17.9 

15.3 

232 

15 

2.0 

7.3 

1.7 

2.40 

2.07 

2.24 

2.39 

9.0 

IPS  REt 

Reliant  Resources  RRI 

1932.5 

7 

105 

NA 

-35.5 

45 

NM 

0.2 

NM 

12.6 

0.00 

-1.12 

0.13 

0.52 

4.0 

Scana  SCG 

3718.9 

34 

8 

-20.9 

11.7 

161 

13 

1.1 

7.0 

3.4 

4.11 

0.83 

2.49 

2.64 

4.0 

much 

Sierra  Pacific  Resources  SRP 

812.1 

7 

7 

NM 

-9.0 

56 

NM 

0.3 

14.2 

9.2 

0.00 

-3.00 

0.25 

0.40 

3.0 

vacat 

tell  &  Ho 

Vectren  VVC 

1815.9 

24 

4 

4.6 

10.3 

172 

15 

1.1 

7.7 

2.0 

4.75 

1.68 

1.58 

1.75 

7.5 

Williams  WMB 

4858.8 

9 

247 

NA 

-1.5 

116 

NM 

0.3 

NA 

104.2 

0.43 

-1.14 

0.02 

0.45 

5.0 

Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


ialai 
erythii 


A&P6 

Abbott  Laboratories  15b 

Abercrombie  &  Fitch  5d 

ABM  Industries  17 

Accenture  19b 

Accredo  Health  14b 

ACE  12 

Adobe  Systems  19c 

Advance  Auto  Parts  5d 

Advanced  Micro  20 

AdvancePCS  14b 

ADV04 

AES  24c 

Aetna  14b 

Affiliated  Computer  Svcs.  19b 

AFLAC  12 

AGCO  16f 

Agere  Systems  20 

Agilent  Technologies  21c 

Agilysys  21c 

Air  Products  &  Chemicals  22a 

Airgas  22a 

AK  Steel  Holding  22d 

Alaska  Air  Group  18b 

Alberto-Culver  8b 

Albertson's  6 

Alcoa  22d 

Allegheny  Tech.  22d 

Allergan  15b 

Allete  16e 

Alliant  Energy  24a 

Alliant  Techsystems  16a 

Allied  Waste  Inds.  17 

Allmerica  Financial  12 

Allstate  12 

Alltel  23a 

Alpharma  15b 

Altria  Group  7c 

Amazon.com  5b 

AMC  Entertainment  4 

Amerada  Hess  9b 

Ameren  24a 

America  West  Holdings  18b 

American  Axle  &  Mfg.  la 

American  Eagle  Outfitters  5d 

American  Electric  24a 

American  Express  lib 

American  Financial  Group  12 

American  Greetings  2a 


American  Intl.  Group  12 

American  Power  16d 

American  Standard  16b 

Amengroup  14b 

AmerisourceBergen  14b 

AmerUs  Group  12 

Amgen  15a 

Amkor  Technology  20 

AMR  18b 

AmSouth  Bancorporation  10a 

Anadarko  Petroleum  9b 

Analog  Devices  20 

Anheuser-Busch  7a 

Anixter  International  21c 

AnnTaylor  Stores  5d 

Anthem  14b 

Aon  12 

Apache  9b 

Apollo  Group  17 

Apple  Computer  21b 

Applied  Biosystems  14a 

Applied  Industrial  Tech.  16g 

Applied  Materials  20 

Apria  Healthcare  Group  14b 

Aquila  24c 

Aramark  17 

Arch  Coal  22d 

Archer  Daniels  7b 

Arkansas  Best 18d 

Arrow  Electronics  21c 

ArvinMentor  la 

Asbury  Automotive  5d 

Ashland  9b 

Associated  Banc-Corp  10a 

Astoria  Financial  10b 

AT&T  23a 

AT&T  Wireless  23b 

Atmel  20 

Atmos  Energy  24b 

Autoliv  la 

Automatic  Data  19b 

AutoNation  5d 

AutoZone  5d 

Avaya  21a 

Avery  Dennison  17 

Avnet  21c 

Avon  Products  8b 

AVX  21c 


Baker  Hughes  9a 


Ball  22c 

Bank  of  America  10a 

Bank  of  New  York  11a 

Bank  One  10a 

Banknorth  Group  10a 

Banta  17 

Bard  (C.R.)  14a 

Barnes  &  Noble  5d 

Bausch  &  Lomb  14a 

Baxter  International  14a 

BB&T  10a 

Bear  Stearns  11a 

BearingPoint  19b 

Beazer  Homes  USA  2a 

Beckman  Coulter  14a 

Becton,  Dickinson  14a 

Bed  Bath  &  Beyond  5d 

Bell  Microproducts  21c 

BellSouth  23a 

Belo4 

Bemis22c 

Benchmark  Electronics  21c 

Berkley  (W.R.)  12 

Berkshire  Hathaway  12 

Best  Buy  5d 

Beverly  Enterprises  14b 

Big  Lots  5c 

Biomet  14a 

BJ  Services  9a 

BJ's  Wholesale  Club  6 

Black  &  Decker  2a 

Block  (H&R)  17 

Blockbuster  5d 

Blyth  2a 

BMC  Software  19c 

Boeing  16a 

Boise  Cascade  22e 

BOK  Financial  10a 

Borders  Group  5d 

BorgWarner  la 

Boston  Scientific  14a 

Bowater  22e 

Boyd  Gaming  3 

Briggs  &  Stratton  16f 

Bnnker  International  3 

Brink's  17 

Bristol-Myers  Squibb  15b 

Brown  Shoe  2c 

Brown-Forman  7a 

Brunswick  2b 

Building  Materials  5d 


Bunge  7b 

Builington  Northern  Santa 

Fel8d 

Burlington  Resources  9b 


Cablevision  Systems  4 

Cabot  22a 

Cadence  Design  Systems  19c 

Calpine  24c 

Campbell  Soup  7b 

Capital  One  Financial  lib 

Cardinal  Health  14b 

Caremark  Rx  14b 

Carlisle  16e 

CarMax5d 

Carnival  3 

Carolina  Group  7c 

Casey's  General  Stores  6 

Caterpillar  16f 

CBRLGroup3 

CDI17 

CDW  21c 

Cendant  17 

CenterPoint  Energy  24a 

Centex  2a 

Century  Tel  23a 

Cendian  19b 

Charming  Shoppes  5d 

Charter  Communications  4 

Charter  One  Finl.  10a 

ChevronTexaco  9b 

Chiron  15a 

Chubb  12 

Cigna  14b 

Cincinnati  Bell  23a 

Cincinnati  Financial  12 

CINergy  24a 

Cintas 17 

Circuit  City  Stores  5d 

Cisco  Systems  21a 

Citigroup  lie 

Citizens  Communs.  23a 

City  National  10a 

CKE  Restaurants  3 

Clear  Channel  Communs.  4 

Clorox  8a 

CMS  Energy  24a 

CNA  Financial  12 

CNF  18a 

Coca-Cola  7a 


Coca-Cola  Enterprises  7a 
Colgate-Palmolive  8a 
Collins  &  Aikman  la 
Colonial  BancGroup  10a 
Comcast  4 
Comenca  10a 
Commerce  Bancorp  10a 
Commerce  Bancshares  10a 
Commerce  Group  12 
Community  Health  Sys.  14b 
Compass  Bancshares  10a 
Computer  Associates  19c 
Computer  Sciences  19b 
Compuware  19c 
ConAgra  Foods  7b 
Concord  EFS  19b 
ConocoPhillips9b 
Consol  Energy  22d 
Consolidated  Edison  24a 
Constellation  Brands  7a 
Constellation  Energy  24c 
Continental  Airlines  18b 
Convergys  19b 
Cooper  Cameron  9a 
Cooper  Industries  16d 
Cooper  Tire  &  Rubber  la 
Coors  (Adolph)  7a 
Corn  Products  Intl.  7b 
Corning  21a 
Costco  Wholesale  6 
Countrywide  Finl.  10b 
Coventry  Health  Care  14b 
Cox  Communications  4 
Crane  16f 
Crompton  22a 
Crown  Holdings  22c 
CSK  Auto  5d 
CSX 18d 
Cummins  16f 
CVS  6 
Cytecjndustnes  22a 


D&K  Healthcare  Resources  14b 
Dade  Behring  Hldgs.  14a 
Dana  la 
Danaher 16f 
Darden  Restaurants  3 
DaVita  14b 
Dean  Foods  7b 
Deere  16f 


Del  Monte  Foods  7b 

Dell  21b 

Delphi  la 

Delta  Air  Lines  18b 

Dentsply  Intl.  14a 

Devon  Energy  9b 

Dial  8a 

Dick's  Sporting  Goods  5d 

Diebold  21b 

Dillard's  5c 

Disney  (Walt)  4 

Dollar  General  5c 

Dollar  Thrifty  Automotive  18d 

Dominion  Resources  24a 

Donaldson  16f 

Donnelley  (R.R.)  17 

Dover 16f 

Dow  Chemical  22a 

Dow  Jones  4 

DPL  24a 

DST  Systems  19b 

DTE  Energy  24a 

Duane  Reade  6 

Duke  Energy  24c 

Dun  &  Bradstreet  17 

DuPont  22a 

Dura  Automotive  Systems  la 

Dynegy  24c 


E'Trade  Finl.  11a 
EarthLinkl9a 
Eastman  Chemical  22a 
Eastman  Kodak  2b 
Eaton  16f 
eBay  5b 
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Save  up  to  $50  on  the  BELLOHOWELL  -.unli«lil  Lamp! 

znjoy  sunshine  every  day  of  the  year-indoorsl 


ARER, 
Y  ON  TH 


I  READING,  WORK, 
)  HOBBIES 


LORS   LOOK   MORE   VIVID   AND   TRUE   TO   LIFE 
ARP   VISIBILITY   FOR   DETAILS 
TTER    CONTRAST    FOR    READING 
LPS   REDUCE   EYESTRAIN 

much  like  sunshine  it  feels  like  you're 
vacation! 

Bell  &  Howell  Sunlight  Lamp  could  be  the  most  important  advance 
mps  since  the  invention  of  the  light  bulb!  It  simulates  outdoor  sunlight, 
:h  is  balanced  across  the  entire  spectrum  of  color  visible  to  the  human  eye. 

erything  seems  easier  to  see 

is  the  clearest,  whitest,  and  brightest  lamp  we  have  found.  Colors  look 
e  vivid  and  true  to  life.  Black  and  white  contrast  is  improved,  and  details 
be  easier  to  distinguish. 

Ips  reduce  glare-related  eyestrain 

and  pure  white  light  spreads  evenly  across  your  personal  space.  So  you  see 
e  comfortably  for  reading,  working,  and  all  close  up  tasks  and  hobbies. There  is 
Jially  no  glare,  making  this  the  perfect  companion  light  for  computer  work. 

Jj  we  $$$  on  your  electric  bills! 

supplied  high-tech  27-watt  bulb  gives  as  much  light  as  an  ordinary 
-watt  bulb,  but  uses  far  less  energy.  The  bulb  can  last  up  to  5000 
rs  -  5  times  longer  than  other  bulbs— for  years  of  normal  use. 

}'ve  nicknamed  our  Sunlight  Lamp  the 
's  great  to  be  alive  lamp!" 

ly  people  say  that  dreary,  dark  days  make  them  feel  "blue"  and  that 
iht  sunny  days  have  a  cheerful  and  energizing  effect.  Now  you  can 
tch  on  the  sunlight  indoors  every  day  of  the  year! 

word  about  this  unheard  off  price 

5  lamp  features  the  state-of-the-art  performance  you  expect 

n  the  well-respected  Bell  &  Howell  name.  We  have  a  special 

ingement  to  offer  it  to  you  at  an  unbelievably  low  price. 

i  jlers  will  be  filled  on  a  first  come,  first  served  basis. 

?t  your  floor  lamp  home  for  just 
19.99! 

ou  choose  the  4-payment  plan,  we  will  ship  you  the  floor 
lp  with  your  first  payment  of  $19.99  plus  shipping  and 
^idling.  After  that  we'll  bill  you  $19.99  once  a  month  for 
ee  additional  payments.  3  year  warranty. 


H 

'///' 


Call  toll-free  TODAY  to  order  your  Bell  &  Howell 
Sunlight  Floor  Lamp  while  supplies  last! 

Floor  Lamp  (60  5    high)    $79.95  plus  S&H 
For  fastest  service  call  toll-free 

1  -888  -621-2470 

?4  hours  a  day  7  days  a  week  /  We  accept  checks  by  phone1 


BELLOHOWELL 

Bell  &  Howell  Sunlight  Lamp,  Dept.  2067 

P.O.  Box  5555    Thousand  Oaks,  CA  91359 

To  order  by  mail  please  call  toll  free 

1-888-621  -24  70  for  details. 
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PC's  Real-time  InfraStruXure. 

Done  fast.  Done  right. 


i 


i 


'A  74  terabyte  SAN, 
two  mirrored  facilities, 
168  racks.  We  were  under 
immense  time  pressure... 
and  only  four  months  later 


we  moved  in.  I  think  that  is  an 
unbelievable  accomplishment. " 


Eric  Ubels,  CIO 
Guus  Van  Velzen,  Princir.;.  ■' -.    led 

Deloitte 


odular,  scalable  and  open 
blocks,  it's  no  wonder 
uXure's  rack-based 
;ture  for  power,  cooling 
/ironmental  management 
ing  over  editors  and 
3  1000  clients  alike. 


JC 


InfraStru 


POWER       RACK 


Open,  adaptable  and  integrated 

architecture  for  on-demand 

network-critical  physical  infrastructure 


ure 


InfraStruXure 's  standardized  design 
eliminates  costly,  time-consuming 
custom  work,  drives  defects  out 
and  decreases  the  need  for  human 
intervention  in  the  operations  of 
your  IT  rooms. 


a    re  considering  server 

idation  Voice  Over  IP,  or  a  facility  refresh, 

>urden  your  new  rollouts  with  expensive 
power  and  cooling  solutions.  Instead  choose 
y  open  rack  architecture  designed  for 
nsity  servers  and  their  resulting  hot  spots 


This,  in  turn,  minimizes  human 
error  (the  primary  cause  of  approximately  60% 
of  data  center  downtime)  and  increases  IT  staff 
productivity  so  you  can  spend  scarce  IT  funds  on 
things  that  really  matter. 

Just  ask  Deloitte  CIO  Eric  Ubels,  "Thanks  to 
InfraStruXure '",  we  were  able  to  significantly 
cut  overall  equipment  and  management  costs." 

On-demand  execution  means  you  also  benefit  from 
rapid  deployment,  a  pay-as-you-grow  strategy,  and 
extremely  resilient  architecture  that  lets  you  recover 
up  to  80%  of  your  investment  if  forced  to  make  a 
physical  move. 

To  see  InfraStruXure  for  yourself,  call 
1-888-ISX-2990  now  or  visit  us  at  www.apc.com. 


Why  suffer  from  high-density  hot  spots,  a  mishmash  of  different  racks,  and  cabling  rat  nests? 
You  save  time  and  money  while  increasing  availability  with  your  power,  rack  and  cooling  in  a 
standardized  architecture.  That's  realtime  InfraStruXure" 


Impossible? 
See  how  g 
Deloitte 
did  it. 

Receive  a  FREE 
video  documentary 
and  white  paper. 

If  you'd  like  to  see 
InfraStruXure"  in  person, 
call  1-888-ISX-2990  now. 


Legendary  Reliability' 
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BY  ROBERT  BARKER 


Hungry  for  Income? 
Try  These  REITs 


acle 


One  day,  interest  rates  on  bonds  and 
money-market  funds  will  climb  out  of 
the  basement.  Until  then,  investors 
looking  for  dependable  income  sources 
have  little  choice  but  to  sift  through  the 
long  list  of  real  estate  investment  trusts, 
which  pay  an  average  dividend  yield  of 
5.8%,  more  than  triple  the  typical  stock. 

But  can  any  REIT  still  be  worth  buying?  The  group  has 
trounced  the  broad  market  each  year  since  2000.  Over  the  last 
three  years,  REITs  have  returned  an  annual  average  of  nearly 
19%,  while  the  Standard  &  Poor's  500-stock  index  lost  5.5%  a 
year.  If  interest  rates  do  rise,  as  I  expect,  won't  REITs  be  hurt, 
since  borrowed  money  is  the  mother's  milk  of  real  estate?  No 
question,  finding  the  right  REITs  today  takes  care. 

PRUDENCE.  Curious,  in  any  case,  to  see  if  one  might  build  an 
income  portfolio  composed  of  REITs  with  a  fairly  dependable 
stream  of  cash,  I  turned  to  Morningstar's  Principia  Stocks,  a 
database  on  CD-ROM  with  figures  on  186  REITs.  I  first  asked  the 
program  to  screen  out  those  with  market  values  under  $1  billion 
and  those  that  had  not  raised  dividends  at  least  5%  annually 
over  the  past  five  years.  I  also  nixed  companies  with  high  (over 
8%)  or  low  (under  5%)  yields.  If  the  yields  are  too  high,  the 
market  may  have  bid  down  the  stock  because  it  expects  a 
dividend  cut.  And  since  this  portfolio's  aim  is  income  rather 
than  capital  gains,  I  didn't  want  to  setde  for  below-average 
yields.  For  prudence,  I  cut  the  more  highly  leveraged  REITs, 
those  whose  assets  more  than  tripled  the  equity. 

That  left  13.  Next,  I  looked  over  the  semifinalists'  Sept.  30 
financial  statements.  I  wanted  to  see  that  their  operating  cash 
flow  covered  their  dividends  and  other  distributions.  Also,  I 
wanted  to  ensure  that  they  are  not  overly  threatened  by  rising 
interest  rates.  Finally,  I  wanted  diversity  in  the  type  of 
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A  Diversified  REIT  Portfolio 

STOCK    INDICATED 
COMPANY  (SYMBOL)                                              PRICE*    DIVIDEND 

DIVIDEND 
YIELD 

DIVIDENDS 

AS%0F 

CASH  FLOW* 

%  OF  DEBT 

W/VARIABLE 

INT.  RATES 

PROPERTY 
SECTOR 

Equity  Office  Properties  Trust  (E0P)$28.14    $2.00 

7.1% 

61% 

3.8% 

Office 

Equity  Residential  (EQR)                      29.80      1.73 

5.8 

76 

13.2 

Residential 

Kimco  Realty  (KIM)                              44.43      2.28 

5.1 

77 

4.4 

Retail 

Liberty  Property  Trust  (LRY)                37.68      2.42 

6.4 

79 

3.2 

Industrial 

•Dec  12  **20O3  throughSept   '"                                  Data:  Mommgstar.  Standard  &  Poor's.  BusinessWeek 

properties  held  by  these  REITs.  So  I  picked  four,  one  each 
the  office,  residential,  retail,  and  industrial  sectors  (table) 
Equity  Office  Properties  Trust  and  Equity  Residential  are 
both  offsprings  of  Chicago  real  estate  maven  Sam  Zell  and, 
respectively,  the  largest  office  building  and  apartment  REIT 
are  its  rivals,  Equity  Office  is  suffering  a  weak  office-space 
market,  with  rising  vacancies  and  declining  lease  rates.  Yet 
financial  heft  makes  it  a  standout.  Similarly,  Equity  Reside] 
2003  results  through  Sept.  30  showed  the  effects  of  a  poor 
market,  with  net  operating  income  on  a  same-unit  basis  fall 
75%.  It  should  be  able  to  withstand  the  downturn  until  stro  \ 
job  growth  creates  firmer  rental  conditions. 

Kimco  Realty,  based  in  New  Hyde  Park,  N.Y.,  operates 
shopping  centers  across  North  America.  Its  funds  from 
operations  so  far  this  year  have  grown  more  than  8%,  a 
Kimco  recently  raised  its  dividend  for  the  12th  straight 
Liberty  Property  Trust,  with  headquarters  in  Malvern,  Pi 
has  two-thirds  of  its  property  portfolio  in  industrial 
buildings  and  the  balance  in  offices.  Funds  from  operati 
this  year  were  up  nearly  6%  through  September,  on  a  ris 
revenues  of  less  than  5%.  That  was  good  enough  for  the 
market,  which  on  Dec.  10  welcomed  Liberty's  sale  of  aim 

$100  million  in  stock  via  an 
offering  led  by  Goldman  Sachs 

Which  raises  the  main  risk  tod 
in  REITs— that  the  whole  group  m 
suffer  when  investors'  enthusiasn 
for  real  estate  investing  eventuallj 
wanes.  Just  the  same,  if  it's  incom 
you  want  from  your  portfolio, 
carefully  adding  some  real  estate 
shares  is  inescapable.  II 

E-mail:  rb@businessweek 
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cleaner,  greener  power  machine. 


SE  H  System    turbine  is  designed  to  produce 

ver  for  more  people.  But,  for  every  unit  of  that 
r,  it  will  use  less  fuel  and  produce  fewer  greenhouse 
missions  compared  to  other  large  gas  turbines, 
onder,  in  the  power  industry,  it's  generating 
jch  excitement. 


jination  at  work 


Personal  Business  Inside  Wail  Stre 


BY  GENE  G.  MARCIAL 

IS  BIG  PHARMA  SET  TO  SIGN  DEALS  FOR  ESPERION'S  HOT  DRUj 
TRAVELERS'  MERGER  WITH  ST.  PAUL  MAKES  IT  THE  NO.  2 INSUI 
LASERS  AND  A  FRESH  REMEDY  MAY  PUT  TLC  VISION  IN  THE  Bl 


JUNE  16.  *03  DEC.  17 

Data:  Bloomberg  Financial  Markets 


Faster  Pulse  at  Esperion 

ESPERION  therapeutics  (espr)  rocketed  from  17  a 
share  on  Nov.  4  to  26  on  Nov.  6,  when  it  disclosed  that  its 
intravenous  drug  ETC-216,  designed  to  prevent  further 
heart  attacks  in  people  who  have  just  had  one,  was  "safe  and 
well  tolerated"  in  clinical  trials.  The 
stock  has  since  eased  to  22.30  but  may 
zip  up  again,  says  Mark  Monane  of  in- 
vestment firm  Needham.  Pfizer,  Genen- 
tech,  or  Aventis  could  strike  a  deal  for 
any  of  Esperion's  four  cardiovascular 
drugs  now  in  trials,  he  says.  Pfizer 
makes  Lipitor,  the  top  drug  for  "bad" 
cholesterol.  Monane  says  Esperion's 
products  would  widen  Pfizer^  market 
reach.  For  instance,  Esperion's  ETC- 
1001  boosts  good  cholesterol  and 
reduces  the  bad.  Recent  trials  on  ETC- 
1001  show  it  "inhibits  progression  of  atherosclerosis,"  says 
Matthew  Geller  of  CIBC  World  Markets,  who  rates  the  stock  a 
buy.  Esperion  has  three  intravenous  products,  including  ETC- 
216,  for  which  Pfizer  has  the  right  of  first  refusal.  Another  is 
ETC -588  for  carotid  atherosclerosis.  Needham's  Monane  says  a 
deal  to  co-develop  and  co-market  the  drugs  may  come  in  three 
months.  A  product  launch  isn't  expected  until  2007,  says 
Monane,  who  sees  Esperion  in  the  black  by  2008.  His  price 
target  of  25  doesn't  include  the  impact  of  a  deal.  CIBC's  Geller's 
target  is  31,  based  on  2008  earnings  of  $1.72  a  share. 

Travelers  and  St.  Paul 
-Under  One  Big  Umbrella 

WHEN  TRAVELERS  PROPERTY  CASUALTY  (TAP/a) 
agreed  on  Nov.  17  to  merge  with  St.  Paul,  also  an 
insurer,  the  Street  reaction  to  the  all-stock  deal  was 
blah.  The  stock  sagged— from  16  to  14— and  rebounded  to  16, 
when  some  pros  took  a  second  look.  "The  merger  will  create 
the  second-largest  commercial  insurer  in  the  U.S.  Only  AIG  is 
larger,"  says  Robert  Lyon,  president  of  Institutional  Capital, 
which  holds  a  4%  stake  in  its  $12  billion  portfolio.  He  figures 
the  combined  St.  Paul  Travelers  will  grab  a  wider  slice  of  the 
weak  insurance  business.  The  deal,  notes  Lyon,  unites  teams 
with  "good  chemistry,"  that  worked  together  at  Citigroup 
under  Sandy  Weill.  St.  Paul  CEO  Jay  Fishman  ran  Travelers 
from  1998  to  2001,  when  it  was  part  of  Citigroup.  The  latter 
spun  off  Travelers  in  2002.  On  its  own,  Travelers  is  cheap,  at 
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eight  times  2004  estimated  earnings  of 
$2  a  share,  says  Lyon.  It  could  hit  20 
before  the  deal  closes  in  June,  he  adds. 
Paul  Newsome  of  A.G.  Edwards,  who 
rates  both  Travelers  and  St.  Paul  a  buy, 
calls  them  "disciplined  insurers"  with 
strong  track  records  of  making  money 
even  in  a  weak  market.  In  the  deal, 
each  Traveler  share  will  acquire  0.4334 
share  of  St.  Paul,  now  trading  at  38. 
Newsome  figures  St.  Paul  Travelers 
will  earn  $4.31  a  share  (pro-forma 
basis)  in  2003  and  will  be  worth  42  in  a  year. 

TLC  Vision  Is  Eyeing 
Macular  Degeneration 

LASER  EYE  SURGERY  is  picking  up— thanks  partly  to ;  Equih 
economic  recovery.  Some  pros  are  betting  big  on  TLC 
Vision  (TLCV),  with  61  centers  in  the  U.S.  and  five  in 
Canada  where  its  own  ophthalmologists  do  laser  operatior " 
Trading  at  4  in  early  June,  TLC  hit  754  in  October,  before 
easing  to  5.84  on  Dec.  17  The  product  of  a  2002  merger,  Tl 
has  cut  costs  and  streamlined  operations,  notes  Trevor  Li  o 
researcher  Octagon  Capital.  He  sees 
TLC  earning  38<t  a  share  in  2004  on 
revenues  of  $251  million.  Prices  have 
stabilized,  and  volume  is  growing,  says 
Li.  But  there's  more:  S.G.  Cowen's  Peter 
Bye  says  TLC  has  a  promising  treat- 
ment for  age-related  macular  degener- 
ation (AMD),  which  afflicts  10  million 
people  over  50.  Called  Rheophoresis, 
the  remedy  is  in  phase  3  trials  and  is  set 
to  launch  in  2005.  Rheophoresis  is  a 
blood-filtration  process  to  remove 
certain  molecular  plasma  proteins  and 
lipoproteins  that  contribute  to  AMD.  Clinical  data  are  positi 
says  Bye,  who  says  pretax  earnings  of  $40  million  for  2004 
"could  nearly  double  in  2005— with  Rheo."  Bye's  12-month 
price  target  is  10.  But  counting  Rheo,  he  reckons  on  15  or  2( 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thf 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  mvestm| 
banking  or  other  financial  relationships  with  them. 
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American  Century  Equity  Income  Fund    . 


*•**  , 

4- Star  Overall  Morningstar  Rating" 

(Rated  among  170  Mid-Cap  Value  funds  as  of  9/30/03) 

MONEY*  magazine's  "MONEY  100"  three  years  in  a  row 

(2001,  2002,  2003) 


far  less  volatile  than  most  mid-value  offerings, 
\ ;  it  also  boasts  one  of  the  category's  best  long-term  records." 


(Barron's'  6/16/03) 


We  couldn't  write  headlines  as  powerful  as  these. 


I*  Equity  Income  Fund  has  received  high  marks  from  Morningstar.  It  has  earned 
irom  MONEY  magazine.  It  has  a  solid  track  record  versus  the  S&P  500. 
id  it  lias  done  all  this  while  remaining  one  of  our  more  conservative  equity 
i;s.  Its  managers  use  a  disciplined  approach  to  find  dividend-paying  companies 
presently  undervalued.  This  strong  income  objective  is  designed  to  bring  steady 
in  different  market  conditions.  So  it's  been  a  great  choice  for  investors  looking  for 

Stance  with  less  volatility 
it  www.amencancentury.com/ei/na  to  find  out  more  about  the  American  Century 
i  Income  Fund.  The  experts  have  made  their  call.  It's  time  you  made  yours. 
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Duration 

Equity 

Income 

1 1\ 

S&P  500 

1  Year 

20.17% 

24.40% 

3  Years 

9.75% 

-10.13 

5  Years 

10.37% 

1.00% 

Life  of  Fund     14.06%           10.7r^ 

B 

nual  total  returns-  as  o/9/30/03> 

; 


Call  1-800-321-3219  or  your  investment  professional. 


'/  foi  i  urrent  performance  information  and  a  prospectus  with  more  complete  information,  including  charges,  expenses  ami  minimums. 
i  nod  it  carefully  be/ore  you  invest  or  send  money. 

tented  reflect  past  performance  and  art  no  guarantee  that  the  advertised  performance  may  be  repeated  or  consistently  ach 
n  Investment  return-,  and  principal  values  may  fluctuate,  end  redemption  value  ma\  •  less  than  original  cost  Performance o\  era  longer 

irne  is  more  meaningful  than  short-term  performance  Data  assume  reinvestment  of  all  dividends  and  capital  gains  Performance  reflect-  ln\ 
■e-  For  information  about  other  share  classes,  please  consult  the  prospet  tus 

an  the  "Mi  HVJ )  /i"1   list  it  based  on  average  annual  total  return-,  a-  well  as  the  publication's  opinions  regarding  the  fund's  management 

ImBui  rom  Christopher  Davis,  fund  analyst  for  Morningstar  mi 

iOOInda  it  a  capitalization  weighted  index  of  >00  widely  traded  stocks  i  noted  by  Standard  6  Poors  it  is  considered  to  represent  the  performance 
K  market  in  general  It  is  not  an  investment  product  available  h«  purchase  S&P  iOOdata  provided  by  I  ippei  In, 

uuil  with  at  least  a  three  ywr  history  Morningstar  calculates ti  Morningstar  Rating  based  on  a  Momingstai  Risk  Adjusted  Return  measure  that 
.di'ii  in  ,i  fund's  monthly  performance  {including  the  effects  oj  sales  i  barges,  loads  and  redemption  I 
ions  and  rewarding  consistent  performance  The  top  10%  of  funds  m  each  category  receive  i  stars,  the  next 
■■  the  next  "  :  and  Out  bottom  10%  receive lstat  (Each  than  class  is  counted  as  a  fraction 

Mtr/ji  which  may  cause  slight  variationt  in  the  distribution  percentages  '  l:  wmingstai  R 

\sociated  with  its  '  ,  i  and  u>  \jear  (if  applicable)  Momingstai  Rating  metrics  fne fund  had  th 
'  10-year  period  \y;  Equity  Income Fund  4  I  pUA  out  of  170, 128  \  \  Mid-Cap  Value  funds 

Century  Investment  .sVmns.  in,    <  .'diM  -hm-ru  an  Century  Set  tmtion 
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COMMENTARY 

The  market  continued  its  upward 
course,  with  the  Dow  and  S&P 
500  each  setting  new  year-to- 
date  highs.  Absent  from  the 
celebration  was  the  NASDAQ 
Composite,  which  backed  off 
from  its  run  at  the  2000  mark. 
But  given  NASDAQ's  scorching 
44%  return  so  far  this  year,  and 
taking  into  account  the  light 
volume  of  late,  investors  aren't 
turning  their  backs  on  tech. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDED  DEC.  16 

■  S&P  500  ■  U.S.  DIVERSIFIED  Ml  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  DEC.  16 
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%  6  12  18  24  30 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

DEC.  17 

WEEK 

%  CHANGE 

YEAR  TO     LAST12 

DATE      MONTHS 

S&P  500 

1076.5 

1.6 

22.4 

19.2 

Dow  Jones  Industrials 

10.145.3 
1921.3 

2.3 

21.6 

18.9 

NASDAQ  Composite 

0.9 

43.9 

38.0 

S&P  MidCap  400 

560.1 

0.9 

30.3 

28.5 

S&P  SmallCap  600 

263.4 

2.0 

33.9 

31.3 

Wilshire5000 
SECTORS 

10,455.4 

1.6 

25.3 

22.3 

BusinessWeek  50* 

607.1 

1.1 

as 

9.7 

BW  Info  Tech  100" 

327.4 

-2.0 

14.7 

9.9 

S&P/ BARRA  Growth 

540.5 

1.4 

20.4 

17.1 

S&P/BARRA  Value 

532.1 

1.9 

24.3 

21.4 

S&P  Energy 

213.2 

2.7 

16.4 

13.7 

S&P  Financials 

367.2 

1.5 

23.7 

19.7 

S&P  REIT 

112.8 

0.7 

24.2 

25.0 

S&P  Transportation 

200.6 

1.3 

18.0 

16.2 

S&P  Utilities 

114.2 

1.8 

16.8 

17.2 

GSTI  Internet 

134.1 

2.3 

79.6 

66.7 

PSE  Technology 

667.9 

1.4 

45.7 

38.9 

GLOBAL  MARKETS 

DEC.  17 

WEEK 

D.,l| 

S&P  Euro  Plus  (U.S.  Dollar) 

1132.9 

1.7 
0.4 

London  (FT-SE 100) 

4354.2 

lul 

Paris  (CAC  40) 

3479.9 

1.2 

Frankfurt  (DAX) 

3847.6 

0.7 

331 

Tokyo  (NIKKEI  225) 

10.092.6 

1.8 

171 

Hong  Kong  (Hang  Seng)           12,193.1 
Toronto  (S&P/TSX  Composite)  8040.2 

-1.7 

1.9 

30.J 
21.1 

Mexico  City  (IPC) 

8416.1 

0.9 

37JJ 

•Mar  19. 1999=1000     "Feb.  7,  2000=1000 


FUNDAMENTALS 

DEC.  16 

WEEKAGrJJ 

S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

1.61% 

27.0 

18.1 

1.63%  1 

26.7  1 

17.8  1 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

-0.43% 

DEC.  16 

-0.35%  1 

WEEK  AGOl 

S&P  500  200-day  average 

979.4 

973.5 

Stocks  above  200-day  average* 

88.0% 

84.0%  1 

Options:  Put/call  ratio 

0.64 

0.70 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

6.95 

7.32 

LAST 
MONTH  % 


BEST-PERFORMING 
GROUPS 

Office  Electronics 

Steel 

Automobiles 

Divsfd.  Metals  &  Mining 

Paper  Products 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN 
LEADERS 

Natural  Resources 
Europe 
Utilities 
Latin  America 

LAGGARDS 

Precious  Metals 
Technology 
Small-cap  Growth 
Mid-cap  Growth 


LAST  12 
MONTHS  % 


19.4 
17.4 

Divsfd.  Metals  &  Mining 
Internet  Software 

147.0 
132.3 

17.2 

Homebuilding 

91.1 

16.3 

Computer  Retailers 

88.6 

12.4 

Gold  Mining 

67.8 

iORII 

% 

ES 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

8.6 

Precious  Metals 

53.8 

5.5 

Latin  America 
Diversified  Emerg.  Mkts. 

53.0 

5.2 

47.3 

4.8 

Technology 

LAGGARDS 

42.8 

-1.6 
0.4 

Domestic  Hybrid 
Utilities 

15.8 
17.4 

0.7     Large-cap  Blend 
0.9     Miscellaneous 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

PFs.  Bas.  Mats.  Usr.  Inv. 
ProFunds  Energy  Usr.  Inv. 
PFds.Wrlss.Ultsr.lnv. 
Eaton  Vce.  Grtr.  India  A 

LAGGARDS 

ProFunds  UltraBear  Inv. 
Rydex  Dyn.  Tempest  500 
Marketocracy  Tech.  Plus 
Scudder  Gd.  &  Pr.  Mts.  S 


52-WEEK  TOTAL  RETURN 
LEADERS 

Apex  Mid  Cap  Growth 
Eaton  Vce.  Grtr.  India  A 
iShares  MSCI  Brazil  Idx. 
Scudder  Gd.  &  Pr.  Mts.  S 

LAGGARDS 

Rydex  Dynam.  Vent.  100 
ProFunds  UltSh.  OTC  Inv. 
Frontier  Equity 
ProFunds  UltraBear  Inv. 


117.5 
107.4 
102.6 
96.9 


WORST-PERFORMING 
GROUPS 

Airlines 

Semiconductor  Equip. 
Computer  Retailers 
Home  Entertainment 


LAST 
MONTH  % 


-11.2  Photographic  Produc 

-9.1  Trading  Cos.  &  Distribl 

-8.8  Intgrd.  Telecomms.  Svf 

-8.4  Home  Furnishings 


Comptr.  Stge.  &  Perphs.     -8  2     Airlines 


INTEREST  RATES 


KEY  RATES 

DEC.  17 

WEEK  AGO 

Money  Market  Funds 

0.62% 

0.62% 

90-Day  Treasury  Bills 

0.89 

0.90 

2-Year  Treasury  Notes 

1.80 

1.91 

10-Year  Treasury  Notes 

4.19. 

4.32 

30-Year  Treasury  Bonds 

5.03 

5.15 

30-Year  Fixed  Mortgage! 

5.75 

5.81 

fBanxQu 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10- YR.  BOND 

mm  -wt 

General  Obligations 

3.58% 

!B 

;  r»i« 

Taxable  Equivalent 

5.11 

Insured  Revenue  Bonds 

3.76 

Taxable  Equivalent 

5.37 

11 

THE  WEEK  AHEAD 


PERSONAL  INCOME  Tuesday, 
Dec.  23, 10  a.m.  EST  » 
Personal  income  in  November  is 
forecast  to  have  risen  by  0.4%  for  a 
second  consecutive  month.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Informa 
Global  Markets.  Consumer 
expenditures  probably  jumped 
0.5%,  after  holding  steady  in 
October.  A  rebound  in  vehicle 
purchases  is  likely  the  big  driver,  as 
sales  hit  an  annual  rate  of  16.8 


million  in  November,  from  a  pace  of 
15.6  million  in  October. 
DURABLE  GOODS  ORDERS 

Wednesday,  Dec.  24,  8:30 
a.m.  EST  »  New  orders  for 
durable  goods  most  likely 
increased  by  0.7%  in  November, 
after  surging  3.3%  October. 
INITIAL  UNEMPLOYMENT  CLAIMS 
Wednesday,  Dec.  24,  8:30 
a.m.  EST  »  New  filings  for  state 
jobless  claims  probably  held  at 
about  360,000  for  the  week  ended 


Dec.  20.  The  four-week  moving 
average  of  claims  has  remained 
below  the  400,000  level-widely 
viewed  as  an  indicator  of  a 
stabilizing  or  improving  job 
market-for  11  weeks. 
NEW  RESIDENTIAL  SALES 
Wednesday,  Dec.  24, 10  a.m. 
EST  »  New  single-family  home 
sales  in  November  are  expected  to 
have  reached  an  annual  pace  of 
1.12  million,  from  1.11  million  during 
October. 


The  BusinessWeek  production  i 
improved  to  211.2  for  the 
ended  Dec.  6,  an  increase  of  I 
from  the  previous  year.  BJ 
calculation  of  the  four-week  mq 
average,  the  index  rose  to  211. 


BusinessWeek  on  1 1 


For  the  BW50,  more  investm 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/magazine/exti 
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NGRATULATIONS  to  the  2003  Platts  Global  Energy  Awartis^inners! 


resented  by 

lalts 


Presenting  Sponsor 

Cap  cimim 
Ernst  lYovnG 


Media  Sponsor 

[BusinessWeek 


Hospitality  Sponsor 


|rly  400  top  executives  from  around  the  world  gathered  in  New  York  on  December  12  2003  to  honor  the 
by  industry's  "Best  of  the  Best."  The  Platts  Global  Energy  Awards  showcased  extraordinary  accomplishments 
ji  energy  business  worldwide.  This  year's  nominees  illustrate  true  innovative  spirit  and  enduring  commitment 
ustomers,  shareholders,  and  future  generations. 

Congratulations  to  the  2003  winners  and  finalists!  ■ 


)  of  the  Year 

l/ayne  Leonard,  Entergy  Corp. 

|l  Company  of  the  Year 

ibody  Energy 

pmunity  Development  Program  of  the  Year 

1 

rgy  Company  of  the  Year 

irgy  Corp. 

rgy  Engineering  Project  of  the  Year 


Company  of  the  Year 

.  Resources 

r  >rmation  Technology  Project  of  the  Year 

"5  iscape 

i 

keting  Campaign  of  the  Year 

rgia  Power 


Most  Innovative  Commercial  Technology  of  the  Year 

GE  Power  Systems 

Most  Promising  Pre-Commercial  Technology 
Development  of  the  Year 

American  Superconductor 

Most  Successful  Strategy  Shift  of  the  Year 

MidAmerican  Energy  Holdings  Co. 

Oil  Company  of  the  Year 

ExxonMobil  Corp. 

Power  Company  of  the  Year 

Unified  Energy  System  of  Russia 

Power  Magazine's  2003  Plant  of  the  Year 

Constellation  Energy  Group's  High  Desert  Powt. 

Renewable  Company  of  the  Year 

FPL  Group 

Successful  Entrepreneurial  Investment  of  the  Year 

E+Co 


004  call  for  nominations  begins  June  1,  2004. 
/vww.globalenergyawards.com  for  more  information. 

ng  decisions  are  made  by  Platts  and  an  independent  panel  of  distinguished  energy 
experts  .BusinessWeek,  Cap  Gemini  Ernst  &  Young,  and  Kiewit  serve  only  as  sponsors  of 
the  awards  and  play  no  role  in  the  judging  criteria  or  the  nomination  or  selection  of  winners 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


J.R  Morgan  (JPM)  38. 50, 102 
Jeffrey  Applegate  86 
JF  Asset  Management  102 


Orbitz  (ORBZ)  50, 92 


A 

Ace (ACE)  104 

ACT  48 

AdvancePCS(ADVP)116 

AES (AES)  Ul 

Aetna  (AET)  20. 22, 96 

Aexcel  22 

Affiliated  Comp  (ACS)  46 

A.  G.Edwards  (AGE)  70. 97. 

170 

AIG(AIG)104,170 

Airbus  43 

Air  Products  (APD)  98 

Alaron  Futures  122 

Alcoa  (AA)  81 

Alliance  Capital  (AC)  13 

Alliant(LNT)97 

Altria  Group  (MO)  130 

American  Express  (AXP)  104, 

130 

American  Healthways 

(AMHQ96 

Amgen(AMGN)14,130 

Angell  Economics  70 

Anglo  Amer.(AAUK)  122 

Anthem  (ATH)  94 

Apple  (AAPL)  28 

Armada  Funds  98 

Artprice.com  120 

AT&T  (T)  45 

AT.  Kearney  58 


B 

Baker  Hughes  (BHI)  97 
Bank  of  America  (BAC)  57 
Barrick  Gold  (ABX)  126 
Bear  Stearns  (BSC)  70, 94 
Beijing  Automobile  58 
BellSouth  (BLS)  45 
Berkshire  Hathaway  (BRK)  92 
Best  Buy  (BBY)  16, 80 
BG  Group  (BRG)  97 
Birinyi  Associates  76 
Birkelbach  126 
Black  &  Decker  (BDK)  86 
BMO  Nesbitt  54, 122 
BMW  102 
Boeing  (BA)  43 


C 

CAE(CGT)54 
Calamos  Investments  112 
Caremark  Rx(CMX)  116 
Carolina  Group  (CG)  86 
Caterpillar  (CAT)  104 
Cephalon(CEPH)86 
ChevronTex(CVX)97,104 
China  Life  Insurance  102 
Christie's  120 


Chunghwa  Telecom  102 
CIBC  World  Markets  170 
Cisco(CSCO)45.86 
Citibank  (C)16.57 
Citigroup  (C)50,104, 170 
Clark  Capital  98 
Clipper  Capital  100 
CoeurdAlene(CDE)126 
Commerzbank70 
Commonwealth  Adv.  112 
Compaq  (HPQ)  92 
Computer  Sci.  (CSC)  46 
ConAgra  Foods  (CAG)  130 
Conference  Board  70 
Continental  Air.  (CAL)  100 
Corning  (GLW)  22. 130 
CSFB(CSR)98 
arip.com  (CTRP)  20 


D.A.  Davidson  98 

DaimlerChrysler(DCX)58 

Dell  (DELL)  92 

Delta  Air  Lines  (DAL)  100 

Deutsche  Bank  (DB)  100, 102, 

130 

Devon  Energy  (DVN)  86 

Digital  River  (DRIV)  92 

Dollar  General  (DG)  99 

Dollar  Thrifty  (DTG)  100 

Dollar  Tree  (DLTR)  99 

Dot  Hill  Systems  (HILL)  92 

Dow  Chemical  (DOW)  98 


Eastman  Kodak  (EK)  112 
eBay  (EBAY)  16, 57 
EDS (EDS) 46 
Educational  Testing  48 
Electronics  Arts  (ERTS)  130 
EMC  (EMC)  50 
Enel(EN)86 
ENSC097 

EOGResources(EOG)86 
Equity  Office  (EOP)  168 
Equity  Resid.(EQR)  168 
Ericsson  (ERICY)  44 
Esperion(ESPR)170 
Expedia  92 
Exxon  Mobil  (XOM)  97 


FactSet  Research  86 
Fairmont  Hotels  (FHR)  100 
Family  Dollar  (FDO)  99 
Fannie  Mae  (FNM)  70, 86 
Federated  (FD)  99 
FedEx  (FDX)  70 
Fidelity  National  (FNF)U8 
First  Data  (FDC)  57 


First  Pacific  Advisors  97 
Ford  Motor  (F)  58, 86 
Fox-Pitt  Kelton  94 
France  Telecom  (FTE)  102 
Franklin  Rescs.  (BEN)  104 
Freddie  Mac  (FRE)  86 
Freeport-McMoRan(FCX)98 
Fulcrum  Global  100 


G 

Gartner  (IT)  46 
Garzarelli  Capital  80 
Gateway  (GTW)  92 
GE(GE)64,86.104 
Genentech(DNA)130,170 
Genuine  Parts  (GPC)  81 
Global  Insight  70 
GM(GM)58,86 
Goldman  Sachs  (GS)  45, 92, 
94,168 

Grace  Semiconductor  20 
Gramercy  Capital  86 
Great  Wall  Automobile  58 


H 

H&R  Block  (HRB)  92 
Hanil  Investment  Trust  16 
Harley-Davidson(HDI)43 
Harris  Inter.  (HPOL)  76 
HDNet28 

Health  Mgmt.(HMA)  86 
Hewlett-Packard  (HPQ)  28 
High  Frequency  70 
Hilton  Hotels  (HLT)  100 
Honda  (HMC)  58, 102 
HSBC  Holdings  PLC  102 
HSN(IACI)92 
HVB  Group  102 


Ibbotson  Associates  106 
IBM  (IBM)  44, 92 
IDC  92 

Illinois  Tool  (ITW)  86 
lnco(N)98,122 
Informa  172 
lnfosys(INFY)102 
lngersoll-Rand(IR)104 
Institutional  Capital  170 
Intel  (INTO  28, 32, 50 
InterActive  Corp.  (IACI)  92 
Intl.  Specialty  Products  43 
International  Steel  98 
Iron  Mountain  (IRM)  130 
ISIGroup80 


Kelly  Services  (KELYA)  130 
KeyCorp  (KEY)  64 
Kimco  Realty  (KIM)  168 
Kohl's  (KSS}99 
Kookmin  Bank  102 


Lafarge(LAF)130 

Lazard  50 

Legg  Mason  86, 112 

Lehman  Brothers  (LEH)  45, 

70,94,104 

LendingTree  92 

Liberty  Property  (LRY)  168 

Loews  (LTR)  86 

L-3(LLL)80 


M 

Marathon  Oil  (MRO)  104 

Market  Semiotics  64, 76 

Matsushita  (MC)  102 

May  Dept.  Stores  (MAY)  99 

McDonald  Investments  64 

McGraw-Hill  (MHP)  130 

MCI  45 

Merrill  Lynch  (MER)  45, 64, 

94  98  99  130 

Micromuse(MUSE)93 

Microsoft  (MSFT)  28, 86, 104, 

120 

Mitsubishi  Motors  58 

MoneyGram  57 

Morgan  Stanley  (MWD)  94 

Morningstar  96, 168 

Motorola  (MOT)  44 

MylanLabs(MYL)14 

N 

Naroff  Economic  70 

Nassda(NSDA)20 

NBC(GE)38 

Needhaml70 

Needham  Investment  81 

Neiman  Marcus  99 

Neuberger94,110 

Newmont  Mining  (NEM)  126 

Nextel(NXTL)86 

Nike(NKE)20 

99  Cents  Only  (NDN)  99 

Nintendo  (NTDOY)  130 

Nissan  Motor  (NSANY)  58 

Nokia  (NOK)  44 

Nordstrom  (JWN)  99 

Nortel  (NT)  44, 45 

Novartis(NVS)96 

Novell  (NOVL)  86 

Nuveen(JNC)102 


Oberweis  Funds  116 
Octagon  Capital  170 
Old  Republic  (ORI)  104 
OmniVision  (OVTI)  112 


Pacific  Crest  Securities  92 
Pacific  Gas  (PCG)  104 
palm0ne(PLM0)28 
Patterson-UTl  Energy  97 
PayPal  (EBAY)  16 
PCA  Investment  102 
Pearson  VUE  48 
Pepsi  Bottling  (PBG)  86 
Pfizer  (PFE)  64, 80, 104, 170 
Phelps  Dodge  (PD)  98 
Philip  Morris  (MO)  130 
Phillips  dePury  120 
Pioneer  Investment  112 
PNC  Financial  (PNC)  70 
Praxair  (PX)  98 
Primedia(PRM)50 
Princeton  Review  48 
Providian  (PVN)  86 
PSA  Peugeot  Citroen  (PEUGY) 
58 
Pulte  Homes  (PHM)  86 

Q 

Qwest  (Q)  45,  111 


Rainier  Investment  112 
RBCDainRauscher64 
Renal  Care  (RCI)  96 
Republic  Steel  (RSTP)  86 
Rsch.  in  Motion  (RIMM)  28 
Reuters  (RTRSY)  97 
Robert  Half  (RHI)  130 
Robert  WBaird  97 
Ruby  Tuesday  (Rl)  100 
Rutledge  Capital  118 


St.  Paul  (SPC)  104 
Saks(SKS)99 
Samsung  44 
Samsung  Group  16 
Sanford  C.Bernstein  94 
SBC  Communications  45 
Schaeffer's  Investment 
Research  80, 126 
Seagate  (STX)  44 
Sears  Roebuck (S) 99 
Secure  Computing  (SCUR)  93 
S.G.Cowen99,170 
Shisedio  Co.  102 
Smith  Barney  (C)76,99. 102 
Smithfield  Foods  (SFD)  86 
Sony  (SNE)  44. 130 
Sotheby's  (BID)  120 
Sprint  (FON)  45 
Stewart  Info.  (STC)  130 
StockDiagnostics.com  64 
Stone  &  McCarthy  70 
Sun  Microsystems  (SUNW) 
44 

SunTrust  99 
SureWest(SURW)45 
Sybase  (SY)  45 
Symantec  (SYMC)  92 


Taiwan  Semi.  (TSM| 
Target  (TGT)  99 
Temple-Inland  (TINJ 
ThinkEquity  Partner! 
Thomson  (TOC)  64,| 
Ticketmaster92 
Tiffany  (TIF)  99 
Time  Warner  (TWX)| 
TLCVision  (TLCV)  17| 
Toshiba  (TOSBF)32| 
Toyota  Motor  (TM)  2 
Traveler's  Property  ( 
104,170 

Travelocity.com  9? 
TRowe  Price  (TROW| 
110 
Tyco  International  (TB 


U 

UAL(UALAQ)50 
UBS  (UBS)  96 
U-Haul(UHALQ)53 
Unisys  (UIS)  46 
UnitedHealth  (UNH)  I 
United  Microelectroni| 
(UMC)102 
Universal  (V)  20 
UPS  (UPS)  130 
USAToday(GCI)27 
U.S.  Bancorp  Piper  Ja| 
(UBS)  64, 92 
U.S. Global  (GROW): 
UST(UST)130 
U.S.  Trust  (SCH)  112 


ValueClick(VCLK)112| 
Verizon  (VZ)  45 
vFinance  Investments! 
Victory  Capital  64 
Victory  SBSF  Capital  i 
VMware50 
Volkswagen  58 


W 

Wal-Mart  (WMT)  32. 9S 
Wall  Street  Journal  38 
Washington  Mutual  (Vj 
WellPoint  Health  94 
Wells  Capital  110 
Wells  Fargo  (WFO  57 
Western  Union57 
Weyerhaeuser  (WY)  70, 
Wheaton  River  (WHT)  11 
Whiting  Petroleum  (WU 
WPPGroup(WPPG\)ll 


Yahoo!  (YHOO)  92 


Zhongxing  Automobile  S 


J&J(JNJ)14 

J.C.  Penney  (JCP)  99.  Ill 

J.D.  Power  &  Associates  13 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  and  - 
August  IndTn  additional  Issue  the  first  week  ot  April,  by  The  McGraw-Hill  Companies Jnc  Exec. 

l^UndelS,em£Sd,a^ 

Email:  bwcustomerservice@neodata.com  cmt  c„,m.  m  rnw-UB 

Postmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  53235.  Boulder.  CO.  803^  3<!J5. 


_isf i.  I   r\~~*- 


on  onm 


^ 


'it/. 


y* 


m    ^ 


I    : 



II   i 


rn 

»■■■ 

www 

•  ■■ 

■  ■■  ' 

. 

nr 

V 


LogitechvCordless  MX  Duo.  Announcing  the  end  of  tangled  mice,  stuck  cursors  and 
spilled  coffee.  With  no  cords  to  tie  you  up,  slow  you  down,  or  hold  you  back,  this  sleek, 
one-touch  keyboard  and  advanced  optical  mouse  give  you  the  control  and  flexibility 
to  work  your  way  -  whatever  the  obstacles.  What  will  you  do  with  all  that  freedom? 

www.logitech.com 
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Logitech 


It  Was  a  Year  of  Turnarounds 
And  (Mostly)  Welcome  Surprises 


The  surprising  finale  to  2003— 
the  double  wowie  of  capturing 
Saddam  Hussein  just  as  the 
Dow  Jones  industrial  average 
surged  past  10,000— is  in 
perfect  keeping  with  a  year  full  of 
surprises.  In  January,  America  was  facing 
an  annus  horribilis  mired  in  a  weak, 
jobless  recovery  and  worry  over  a  war  in 
the  Middle  East.  By  December,  the  annus 

had  turned  mirabilis,  with  the  economy  powering  ahead  and 
prospects  for  Iraq  improving.  No  one  could  have  predicted 
this  and,  as  an  army  of  prognosticate rs  assembles  to  tell  us 
what  will  happen  in  2004,  it  may  be  wise  to  take  a  moment  to 
consider  all  the  unexpected  events  of  the  previous  12  months. 
Even  the  most  thoughtful  forecasts  (including  BusinessWeek 's 
current  issue,  "Where  to  Invest  in  2004")  cannot  fully  take 
into  account  the  wild  swings  of  the  business  cycle,  the  rise 
and  fall  of  nations,  or  the  foibles  of  politicians. 

Here  are  some  of  the  biggest  surprises  of  2003: 

Washington  started  the  year  talking  about  fiscal  stimulus  to 
help  the  economy— and  ended  it  with  fiscal  folly  that  could 
harm  it.  Who  would  have  thought  that  a  Republican  White 
House  and  Congress,  the  first  since  1954,  would  go  on  a 
spending  spree?  Higher  defense  oudays  to  combat  terrorism 
are  one  thing,  but  billions  for  farm  subsidies  and  pork 
legislation,  plus  trillions  for  Medicare  drug  benefits,  on  top  of 
huge  tax  cuts?  In  2003,  conservatives  lost  their  way. 

The  U.S.  started  the  year  afraid  of  China's  growing 
economic  power  and  ended  the  year  scared  silly  of  India. 
China  was  blamed  for  the  jobless  recovery  by  luring 
Corporate  America  with  a  siren  song  of  lower  costs.  Early  in 
the  year,  there  was  a  cry  that  "offshoring"  was  gutting 
America's  manufacturing  jobs.  By  December,  however,  U.S. 
industrial  production  had  posted  its  biggest  jump  in  four 
years,  and  companies  were  hiring  again.  And  India,  not 
China,  was  becoming  the  bad  guy.  The  talk  was  of  high-tech 
corporations  transferring  software  writing,  engineering,  and 
all  kinds  of  service  jobs  to  Bangalore,  threatening  America's 
future.  And  China?  By  yearend,  it  was  increasingly  seen  as  a 
global  engine  of  growth,  importing  goods  from  all  nations— 
and  buying  lots  of  U.S.  Treasury  bonds  as  well. 

The  U.S.  economy's  remarkable  strength,  of  course,  may 
be  the  most  unexpected  development  of  the  year.  Last 


December,  few  economists  predicted  the  year's  huge  sw 
corporate  profits,  the  jump  in  capital  spending,  and  the 
rocketing  stock  market.  The  third  quarter's  8.2%  rate  of 
growth  was  a  shocker.  Information  technology  made  an 
unexpected  rebound  when  chief  executives  poured  billic 
into  productivity-enhancing  software  and  computers.  A 
for  the  first  time  in  a  decade,  the  whole  world  started 
growing  in  synchrony. 

The  U.S.  began  200.3  worrying  about  deflation  and  enc 
the  year  fretting  over  inflation.  True,  the  core  Consumer  1 
Index  for  November  fell,  but  the  drop  was  probably  a  flul 
The  talk  in  the  markets  remains  inflation,  and  perhaps  fo 
good  reason.  The  falling  dollar  pushed  up  import  prices, 
while  huge  Chinese  imports  of  oil  (another  surprise:  oil  { 
did  not  fall  in  2003),  steel,  and  commodities  sent  prices 
higher.  China's  deflation  turned  into  inflation,  and  prices 
there  are  now  rising  at  3%  annually.  Will  U.S.  inflation  fo! 

A  year  that  began  with  the  worst  state  and  local 
government  fiscal  crises  in  50  years  ended  with  those 

governments'  budgets  movi 
into  the  black.  Higher  perso 
incomes,  a  rising  stock  marl 
and  tax  increases  generated 
more  tax  revenue  than  anyo 
would  have  guessed.  In 
California,  tax  collections 
exceeded  forecasts  by  $500 
million  in  the  first  quarter  oi 
fiscal  year.  That  was  a  nice 
surprise  for  incoming  Gover 
Arnold  Schwarzenegger.  As  i 
^^^^^^^^  Washington,  an  awful  fiscal 

2003  deficit  turned  out  to  be 
merely  bad— $375  billion  rather  than  $450  billion.  This 
passes  for  good  news  in  a  town  that  has  no  fiscal  disciplini 
and  accepts  a  federal  budget  deficit  that  will  reach  $5  trilli 
to  $6  trillion  over  the  next  10  years,  even  before  the  Medic 
drug  benefit  kicks  in  in  2006. 

There  were  plenty  of  other  surprises  in  2003.  The  ethicl 
rot  of  highly  paid  professionals  proved  even  deeper  than 
imagined,  with  a  mutual-fund  scandal  following  scandals 
Corporate  America  and  on  Wall  Street.  Howard  Dean  road 
Internet  out  of  Vermont  to  lead  Democratic  Presidential 
candidates.  A  conservative  Supreme  Court  came  out  in  fav 
of  gay  unions,  affirmative  action,  and  campaign-finance 
reform.  Wi-Fi,  plasma  TVs,  and  camera  cell  phones  got  hot 
And  perhaps  the  biggest  surprise  of  all  in  2003:  The  Floric 
Marlins  beat  the  New  York  Yankees  to  win  the  World  Serie 
What  a  year!  It  shows  that  anything  could  happen  in  2004 


The  U.S. 
economy's 
remarkable 
rebound  may 
be  the  most 
unexpected 
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